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Executive summary 

Background  

Frontier Economics has been engaged by TasWater to undertake an independent 
review of developer charges in the water and sewerage sector in Tasmania, 
focussing on the headworks charges component. 

The scope of the review (see Attachment A) includes: 

 the justification for developer charges, and in particular the headworks 
component 

 an examination of the costs that any headworks charges should recover 

 the approaches taken to developer charges in other Australian jurisdictions,  
noting any strengths and weaknesses 

 an assessment of the relative strengths and weaknesses of the current 
developer charges methodology being applied by TasWater  

 recommendations on potential short, medium and long-term options for 
consideration and a preferred approach for TasWater. 

Developer charges in Tasmania 

Developer charges are upfront charges imposed on developers (and subsequently 
recovered from property owners) as a condition of connection to a water 

 

They typically encompass: 

 Reticulation assets within the development put in by the developer and 
usually then gifted to the utility. In Tasmania, these are known as 
internal to the development are typically water and sewer reticulation 
mains, but may include other more complex assets such as reservoirs and 
pump stations.  

 Extensions to connect to an existing network put in by the developer and 
works external to the 

development  and typically include extensions to existing water and sewer 
networks to provide service only for the proposed development. 

 
defined costs of new or existing assets deemed to be attributable to the new 

reservoirs, treatment plants, main sewers and distribution assets like supply 
mains, distribution mains and associated pump system, but excludes 
reticulation pipework that connects properties to the headworks. 
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Developer charges are one component of the charges levied by water businesses 
to recover their costs. Other key components include fixed and variable recurrent 
charges for water and sewerage services levied on end customers.  

In Tasmania, prior to the creation of the regional water and sewerage 
corporations in July 2009 different approaches to developer charges had been 
adopted by the various councils, and some did not apply developer charges at all. 
In its first price determination the Tasmanian Economic Regulator (the 
Regulator) approved a Developer Charges Pricing Policy designed to ensure a 
more consistent application of developer charges by the regional corporations 
(and now TasWater). In light of concerns expressed by some stakeholders that 
developer charges may inhibit growth and economic development in the State, 
TasWater has decided to examine the existing arrangements for developer 
charges to ensure the robustness of developer charges proposed as part of its 
second Price and Service Plan. 

The justification for developer charges 

There are several commonly cited justifications for the imposition of upfront 
contributions and headworks charges on developers. These include: 

 Cost recovery  to assist water businesses to recover their total cost of water 
and sewerage infrastructure, and in particular the cost of servicing new 
developments 

 Financing  as a source of funds for new investments, reducing the need for 
utilities to borrow 

 Promoting economic efficiency  upfront signalling to developers (and 
ultimately homebuyers) regarding the water infrastructure cost implications 
of the locational and timing aspects of their investment/purchasing decisions, 
particularly where postage stamp pricing for recurrent charges applies 

 Risk-sharing  by allocating a proportion of the risk of a development not 
proceeding on the res
customers more generally. 

 Promoting sustainable outcomes  upfront charges may be used as a 
mechanism for incentivising developers or home builders to pursue more 
environmentally efficient or sustainable outcomes.  

 Equity  upfront charges may be seen as providing intergenerational equity 
by ensuring that incumbent customers do not have to pay for expenditure 
associated with new customers.  

While these various rationales can support the imposition of developer charges, 
the validity of each of these rationales is likely to vary depending on the particular 
circumstances applying to a water business. Moreover, the nature and scope of 
developer charges deemed appropriate will depend on the relative weighting 
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given to these rationales and subjective views reached on how they should be 
applied in practice.  

Based on our review, we make the following observations about the justification 
for developer charges in Tasmania. In doing so, it is helpful to distinguish 
between the rationales for works internal and works external; and headworks 
charges. 

At a minimum, most water infrastructure pricing regimes require connecting 
parties (e.g. developers) to install and/or pay for local reticulation assets and the 
costs of connection to the existing grid. We consider this is appropriate on cost 
recovery, equity, economic efficiency and risk sharing grounds, and therefore 
consider that imposing developer charges for works internal and works external 
is justified. 

The validity of these rationales in respect of headworks charges in Tasmania is 
less clear-cut: 

 Cost recovery and financing: stronger balance sheet position 
relative to the former corporations, and relatively low growth forecasts, 
means that the levying of headworks charges is not critical for its ongoing 
financial viability, or for the financing of growth. From a purely financial 
point of view, TasWater needs to balance recovering costs from developers 
with setting charges so high that they discourage development and therefore 
preclude spreading the fixed costs of the existing network over a larger 
customer base. 

 Economic efficiency: From a public policy perspective, a key potential 
rationale for headworks charges is to signal to developers the costs of 
servicing development in different locations (e.g. greenfields areas which are 
costly to service versus infill development where there is considerable 
available capacity). In practice, however, broader government planning 
processes and other factors are likely to have a larger impact on the location 
of development. Furthermore, if locationally differentiated headworks 
charges do not reflect the true costs of servicing new development, they may 
promote inefficient patterns of development. For headworks charges to 
support efficient patterns of development, they must reflect appropriate costs 
only.  

 Risk sharing: Headworks charges can offset the risk that assets constructed 

not remain for a significant part of the assets  economic lives. This could be a 
potential issue in some parts of Tasmania (e.g. where a resort or industrial 
customer seeks to connect to a small town supply system). 

 Promoting sustainable outcomes. This rationale is likely to be less 
important for Tasmania than other jurisdictions which face more pressing 
freshwater supply constraints. 
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 Equity: This rationale is inherently subjective, requiring value judgements 
about who should pay for infrastructure over time. Given that a considerable 
proportion 
originally funded by contributions from government or ratepayers, we believe 
there is limited rationale for recovering these sunk costs from new customers.  

Stakeholders were generally supportive of developer charges for the recovery of 
direct costs attributable to new developments. However, most stakeholders did 
not consider it appropriate for developers to have to pay headworks charges that 
recover either a component to cover existing capacity or future 
expansion/augmentation. Characteristic comments included: 

 existing consumers should share some of the costs of growth assets to 
recognise the benefits of growth to the broader community 

 the costs of previously installed capacity should not be sought to be 
recovered via a headworks charge on developers as those assets were paid for 
by previous users and will continue to be paid for by future users. This was 
commonly seen as the most appropriate pricing approach to promoting 
intergenerational equity. 

Notwithstanding these stakeholder concerns, based on our analysis, we consider 
it is valid for TasWater to impose headworks charges under some circumstances. 
Having said this, it is vital that any headworks charges are set appropriately, and 
we discuss this below.  

Which costs should developer charges recover? 

of the 
development (or downstream in the case of sewerage), requires consideration of 
what those charges are intended to achieve and the local circumstances. 

In our view, the following principles should guide the setting of developer 
charges: 

 The cost recovery, financing, risk sharing and economic efficiency rationale 
for developer charges are stronger where the costs they recover are clearly 
and directly attributable to a new development and are incurred at the time 
of, or soon after, the development. These causal links are likely to be stronger 
in relation to greenfield development than for infill development.  

 The cost recovery, financing, risk sharing and economic efficiency rationale 
for developer charges are weaker the further the costs are incurred up the 
shared supply system and/or the further away in time the costs are incurred.  

This can be demonstrated by considering the following: 

 Attributing the need for some future augmentation of water supply sources at 
some point in the future to a particular set of new customers is problematic 
since: 
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 Augmentations of source assets meet the aggregate demands of both new 
and existing customers.  

 

which has also been funded in part by previous customers. Rather at any 
point in time, all customers (existing and potential) have a right to be 
supplied at a fair and reasonable price that allows the water supplier to 
recover its efficient costs.  

 The need for augmentation of source assets is generally independent of 
the location of the increase in demand, and therefore is not relevant to 
providing a locational pricing signal for a specific set of new customers.  

One approach to avoid these issues would be to exclude source assets from 
developer charges calculations and only include a component to recover source 
assets where there is in fact a need to create a locational cost signal.  

 The economic efficiency rationale supports developer charges being set to 
vary locationally depending on the costs of servicing new development at 
different locations. A uniform charge would provide no such price signals for 
efficient urban development. However, when signalling to developers the 
cost of serving development in different locations, basing charges on sunk 
asset costs is likely to distort this signal and could even result in perverse 
incentives. For example, where the headworks charge is higher for infill 
developments where there is no emerging capacity constraint but a high sunk 
asset allocation, than for greenfield areas where there is a need for major 
augmentation but lower sunk asset allocations. In any event, attributing 
existing assets to new developments at replacement cost in proportion to the 
current volumes of demand is likely to represent a significant over-estimate 
of the true cost of excess capacity to existing customers. 

Given the discussion above, we consider developer charges should in principle 
be calculated and imposed on the basis of the following:  

 At least the direct cost of local reticulation assets and the costs of connection 
to the existing grid for new developments.  

 Incremental upstream or downstream costs to the system, but only to the 
extent they can be readily measured and directly attributed to the new 
development. 

 

 

Identification and assessment of options 

Frontier has identified a range of generic approaches that could be applied to 
headworks charges, reflecting approaches adopted in other jurisdictions, 
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approaches suggested by TasWater, suggestions by stakeholders and our own 
analysis. 

These options reflect alternative views on which costs are properly attributable 
and recoverable from new development under various scenarios. Developers 
would continue to contribute connection and reticulation assets under all 
options. 

 No headworks charges 

 This option would involve removing headworks charges altogether and 
instead recovering the costs of providing services through fixed and 
variable water and sewerage charges. 

 NPV approach 

 Under this approach the headworks charges calculation would be based 
on the net present value (NPV) approach developed by the Independent 
Pricing and Regulatory Tribunal (IPART) and applied to NSW council 
water utilities. The NPV methodology for calculating headworks charges 

operating surpluses (or deficits) expected to be earned from recurrent 
charges paid by customers in the development area using a net present 
value (NPV) approach. 

 Line in the sand  excluding legacy assets 

 

treating all headworks assets commissioned prior to that point in time as 
sunk and excluded from any subsequent headworks charge. The costs 

equivalent tenement share of capacity, until all capacity is utilised (taking 
into account some predetermined safety margin).  

 Out-of-sequence costs only 

 This approach would limit the scope of headworks charges to the out-of-
sequence forward-looking costs attributable to new development. The 
best measure of the costs associated with bringing forward the works 
program is the difference between the Net Present Value of undertaking 
the works as originally planned and the Net Present Value of undertaking 
the works at the time required by the developer. The difference between 
these two NPV values represents the cost incurred by TasWater in 

development. Such an approach is broadly similar to the historical 
approach adopted by the Essential Services Commission (ESC) in 
Victoria. 

 Standardised uniform headworks charges 



Commercial-in-Confidence February 2014  |  Frontier Economics xiii 

 

Draft Final Report Executive summary 
 

 This approach would apply some standardised headworks charges 
(perhaps on a regional or state-wide basis) along the lines of the approach 
currently applying in WA. 

 A principle-based approach 

 Rather than setting specific headworks charges, this approach would 
involve the establishment of a set of principles to guide the setting of 
headworks charges, which would then be negotiated on a case-by-case 
basis with developers (or otherwise determined) along the lines of the 
new ESC approach. 

 Building on and refining the principles adopted by the ESC such 
principles could be along the lines that developer contributions should: 

 have regard to the forward-looking infrastructure and associated costs 
attributable to a given connection (excluding sunk assets) 

 have regard to the future revenues that will be earned from customers 
at that connection 

 be greater than the avoidable cost of that connection and less than 
the standalone cost of that connection. 

 T
explicitly with the issue of risk, particularly those associated with 
unplanned residential and industrial developments. 

 The principles should ideally be adopted within an accompanying 
framework that provides guidance for how negotiation occurs. 

Our assessment of these options focuses on the criteria of economic 
efficiency/locational pricing signals, and practicability, simplicity and 
transparency. The latter three were prioritised by TasWater and came through 
strongly in consultation. We also examined the likely financial impacts on 

summarises our assessment of the advantages and disadvantages of these options 
in Tasmania. 
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Table 1: Summary assessment of potential headworks charges options 

Option Advantages Disadvantages 

No headworks charges 
Avoids administrative and 
other costs of headworks 
charges regime 

Provides no locational price 
signals 

Loss of revenue to TasWater 

Transfers small revenue 
burden to existing customers  

IPART NPV approach 

Raises more revenue for 
TasWater esp. if constraints 
on recurrent charges 

Status quo option accepted 
by the Tasmanian Economic 
Regulator 

Likely to send inappropriate 
locational price signal 

Complex and may be costly 
to administer 

 

Line in the sand  excluding 
legacy assets 

Likely to send more 
appropriate locational price 
signal 

Less complex and costly to 
administer in short term 

Loss of revenue to TasWater 

Transfers small revenue 
burden to existing customers  

May be complex and costly to 
administer in longer term 

Out-of-sequence costs only 

Likely to send more 
appropriate locational price 
signal 

Less complex and costly to 
administer 

Loss of revenue to TasWater 

Transfers small revenue 
burden to existing customers  

Standardised uniform 
headworks charges 

Administratively simple and 
less costly to administer 

Provides certainty to 
developers 

May generate  significant and 
relatively predictable revenue 

Provides no locational price 
signals (unless supplemented 
with ability to recognise 
higher cost locations) 

Principle-based approach 

Likely to send more 
appropriate locational price 
signal if principles set to 
focus on forward-looking 
costs 

Flexibility to deal with a range 
of situations 

Likely to send inappropriate 
locational price signal if 
principles include sunk costs 

Less certainty for developers 

May be costly to administer 
given case by case 
negotiations 

Examination of approaches to developer charges adopted in other jurisdictions 
and utility industries suggests that no single model has emerged as being the 
universally accepted approach. In many ways the approaches that have emerged 
reflect various compromises that have been made over time. The experience also 
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suggests that developer charges regimes can be subject to political intervention if 
they are perceived to be generating unwarranted or perverse outcomes.  

This experience highlights the need for clarity as to the underlying objectives 
when establishing developer charges arrangements and the priorities attached to 
those which might conflict. It also highlights the need for the developer charges 
regime to be suited to the circumstances of the utility and development context 
to which it is to be applied, rather than simply adopting a regime from another 
setting. 

Proposed approach 

In formulating a future policy for headworks charges, TasWater has indicated 
that priority should be given to the following principles: 

 sending the right price signal 

 be easy to understand and administer (i.e. able to be applied consistently, 
transparently and simply) 

 be robust and defendable. 

Based on the analysis of alternative models, and these guiding principles, our 
proposed future policy for headworks charges for TasWater comprises several 
elements: 

 
development based on planned capital expenditure to service growth over the 
next two PSP periods (i.e. up to 10 years). The best measure of the costs 
associated with bringing forward the works program is the difference 
between the Net Present Value of undertaking the works as originally 
planned and the Net Present Value of undertaking the works at the time 
required by the developer. 

 -based
particularly high costs or commercial risks on TasWater that would enable 
TasWater to negotiate headworks charges on a case-by-case basis with 
developers in order to manage these risks. 

This approach could also be supplemented, should TasWater choose to do so, 
with a standardised headworks charge set at a relatively low level (e.g. the lowest 
headworks charge currently applying throughout the State) in order to mitigate 

bills while at the same time minimising the 
risk that headworks charges impede development.  

Under this regime, developers would only face developer charges with a 
significant headworks component if the development imposes significant costs or 
commercial risks on TasWater. This would be most likely where: 

 The development requires the system to be expanded in a manner contrary to 
consistent with broader 
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regional planning signed off by local government.  In this sense the policy 
can be seen as integrating with these broader planning processes. 

 A development represented a unique commercial risk to TasWater if the 
development were to fail, such as a resort or industrial park adjoining a small 
town.  

This recommended approach reflects our judgement that: 

 a complex approach that requires considerable TasWater resources to 
maintain and administer is unlikely to be cost-effective 

 it will ensure that development that is consistent with strategic land use plans 
is not unnecessarily impeded 

 appropriate locational signals can be imposed where they are warranted, 
without the potential for sending inappropriate signals to the majority of 
development 

 financial bottom line is protected where developments impose 
specific costs or risks 

 there is no need to recover the sunk costs of the already depreciated system 
from new customers.  

Under this policy, the majority of the costs of installing new infrastructure to 
service growth will be spread across the broad customer base and recovered over 

mitigated by the transitional price path being overseen by the independent 
economic regulator. 

Transitional issues 

In order to implement this approach, a key prerequisite is for TasWater to 
develop a Strategic Asset Management Plan outlining capital plans (or 

recommended that TasWater develop such plans as matter of urgency, starting 
with areas of potential greenfield growth.  

Given that it may take some time for all such capital plans to be developed for all 
potential growth areas, the question arises as to how to transition from the 
current headworks charges arrangements to the proposed new approach. 

It is proposed that the current approach (i.e. the NPV approach plus various ad 
hoc headworks charges across different regions reflecting historic practice) be 
replaced as soon as possible by an approach whereby a default headworks charge 

-
approach would apply whereby an additional headworks charge could be 
imposed on developments in unplanned areas (as well as areas for which no 
development servicing plan had yet been developed by TasWater) on an 
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exceptions basis for cases where developments were likely to impose material 
additional costs or risk on TasWater. 

Another prerequisite for implementing the proposed new approach is for it to be 
approved by the Tasmanian Economic Regulator in the forthcoming price 
review. This will require demonstrating that the proposed headworks policy 
complies with pricing principles. In our 
view it can be legitimately argued that the proposed approach does appropriately 
signal costs attributable to new developments in different locations  through the 
ability to levy higher headworks charges for developments that impose high costs 

les elements 
of the approach.  

Another aspect of the transition to the new policy is how to manage potential 

headworks charges will now be recovered over time from customers via inclusion 
in the regulatory asset base. However, the magnitude of this impact is cushioned 
by the fact that these costs are recovered over the life of the assets. In addition, 

-constraints to be adopted 
by TasWater more generally in moving towards the target tariffs by 2020. 
Nevertheless, the impact of shifting this revenue to the broader customer base 

modelling for its 2014 PSP submission to the Tasmanian Economic Regulator. 

Communication strategy 

While the detailed engagement plan would need to be further developed by 
TasWater, key points could include: 

 TasWater has commissioned an independent review of its developer charges 
policy for the future. 

 Based on this independent analysis of the specific circumstances facing 
TasWater and the context of development in Tasmania, and submissions 
from stakeholders, the review has recommended some major changes to the 
policy. 

 The review found that the current policy, based on the NSW NPV approach, 
was excessively complicated and ran the risk of sending inappropriate 
locational price signals on the cost of servicing development in different 
areas, potentially inhibiting new development which could benefit both 
TasWater and the broader community. 

 The proposed new policy would be substantially simpler, limit the levying of 
significant headworks charges to situations where developers  decisions 
impose significant cost or commercial risk on TasWater through developing 
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 The majority of the costs of installing new infrastructure to service growth 
will be spread across the broad customer base and recovered over the life of 
the assets. The 
by the transitional price path being overseen by the independent economic 
regulator. 

Consideration should be given to publicly releasing this report (or a version of it) 
as part of this engagement plan. 
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1 Introduction 

1.1 Purpose and scope of this report 

The Tasmanian water sector has been subject to major institutional, legislative 
and regulatory reform in recent years. The main drivers for reform were the non-
compliance of many drinking water schemes and wastewater treatment plants 
and underfunding of capital works more generally. 

The most recent step in this reform process was the formation of the Tasmanian 
Water and Sewerage Corporation Pty Ltd (TasWater) which commenced 
operations on 1 July 2013. TasWater inherited a diverse set of pricing 
arrangements from its predecessor entities which it is looking to rationalise and 
move to a more consistent footing.  

One component of these pricing and cost recovery arrangements relates to 
developer charges. These are upfront charges levied on developers as a condition 

 

In Tasmania, prior to the creation of the regional water and sewerage 
corporations in July 2009 different approaches to developer charges had been 
adopted by the various councils, and some did not apply developer charges at all. 
In its first price determination the Tasmanian Economic Regulator (the 
Regulator) approved a Developer Charges Pricing Policy designed to ensure a 
more consistent application of developer charges by the regional corporations 
(and now TasWater). In light of concerns expressed by some stakeholders that 
developer charges may inhibit growth and economic development in the State, 
TasWater has decided to examine the existing arrangements for developer 
charges to ensure the robustness of developer charges proposed as part of its 
second Price and Service Plan. 

Against this background, Frontier Economics has been engaged by TasWater to 
undertake an independent review of developer charges in the water and sewerage 
sector in Tasmania, focussing on the headworks charges component. 

Whilst developer charges are applied broadly across the country, there are areas 
where they are not. Where they applied, a range of methodologies is adopted. 
The review will first seek to answer the fundamental question as to whether 

to be justified, the review will also assist in the formulation of a consistent 
approach for implementation across the State. 

The scope of the review (see Attachment A) includes: 

 the justification for developer charges 

 the approaches taken to developer charges in other Australian jurisdictions 
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 an assessment of the relative strengths and weaknesses of the current 
developer charges methodology being applied by TasWater and 

 recommendations on potential short, medium and long-term options for 
consideration and a preferred approach for TasWater. 

The final report will be a key input into the Price and Service Plan (PSP) 2015 
Submission. 

1.2 Approach to this review 

This investigation has been undertaken as an independent review and entailed: 

 desktop analysis 

 consultation with key stakeholders (see Attachment D) in the form of written 
submissions 

 liaison with TasWater personnel to establish particular circumstance in 
Tasmania which may impact on the preferred approach 

 assessment of approaches in other jurisdictions and industries and experience 
in other jurisdictions 

 a preliminary report for discussion by the TasWater Board. 

1.3 Structure of this report 

The remainder of this report is structured as follows: 

 Section 2 provides some contextual background on developer charges, with 
particular reference to TasWater  

 Section 3 addresses the fundamental issue of the underlying rationale for 
developer charges 

 Section 4 addresses the question as to what costs should be recovered 
through developer charges 

 Section 5 assesses a number of potential options for headworks charges for 
adoption by TasWater 

 Section 6 recommends a preferred approach, suggests an implementation 
strategy and outlines key areas of focus for communication with stakeholders. 
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2 Contextual background 

2.1 What are developer charges? 

Developer charges are upfront charges imposed on developers (and subsequently 
recovered from property owners) as a condition of connection to a water 

 

 reticulation assets within the development put in by the developer and gifted 
to the utility 

 extensions to connect to a network put in by the developer and gifted to the 
utility  

 
costs of new or existing assets deemed to be attributable to the new 
development.  

Developer charges are one component of the charges levied by water businesses 
to recover their costs. Other key components include fixed and variable recurrent 
charges for water and sewerage services levied on end customers.  

A key question for the current review is the appropriate role of each of these 
charging mechanisms. In particular, this review considers the appropriate level 
and type of costs that should be recovered upfront in the form of developer 
contributions versus those that are recovered over time through recurrent 
charges to water users. 

While water businesses across Australia levy developer charges, the extent and 
nature of developer charges - particularly the nature of costs/assets they seek to 
recover and the methodology used to calculate the charges - varies considerably 
between jurisdictions and water businesses. The developer charges arrangements 
in other jurisdictions have also been subject to considerable change over time 
and have been abolished altogether for Sydney Water and Hunter Water. 

2.2 Developer charges in Tasmania 

Prior to the structural reform of the sector in 2009, different approaches to 
developer charges were adopted by the various councils, and some did not apply 
developer charges at all. These differences became more apparent when the three 
regional authorities were formed. While a broadly common approach (based on 
the IPART NPV methodology) has now been adopted in a significant proportion 
of water zones and sewerage catchments, various council approaches were 
carried forward in many others. The further amalgamation of the three regional 
entities into TasWater has further focused attention on this situation.  
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2.2.1 Current developer charges policy 

In its first price determination the Office of the Tasmanian Economic Regulator 
approved a Developer Charges Pricing Policy designed to ensure a more 
consistent application of developer charges. The policy defines Developer 
Charges in the Tasmanian Water and Sewerage sector as encompassing: 

 Works internal to the development: This is the cost of infrastructure 
installed by the developer to provide services to the development and is 
typically water and sewer reticulation mains, but may include other more 
complex assets such as reservoirs and pump stations.  

 Works external to the development: This is the cost of infrastructure 
installed/funded by the developer in order to connect the development to 
existing TasWater infrastructure. Works are typically extensions to existing 
water and sewer networks to provide service only for the proposed 
development. 

 Headworks charges
dams, reservoirs, treatment plants, main sewers and distribution assets like 
supply mains, distribution mains and associated pump system, but excludes 
reticulation pipework that connects properties to the headworks1. 

The policy provides that from 1 July 2012: 

 Water businesses (i.e. TasWater) will honour any permits issued, or 
agreements made, in respect of developer charges prior to 1 July 2009. 

 All internal or subdivision water infrastructure and/or sewerage 
infrastructure is to be provided by the developer at their cost and transferred 
to TasWater. In lieu of providing the internal or subdividing infrastructure, a 
developer may make a cash payment to TasWater. 

 All water infrastructure and/or sewerage infrastructure that is external to the 
development and is required solely to service the development is to be 

 

 TasWater will determine headworks charges for each headworks zone using 
the net present value methodology.  

The current TasWater Developer Charges Pricing Policy approved by the 
Tasmanian Economic Regulator requires calculation of the headworks 
component using a net present value (NPV) methodology. The policy requires 
developers to fund headworks applicable only to their development, calculated 

                                                

1 
dams and sewerage treatment plants rather than the distribution network. When comparing across 
jurisdictions during this investigation, it will be important to bear in mind these definitional differences. 
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on a zonal basis as the difference between the cost of the assets required to 
service the headworks zone and the amount to be funded by periodic charges 
over a specified time period (as calculated by the present value of the periodic 
charges).  

2.2.2 Regulatory requirements 

As part of the reform program, a framework for independent economic 
regulation was established under the provisions of the Water and Sewerage 
Industry Act 2008 and regulations under that Act, to be administered by the 
independent Tasmanian Economic Regulator. This framework aims to ensure 
competitive market outcomes in relation to both price and service while ensuring 
the financial sustainability of the regulated businesses. 

TasWater is required to submit a price and service plan to the Tasmanian 
Economic Regulator by the end of August 2014 which must include a developer 
charges policy that covers arrangements for developers gifting assets or paying 
cash for the construction of new reticulation works and for setting headworks 
charges. With respect to developer charges, Regulation 8 of the Pricing 
Regulations requires a PSP to contain a developer charges policy which is 
consistent with the requirements of the Industry Act and Regulation 20 of the 
Pricing Regulations. It also requires the regulated entity to estimate the amount 
of the developer charge and explain how it has been calculated.  

While the Tasmanian Economic Regulator does not prescribe any particular 
methodology to be adopted for determining headworks charges its draft 
Guideline notes that, should TasWater propose a different methodology to that 
approved in its first determination it must justify how the different methodology 
better satisfies the pricing principles in the Industry Act and the Tasmanian 

s priority price reform objectives. The Tasmanian 
Economic Regulator has specifically stated in its Price and Service Plan Guideline 
that if TasWater proposes to apply a NPV methodology for developer charges it 
must include an assessment of alternative approaches.  

Key pricing principles under the Act include: 

 a regulated entity is to be given a reasonable opportunity to recover the 
efficient costs it incurs in providing a regulated service or complying with a 
regulatory obligation 

 the price is to provide for efficient pricing by introducing two-part pricing for 
water services and by reflecting the costs of servicing particular customers or 
classes of customers in different locations, regions or schemes 

 the price is to provide effective incentives, with respect to a regulated service 
to promote economic efficiency; reduce costs; or otherwise improve 
productivity 
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 the price is to allow a regulated entity to receive a return on assets used in 
providing the regulated service 

 the price charged to a particular customer or class of customers is to reflect at 
least the costs that relate directly to providing the regulated service to that 
customer or class of customers to the extent that it is commercially and 
technically reasonable to do so. 

The Industry Act acknowledges that the full application of the pricing principles 
will require a significant transition period during which it is unlikely that all the 
pricing principles will be achieved and, therefore, reform objectives will need to 
be prioritised. The Act enables the Tasmanian Economic Regulator not to apply 
some of the pricing principles during the transition period to the extent that this 
would result in a significant impact on customers, or a particular class of 
customers due to the rate of change in prices; adversely affect the sustainability 
of a regulated entity; or adversely affect the ability of a regulated entity to deliver 
regulated services. 

The Tasmanian Economic Regulator also stated in the Guideline (p.44) that it 
considered it important that the developer charges policy promotes transparency 
and provides certainty for investors. Reflecting its view that developer charges 
should promote transparency and provide certainty for developers, the 
Developer Charges policy approved by the Tasmanian Economic Regulator in its 
first determination also requires TasWater to provide an estimate of the amount 
of the developer charge that is to apply in respect of the property to the 
proponent a development. It also requires TasWater by 1 July 2015 to provide a 
mechanism (such as a web-based calculator) for developers to obtain estimates of 
the developer charges associated with potential developments and how the 
amount of the charge was determined. 

2.2.3 Recent public debate 

Developer charges have figured prominently in recent public debate in Tasmania. 
In particular, some development industry groups and local governments have 
suggested that headworks charges may be impeding development and economic 
growth in Tasmania. These concerns were also strongly expressed in submissions 
received during stakeholder consultation conducted for this review (see 
Attachment D). 

Political parties have announced policies to mitigate the impact of developer 
charges by reimbursing developer for these charges in full or in part. 
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2.3 Land use planning in Tasmania 

2.3.1 The Planning Framework 

In Tasmania development occurs within the context of planning approvals 
overseen by local government under the Land Use Planning and Approvals Act 1993. 

In recent years the Government has facilitated a regional approach to planning 
through the Regional Planning Initiative established through agreements between 
State Government and respective councils and regional council bodies. 

This involves the preparation of regional land use strategies across the northwest, 
northern and southern regions. These are broad policy documents that provide 
the foundation to a suite of consistent and contemporary planning schemes 
across the State.  

Regional land use strategies were declared for each region in October 2011. Once 
declared the Strategy means that any new planning scheme, planning amendment 
or project of regional significance must demonstrate how it aligns with the 
Strategy. This will be overseen by the Tasmanian Planning Commission 

The next steps will include establishing regional coordination arrangements that 
enable regional land use strategies to be further developed and reviewed over 
time and integrating regional planning with the broader planning interests of 
government, including capital and regional city planning, economic development, 
infrastructure planning, social inclusion, environment and climate change. 

The Regional Land Use Strategy forms an important part of the strategic 
foundation of the new planning schemes currently being prepared by the councils 
which outline how growth is expected to be accommodated through both infill 
development and planned future growth corridors. Planning schemes are 
regulatory planning instruments that are developed under Part 3 of the Land Use 
Planning and Approvals Act 1993. They set out the requirements that apply to new 
use and development. Planning schemes do not affect the existing use of land or 
buildings and they cannot initiate or require development. Planning schemes are 
important for the delivery of sustainable development at the local level. 

A planning scheme has two parts: 

 
shows the overlays where additional controls may apply; and 

 ts out the conditions under 
which use and development can take place in different zones and overlay 
areas. 
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2.3.2 Current Growth 

Current levels of development growth in Tasmania are relatively low. The 
Property Council observed the considerable downturn across the Tasmanian 
property industry since 2008: 

 Total dwelling investment growth is down by-7.5 per cent 

 Residential construction is down by 41.8 per cent 

 Renovations are down by 9 per cent on the decade average 

 Commercial construction remains stuck at 20 per cent decrease on previous 
years 

 Building approvals are back to 1997 levels 

It suggested that these statistics demonstrate the poor state of development in 

bring it back to even 2008 figures. 

The low levels of anticipated future growth were confirmed in submissions by 
councils to this review. Where growth was anticipated, it was predominantly 
expected to be in the form of greenfield residential development. In some cases, 
however there was expected to be some infill development (e.g. in Launceston in 
the short to medium term growth will be primarily infill residential development 
in established areas, while in the longer term residential growth is planned for 
greenfield sites such as St Leonards). 

2.3.3 Role of TasWater 

Under the Water and Sewerage Industry Act 2008, TasWater is a referral authority in 
respect of new developments. This means that when any development 
application is made to council, requesting a planning permit, this application is 
referred to TasWater.  

Once satisfied with the information provided by a developer, TasWater will issue 

form an attachment to the planning permit that may be issued by council. For 
new developments, the developer will generally be required to: 

 provide water and sewer connections to each lot for serviced land 

 extend water and sewer mains to achieve the required individual connections 

 pay headworks charges for each additional lot created 

More broadly, TasWater needs to develop its own plans for servicing anticipated 
new development and also to underpin its growth capex forecasts. In doing so, 
the regional land use strategies and council planning schemes will necessarily 
inform these plans.  



Commercial-in-Confidence February 2014  |  Frontier Economics 9 

 

Draft Final Report 
Economic and other rationales for 

developer charges 
 

3 Economic and other rationales for 
developer charges 

3.1 Introduction 

The first fundamental question for this investigation is to examine the economic 
justification for developer charges. 

Developer charges are imposed for a variety of interrelated reasons, including: 

 Cost recovery  to assist water businesses to recover their total cost of water 
and sewerage infrastructure, and in particular the cost of servicing new 
developments 

 Financing  as a source of funds for new investments, reducing the need for 
utilities to borrow 

 Promoting economic efficiency  upfront signalling to developers (and 
ultimately homebuyers) regarding the water infrastructure cost implications 
of the locational and timing aspects of their investment/purchasing decisions, 
particularly where postage stamp pricing for recurrent charges applies 

 Risk-sharing  by allocating a proportion of the risk of a development not 

customers more generally. 

 Promoting sustainable outcomes  upfront charges may be used as a 
mechanism for incentivising developers or home builders to pursue more 
environmentally efficient or sustainable outcomes.  

 Equity  a common rationale for upfront charges is the provision of 
intergenerational equity. That is the idea that incumbent customers should 
not have to pay for expenditure associated with new customers.  

Each of these rationales is discussed separately in the following sections, with 
particular reference to circumstances in Tasmania. Importantly, developer 
charges need to be seen as one element of the overall set of pricing instruments 
that are capable of fulfilling these various roles. Other key components include 
fixed and variable recurrent charges for water and sewerage; and Government 
rebates or transfer payments. The validity of adopting upfront charges to address 
the common rationales identified above must also be considered in the context 
of the regulatory and pricing principles to which the Tasmanian Economic 
Regulator and TasWater are subject (see section 2). 

Following this in-principle discussion of potential rationales for developer 
charges (particularly headworks charges), section 3.8 summarises views expressed 
by stakeholders in submissions to this review. Section 3.9 contains Frontier 
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3.2 Cost recovery 

The costs of operating, maintaining and expanding water sector infrastructure 
needs to be recovered in one way or another. 

At one end of the spectru  
including the costs of new investment  could be recovered entirely through 
recurrent charges.  

At the other end of the spectrum, the cost of new growth assets could be 
recovered entirely through up-front charges, so that recurrent charges would only 
need to recover ongoing operating and maintenance costs (as well as a return on 
and of historical assets not paid for through developer contributions). These 
developer charges would ultimately be passed on to new homebuyers. 

In practice, the balance between recurrent charges and up-front contributions in 

However, there is considerable variation in the relative reliance on developer 
charges and in the nature of the costs they seek to recover. 

These extremes highlight the important interactions between developer 
contributions and recurrent charges. That is, in order to ensure that there is no 

- et costs, only that proportion of the 
costs of these assets not recovered via up-front charges should be added to the 
RAB for subsequent recovery through recurrent charges. Under the standard 
approach to setting revenue limits, the higher the level of developer 
contributions, the lower the level of recurrent charges and vice-versa. 

In the case of TasWater, the major sources of funding are as set out below. 

Table 2: Sources of revenue  TasWater 

Revenue Type 
2012/13 
Forecast 

 

2013/14 
Budget 

 

2014/15 
Budget  

 

Water and Sewerage Revenue    

- Fixed Charges 184, 424 198,925 208,481 

- Volumetric charges 47,541 50,827 53,707 

Services & Consulting Revenue 3,438 3,427 3,510 

Headworks charges 3,237 3,059 3,116 

Contributed Assets 8,574 7,418 7,556 

Government Grants 3,450 1,500 - 

Sundry Revenue 4,860 4,675 4,809 

Total Revenue 255,524 270,231 281,179 

Source: TasWater Corporate Plan. 
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This table indicates that at present, headworks charges comprise only a very small 
propor
comes from fixed and volumetric water and sewerage charges. 

by the Tasmanian Economic Regulator, taking into account a statutory revenue 
limit which prescribes the rate of transition to full cost recovery. Under this 
approach, investment in new assets is included in the RAB and TasWater 
receives a return on and of that investment over time through recurrent charges.  

However, TasWater is subject to regulatory constraints that inhibit its ability to 
recover growth related expenditure through recurrent charges due to the 
transitional revenue path. This means that during this transition, any reduction in 
revenue received from developer charges may not be able to be recovered from 
higher recurrent charges, and thus may impact directly on its bottom line. While 
developer charges represent small percentage of total revenue, they are an 
important contributor to delivering returns to owners.   

3.3 Financing 

Upfront contributions are also sometimes seen as a valid alternative for 
businesses to avoid debt funding of growth related expenditure. 

The validity of this rationale will depend on: 

 The debt profile of the business 

 The ability of the water business to raise funds through debt. 

 The degree of risk the business faces in regard to future revenue streams 
and their ability to service debt. 

The ability of individual businesses to raise debt to fund growth-related 
expenditure is subject to the particular circumstances of each business. 

TasWater  key financial performance indicators are reported in Table 3. Debt to 
total assets for each of the constituent businesses that were merged to form 
TasWater is reported in Table 4. 
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Table 3: TasWater financial key performance indicators 

Key performance indicators 2012-13 2013-14 2014-15 

Return on assets (%)   
EBIT/Total Assets 

2.0% 2.4% 2.7% 

Return on equity (%) 
EBIT/Total Equity 

1.1% 1.4% 1.6% 

Debt to Equity (%) 
Borrowings/Total Equity 

19.6% 22.4% 24.3% 

Interest cover (times) 
EBIT/Interest Expense 

2.63 2.82 2.91 

Working Capital (times) 
Current Assets/Current Liabilities 

0.62 0.49 0.43 

Source: TasWater Corporate Plan 2013-15 

Table 4: Total Debt to Total Assets (%) 

Key performance indicators 2012-13 2011-12 

Cradle Mountain Water 21.6 19.5 

Southern Water 12.6 10.3 

Ben Lomond Water 6.0 3.4 

Onstream 67.9 63.4 

Note: Total Debt to Total Assets is defined as the sum of short term and long term debt over the value of the total asset 
base 

Sources: CMW Annual Report (2012), SW Annual Report (2012) BLW Annual Report (2012) Onstream Annual Report 
(2012). 

As discussed above, TasWater is currently not recovering revenue sufficient for 
its long-term financial sustainability but is on a transition path to doing so. It is 
not obvious from the current circumstances that TasWater  to finance 
growth related expenditure through debt is impeded. The financial ratios such as 
debt to equity and interest cover would seem to indicate that TasWater would 
ordinarily be able to raise debt. However, we also note that return on assets is 
relatively low as is working capital, which may indicate short-term issues 
regarding cashflows that could potentially impact on the ability of TasWater to 
raise debt. 

Nevertheless, TasWater does have much greater capacity to raise debt with a 
single statewide balance sheet than the former corporations. This will be critical 

required of the assets going forward  
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3.4 Promoting economic efficiency 

The promotion of economic efficiency is frequently cited as a rationale for the 
levying of upfront charges. In particular contributions or developer charges are 
viewed as instruments for providing upfront signalling to developers (and 
ultimately homebuyers) regarding the water infrastructure cost implications of the 
location and timing aspects of their investment/purchasing decisions. 

Economic efficiency relates to obtaining the greatest net benefits to the 
community as a whole from the use and allocation of resources. Key aspects of 
economic efficiency include: 

 technical or productive efficiency: operating the required water and 
wastewater systems at the least overall cost;  

 allocative efficiency: ensuring that resources are allocated to their most 
productive use in the economy through production and consumption 
decisions that are based on prices that reflect the opportunity cost of the 
available resources; and 

 dynamic efficiency: ensuring efficient investment decisions in the long term 
(i.e. the right combination, location and timing of investment in new assets).  

A fundamental proposition in economics is that to promote economically 
efficient outcomes, prices should be set with regard to marginal cost (see Box 1). 

Box 1: Principles of efficient pricing 

In order to assess alternative developer contribution approaches against the economic 
efficiency criterion, it is useful to establish some principles of efficient pricing and define some 
key concepts that will be referred to throughout this report. 

Economic theory tells us that consumption and production decisions in a particular market will 
be consistent with efficiency where the price of a good or service equals its marginal cost. The 
marginal cost of a product can be defined as the increase (decrease) in total costs resulting 
from the consumption and hence production of one more (less) unit of output. Critically, 
marginal cost is a forward-looking concept  it looks at what costs will be incurred or avoided 
from a decision to produce or not produce an extra unit. Past or sunk costs are not relevant to 
this decision (except to the extent that the past costs of production are a guide to the cost likely 
to be incurred in the future).  

Prices that diverge from marginal cost can lead to a loss of social welfare known as a 
at a demand on the 

system and this will result in resources being diverted to provide these services instead of 
providing a more valuable service elsewhere in the economy. Conversely, if prices exceed 
marginal cost, consumers will not consume enough of that service having regard to the value 
of an extra unit of consumption compared to its costs. A requirement of allocative and dynamic 
efficiency is thus that decision-makers should pay for the costs that are directly attributable to 
their actions. 

It should be noted that deviations from an efficient set of prices may have varying implications 
for economic welfare. In short, the efficiency costs of departures from marginal cost pricing 
depend on the responsiveness of demand to changes in price, known as the price elasticity of 
demand. 

Source: Frontier Economics 
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If the above principles of efficient pricing are generally well-understood in 
relation to the provision of water and wastewater services to customers and in 
influencing their consumption decisions, they can be seen as applying equally to 
new developments and influencing decisions by developers. 

 

 provides appropriate signals to water users of the short and long-term 
implications of their water consumption decisions (e.g. the impending need 
to augment supply if demand continues to grow) 

 provides appropriate signals to developers as to the costs associated with the 
location and timing of new development in order to promote efficient patterns 
of urban development 

 provides appropriate signals as to the costs associated with the nature of new 
developments (e.g. water sensitive urban design); and 

 ensures that TasWater can recover the efficient costs of providing water and 
related infrastructure, but cannot exploit its monopoly position as a provider 
of water services and infrastructure. 

While the principle that to promote efficiency, decision-makers (including 
developers) should be faced with the costs of their decisions (i.e. the costs that 

approaches to developer contributions are largely around how this principle 
should be applied in practice. In particular, there are differing views on which 
categories of assets should be incorporated in the determination of developer 
contributions, and how the costs of these assets should be valued, in order to 
send efficient pricing signals.  

Assessing the efficiency properties of developer charges regimes therefore 
requires forming views on whether developer charges accurately reflect the costs 
attributable to the decisions made by developers, and whether any departures are 
justified in enabling overall cost recovery while entailing minimal efficiency 
losses.  

For some situations, these assessments are quite clear-cut. For example, the costs 
of providing reticulation within a development and the direct costs of connection 
would seem clearly attributable to individual developments. Perhaps less clear-cut 
are judgements about: 

 whether costs of augmentation of upstream distribution and source assets 
can be seen as attributable to demand growth associated with new 
developments, or is seen as attributable to growth in demand across the 
whole system (or somewhere in between) 

 whether any costs of installed (sunk) capacity should be seen as partially 
attributable to and recoverable from later developments reflecting the sizing 
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of this capacity for future growth, or whether all such sunk cost should be 
excluded from developer contributions 

 whether the broad patterns of urban development can be considered as 
largely driven by whole-of-government planning processes such that, insofar 
as water developer contributions are concerned, these decisions can be 

s attributable to individual development 
decisions are those -of-
holding cost of infrastructure that has been provided ahead of schedule). 

In an environment where developers and/or ultimate customers are highly 
sensitive to the magnitude of developer contributions or recurrent charges, the 
welfare implications of moving away from an efficient set of prices may be 
substantial. On the other hand, if these parties are relatively unresponsive to 
developer charges and/or recurrent charges, the welfare costs of such deviations 
may be quite small. This in itself is an important consideration to bear in mind in 
assessing the efficiency properties of alternative regimes for developer 
contributions. Moreover, the efficiency of developer contributions should not be 
considered in isolation from the efficiency of the overall pricing regime 
(including recurrent fixed and variable charges). 

3.5 Risk sharing 

Achieving an appropriate allocation of risk is often raised as a primary driver for 
developer charges. Contributions or developer charges can serve to allocate a 
proportion of the risk of a development not proceeding - thereby leading to a 
shortfall in the recovery of the costs of water assets constructed in the 
expectation of this growth - on the responsible developer, rather than on the 

 

Over-sizing infrastructure for present needs with a view to future growth raises 
the risk that anticipated future demand may never actually eventuate. Potential 
risks are that: 

 the development itself will not eventuate 

 where the development sits outside of the incremental growth profile of 
existing infrastructure (i.e. is not next in line) future developments do not 
occur and subsequently distribution assets will not be fully utilised (i.e. 

 

An important issue is who ought to bear the risks of such outcomes. Generally 
speaking, economic efficiency is advanced by allocating risks to those parties best 
placed to understand and manage them. Allocating a risk optimally  that is, to 
the party best able to control its occurrence and consequences  reduces the 
likelihood of the risk eventuating by giving the party best able to control it an 
incentive to prevent its occurrence. That party is also likely to be in the best 
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position to assess information about the likelihood of the risk materialising and 
can therefore establish a realistic premium or in the case of contributions a 
realistic upfront payment. 

In this context, the risk associated with the development itself not occurring 
would be best allocated to the developer. It is the developer who has the ability 
through direct participation in the market for developed land to ensure that its 
development meets the demand preferences of its customers and is priced 
appropriately. 

However, the developer has no ability to influence the development decisions of 
other developers and is therefore not best placed to address the risk that 
additional development does not occur and that as a result distribution assets are 
not fully utilised. In this context, it would not be efficient to impose this risk on a 
particular new developer, who is not responsible for the pattern of future 
development. Rather, it may be more appropriate for existing customers to bear 
this risk, given that the regulator, acting on behalf of customers, will need to give 
its approval for the new investment before it can proceed. This provides existing 
customers with some control over whether such investment will occur.    

A distinction may also be made between risk associated with residential 
customers and non-residential customers. Non-residential customers may require 
investment in infrastructure of a scale or type that subjects the business to 
significant risks (i.e. in the case that the development does not occur, the assets 
themselves may not be transferable to other users). Ordinarily, such a risk would 
be dealt with contractually through the inclusion of penalty clauses or fees 
associated with early termination in the contract for service between the water 
business and the non-residential customer. An alternative to dealing with such a 
risk contractually would be to set an upfront contribution based on the degree of 
associated risk. 

The degree or materiality of risk associated with any one development will 
depend on a number of considerations including the depth and nature of the 
associated markets. For example, demand for residential land in metropolitan 
areas in major cities such as Sydney and Melbourne has generally exhibited strong 
growth over a long period of time. Therefore, the risk that development will not 
occur or that backfill will not occur is relatively less for these areas than in other 
areas which may be experiencing a stagnating or declining population growth. 

3.6 Promoting sustainable development 

Upfront charges have sometimes been used in other States as a mechanism for 
incentivising developers or home builders to pursue more environmentally 
efficient or sustainable outcomes.  

There are a number of different approaches for structuring contributions to 
promote sustainable development. These approaches range from: 
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 Basing contributions on an estimate of the marginal external cost imposed by 
specific developments. For example, a contribution may potentially take into 
consideration the external costs on the environment specific to that 
development. 

 Setting contributions such that they incentivise developer behaviour that is 
deemed to be consistent with concepts of sustainability. For example, the 
contributions may be set on a sliding scale based on some form of 
sustainability indicator such as degree of water use efficiency.  

One of the major issues with basing contributions on estimates of the value of 
externalities associated with a development is that environmental concerns will 
vary with local conditions, and therefore the costs associated with development 
will need to be estimated for each location. In addition many of the costs 
associated with environmental outcomes are not readily observable through the 
function of a market and therefore have to be derived. Generally the 
identification and valuation of environmental impacts requires the adoption of 
advanced evaluation techniques that are usually resource intensive. Customer 
contributions established to address externalities will by nature need to reference 
a robust and defensible evaluation framework that incorporates public benefits.  

Alternatively, contributions may be set to provide incentives for developers to 
undertake activities deemed to be desirable. For example, discounted 
contributions have in some cases been applied where developers include 
dedicated wetlands in their development. Charges may also be set to incentivise 
the uptake of alternative sources of water, such as recycled water, on the basis 
that increased recycled water usage offsets the need (through substitution) to 
augment potable water supplied. 

It should be noted that there are a number of alternative ways in which desired 
planning outcomes can be obtained from developers. In particular, the 
development sector is heavily regulated and the technical service standards and 
codes imposed by current regulators are aimed at directly addressing developer 
impacts. 

3.7 Equity 

A commonly cited rationale for upfront developer charges is that this represents 

developer charges are often seen as a means of providing intergenerational equity 
based on the notion that existing customers should not have to pay for 
expenditure seen as being driven by new customers.  

This appears to be a key argument underlying the current policy, where it has 
been stated that the key principle underpinning the NPV approach is: 
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 services for a specific 
development area is fully recovered from the development through a combination of 
upfront charges and periodic charges, without placing an additional burden on 
existing customers. 

In its first determination the Tasmanian Economic Regulator stated that it is not 
considered appropriate for existing customers to meet the costs of installing 

benefits of being able to charge higher prices for fully serviced developed land 
and purchasers of that land receive the benefit, in terms of enhanced property 

 

While this may seem to be a reasonable interpretation of how to fairly allocate 
costs between existing and new customers, it is important to recognise that equity 
is an inherently subjective concept and that alternative views could be reached on 
whether or not this approach is equitable. 

For example, it needs to be recognised that developer charges will ultimately be 
passed on to homebuyers through the price of new homes. There may be 
legitimate concerns about the socio-economic impacts of measures such as 
developer charges which may adversely affect housing affordability, particularly 
for low-income first home buyers.  

A number of other considerations could also bring into question the equity of 
imposing developer charges which, together with the future stream of recurrent 
charges payable by these customers, are designed to fully recover the costs 
deemed attributable to servicing this group of customers.  It could be argued, for 
example, that this runs counter to the policy intent of postage stamp pricing 
whereby all customers pay the same amount for the same service, regardless of 
the underlying costs. If it is considered fairer that customer groups should instead 
pay for the differential costs of serving them, then the most direct means of 
doing so would be through instituting more cost-reflective tariffs for all 
customers. Supplementing a postage stamp pricing regime with developer 
charges for new developments would seem to imply that it is acceptable or 
equitable for some existing customers/customer groups to subsidise other 
existing customer/customer groups, but not for new customers to be 

 

contribution to existing assets also appears to imply that existing customers hold 
some form of property right or claim over rights of access to existing assets that 
differ from new customers. These assets are owned by the water businesses and 
are managed by the businesses such that they provide water and wastewater 
services in a least cost manner over time. Further, the current framework ensures 
that the prices existing customers face only include a return on and of existing 
assets as they are depreciated over their economic life. In this regard, the extent 
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questionable when many of these assets may have been originally contributed, for 
example, by government. Thus the issue of intergenerational equity is further 
complicated by the historical impact of high levels of government subsidisation 
and funding of legacy assets as opposed to current expectations that growth 
related expenditure be subject to full cost recovery. 

This discussion highlights that equity arguments for developer charges are 
inherently subjective and can encompass a number of concepts of equity such as:  

 Universal access and affordability. 

 Fair treatment of new customers compared with existing customers. 

 Inter-generational fairness, referring to the temporal allocation of costs for 
long-lived infrastructure assets. 

 Similar treatment of parties in similar circumstances and correspondingly 
different treatment of parties in different circumstances. 

The rationale for developer charges on equity grounds is therefore dependent on 
 

3.8 Stakeholder views 

As noted in section 1.2, as part of this review a number of local government and 
other stakeholders were invited to provide their views on a number of questions 
about developer charges. Substantive responses were received from 11 councils 
together with a combined response from the Property Council/Master Builders 
Tasmania/Housing Industry Association. 

The role of headworks charges 

On the broad question of whether headworks charges were an appropriate 
mechanism to recover the costs of installed capacity or future expansion, the vast 
majority of the responses received did not support this proposition, or heavily 
qualified their support. Reflecting this majority view, one council suggested that 
developers should not bear the total costs as existing consumers should share 
some of these costs to recognise the benefits of growth to the broad community.  

In similar terms, another council suggested that the costs of previously installed 
capacity should not be sought to be recovered via a headworks charge on 
developers as those assets were paid for by previous users and will continue to be 
paid for by future users. This was seen as the most appropriate pricing approach 
to promoting intergenerational equity.  

One council expressed particular difficulty with the concept of levying 
headworks charges on infill development such as subdivisions when the 
headworks system was designed to cater for this development and has surplus 
capacity. 
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The Property Council stated that the public policy argument for the introduction 
of headworks charges has never been satisfactorily made and viewed them as 
charges imposed by monopoly providers to create an additional revenue stream 
which previously was not been deemed necessary. 

Several councils did however support the principle of applying a reasonable 
headworks charge to recover the costs of installed capacity or required 
infrastructure expansion, particularly as a result of the additional demands placed 
on this infrastructure by new development. While some councils recognised that 
in principle headworks charges should apply to send a cost signal to developers 
for connection to major water and sewerage infrastructure, a number expressed 
reservations about the merits of doings so. One observed that residential 
developments will be driven in locations where other aspects are deemed right 
(e.g. power, internet, transport, access to schools etc), while commercial 
development would be the subject of negotiation and bargaining over prices, so 
that Taswater pricing signals would not be the main driver.. In any event, it 
suggested that headworks charges levied by TasWater could run counter to 

existing towns. 

The impact of headworks charges on development 

Perhaps the most commonly raised issue about the role of headworks charges 
was the concern about their impact on new development. The Property Council 
contended that headworks charges and the mechanisms used to determine them 
are not transparent or equitable, and are an impediment to development. 
Councils expressed particular concerns about the impact of headworks charges 
on affordable housing in areas of high socio-economic disadvantage, where the 
headworks charges could represent a significant proportion of the value of the 
land. One council stated that headworks charges alone amount to 10 per cent of 
the cost of vacant land in some small rural townships and suggested that 
developers are simply not prepared to take the risk of development given the low 
profit margins in these areas. 

The submissions made to our review provided anecdotal evidence of headworks 
charges adversely impacting on various types of new development across the 
State, including examples where there have been decisions not to proceed with 
developments because of these charges. One council cited an example where a 
development of 11 units was at risk due to the TasWater developer charges. This 
example related to an infill development on land that has been vacant since the 
town was created, and which could provide quality accommodation for retirees/ 
small families. Several councils stated that current headworks charges acted as a 
disincentive to councils making significant investment in community facilities, 
one citing the proposed levying of a developer charge of almost $30 000 on a 
new community centre. 
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Sharing of costs and risks between existing and new customers 

A range of views were put on whether headworks charges represent an 
appropriate means of sharing costs and risk between existing and new customers. 

One council suggested that the current system of headworks charges produce a 
better user-pays system as it allows for a cost transfer to the ultimate users of the 
services provided, lessening the financial impact on the broader customer base 
that ha  

Other councils, however, expressed the view that developers may be bearing an 
unfair burden on providing infrastructure. For example, one suggested that the 
current arrangements were not equitable as they demand that a new water and 
sewerage client gift new assets, pay headworks, connection fees, other charges 
where necessary and then pay the same ongoing user charges as a previously 
established property that may be next door. In its view, intergenerational equity 
would be better served through ongoing charges. 

There were also mixed views on whether headworks charges appropriately 
allocated risk. One council suggested the risk sharing was appropriate as it places 
greater responsibility/liability on developers up front and this should ensure their 
developments are financially sustainable without placing additional financial 
burdens on existing customers. In contrast, another suggested that at present the 
developer assumes all the risk and all the development costs and more, rendering 
development unattractive. The Property Council suggested that currently 
developers and builders wear all the risk, with no, or minimal, accountability 
resting with TasWater and the owning Councils, and minimal, if any, incentives 
to improve efficiency and reduce costs. 

Administrative simplicity and transparency 

A number of comments suggested that the role of developer charges had never 
been clearly communicated and their role and basis for calculation was not well 
understood. 

One council suggested that the community and developers do not understand the 
difference between developer charges and headworks charges, and that there was 
great opportunity for TasWater to promote and educate the community and 
developers about the difference and benefits of applying headworks charges. 

Another council suggested that the method for determining headworks charges 

shrouded in mystery with very few people understandi

general public and many developers struggle to understand headworks charge 

Tene
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the value of the capacity being consumed and deducting it from the net present 
 

One council suggested the there is scope for more educational engagement with 
developers and local government sector to ensure the purpose and calculation of 
headworks charge and other developer charges is better understood. It is also 
important to use consistent language so that headworks charges and developer 
charges are not seen as one and the same. 

The Property Council suggested that builders and developers are not afforded the 
level of transparency and clarity that should accompany the raising of these 
charges. It stated that the total cost of these charges is not fully detailed until 
after the investor has already expended thousands of dollars to get a planning 
permit from the relevant Council. 

One council suggested that headworks charges should be identifiable and funds 
should be accountable to be spent on upgrades it is intended for rather than be 
absorbed in operational costs. Another noted that its primary concern is whether 
the level of charges applied is the correct amount, and how can they be made 
comfortable that TasWater is using an appropriate methodology based on sound 
data and that charges are being applied consistently. 

One council suggested that as headworks charges represent only around 1% of 
TasWater total revenue it would not affect the operating surplus of the 
organisation if it were altered to a more acceptable and transparent charging 
arrangement rather than continuing to create angst in the community. 

3.9 Our assessment 

There are several commonly cited justifications for the imposition of upfront 
contributions and headworks charges on developers. 

While these various rationales can support the imposition of developer charges, 
the validity of these rationales is likely to vary depending on the particular 
circumstances applying to a water business.  

Moreover, the nature and scope of developer charges deemed appropriate will 
depend on the relative weighting given to these rationales and views reached on 
how they should be applied in practice.  

In the case of TasWater, key considerations are the sensitivity of new 
development to the imposition of headworks charges, the relatively small existing 
customer base, the constraints on full cost recovery through the transitional price 
path and the postage stamp pricing arrangements across regions. 

While headworks charges could be seen as contributing to overall cost recovery 
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critical for its ongoing financial viability, although during the transition to full 
cost recovery removal of developer charges would impact on the financial 
bottom line of the business and therefore on dividends to owner councils. Nor is 
the rate of new growth such that the additional cost of servicing it likely to 
significantly increase overall or average costs for the existing customer base  
although there may be important exceptions to this particularly when there is a 

the new customer/s do not 
lives. 

This suggests that from a purely financial point of view, there is a balance 
between seeking to recover costs from developers and not setting charges at such 
a level that discourages development and results in opportunities for spreading 
the fixed costs of the existing network over a larger customer base being 
foregone. 

From a public policy perspective, a key potential rationale for headworks charges 
is to signal to developers the costs of servicing development in different locations 
(e.g. greenfields areas which are costly to service versus infill development where 
there is considerable available capacity). In practice, however, broader 
government planning processes and other factors are likely to have a larger 
impact on the location of development. Furthermore, if locationally 
differentiated headworks charges do not reflect the true costs of servicing new 
development, they may promote inefficient patterns of development. For 
headworks charges to support efficient patterns of development, they must 
reflect appropriate costs only. This highlights the need to ensure that any 
headworks charges which are levied reflect the appropriate costs  an issue taken 
up in the next section. 

In addition, in our view the argument that headworks charges are needed to send 
locational price signals in the presence of a postage stamp pricing regime is not 
convincing. If it is seen as important to send signals to water and sewerage 
customers in different locations, then in our view it would be better to do so 
directly through differential recurrent charges that reflected cost differences 
across all regions. It is not clear to us why a postage stamp pricing policy should 
be seen as appropriate for all existing customers but not for new customers. 

The rationale of encouraging more sustainable patterns of development (e.g. 
promoting third pipe schemes for recycled water to substitute for potable water 
for non-potable purposes) which has been cited in some other States facing water 
supply shortages would seem to be less relevant in Tasmania. 

In the absence of overwhelming financial or economic efficiency rationales for a 
pervasive role for headworks charges, the extent to which costs should be 
recovered from ongoing fixed and variable charges on customers on the one 
hand and developer charges on the other will depend largely on the philosophical 
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will depend on views taken on the notion the they promote intergenerational 
equity by ensuring that the cost of providing service to new customers does not 
add to the burden on existing customers, 
for  existing assets.  

As noted above, this notion is not supported by many stakeholders. Frontier 
tends to agree with this view: recurrent charges under a building blocks approach 
ensures that the costs of assets are recovered over their economic lives from 
those that receive services using these assets over time. The notion that existing 
customers (many of whom may have only been paying water and sewerage 

over these assets seems to us to be problematic. As recently noted by Sydney 
Water: 

IPART has suggested that in the absence of developer charges, the current 
framework spreads the costs of growth across other customers, creating a 

-
-subs

current generation of customers to contribute to the cost of servicing new 
urban growth areas, as many of the assets they are now using were paid for 
by past generations. Because of these inter-generational pressures, the 
current generation will need to contribute to servicing future generations  in 

networks and Warragamba Dam. To enable this, the full efficient costs of 

growth should be added to the RAB as they are incurred2 

In summary, while various in-principle arguments can be identified which could 
support the application of headworks charges, in the particular circumstances 
facing TasWater there is a need to be very careful about the scope of developer 
charges and what costs they seek to recover. This issue is taken up in the 
following section. 

  

                                                
2  Sydney Water - Submission to IPART 2012 pricing determination 
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4 What costs should developer charges 
recover? 

4.1 Introduction 

While there are a number of rationales that would justify the levying of developer 
charges (particularly headworks charges), it is vital that they reflect appropriate 
costs. 

This section addresses the question (item 6 in the terms of reference  see 
Attachment A) as to what costs headworks charges should be recovering. This 
discussion forms important background for the identification and analysis of 
options for headworks charges in following sections. 

4.2 The nature of water infrastructure and costs 

A common understanding of the nature of water and sewerage infrastructure and 
its costs is essential to examining the potential scope and application of developer 
contributions.  

In common with other utilities, the cost structure of the water sector has a 
number of features that are relevant to considering pricing and cost recovery 
arrangements (including developer contributions). In particular, the water sector 

 once a 
pipe is in the ground, the additional cost of supplying a unit of water is very 
small, at least until capacity constraints are approached. It will therefore typically 
be efficient in the long run to scale assets to the expected size of ultimate 
demand (i.e. building in some excess capacity) rather than to incur the costs of 
subsequently upgrading mains etc.  

The key purposes of water and sewerage infrastructure are to safely collect (or 
manufacture), store and transport water to consumers and then to subsequently 
transport and treat sewage. The key elements of water services infrastructure can 
be categorised as follows: 

 Source assets  such as dams, bores, desalination plants and treatment plants;  

 Distribution assets  distribution pipes, pump stations and intermediate 
storages; and 

 Reticulation assets  assets within developments specifically to service 
individual properties within the development. 

Sewerage infrastructure also comprises various elements including reticulated 
works, distribution/branch pipes, sewer/drain mains, treatment plants and 
outfalls. 
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This 
description is applied in the remainder of this report. 

Figure 1: Water and wastewater services infrastructure
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Source: Frontier Economics
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In considering the question of which costs should be recovered from upfront 
developer contributions/charges it is helpful to distinguish between costs related 
to reticulation assets and direct connection to the network on the one hand and 
headworks assets (as defined above) on the other. 

4.3 Reticulation and connection assets 

At a minimum, most water infrastructure pricing regimes require connecting 
parties (e.g. developers) to install and/or pay for local reticulation assets and the 
costs of connection to the existing grid  given that these costs are directly 
attributable to the development.  

In this regard, the application and calculation of developer contributions/charges 
imposed by TasWater in respect of works internal to the development and works 
external to the development required to connect to the existing water and/or 
sewerage network are relatively straightforward. The Tasmanian Economic 
Regulator approved these arrangements as being consistent with the required 
Pricing Principles as direct payment for or gifting of assets associated with works 
internal and works external represents a cost-reflective basis for recovering these 
elements of the costs of servicing a development. 

4.4 Headworks assets 

downstream in the case of sewerage), raises more complex issues. 

As discussed in further detail in Attachment B, there is considerable variation in 
the role of headworks charges between jurisdictions, including: 

 the extent to which developers are required to contribute to the costs of 
shared upstream water distribution and headworks assets and downstream 
sewerage assets 

 which headworks assets should be included and which excluded 

 
assets (e.g. to the extent existing assets have been sized for future growth); 
and/or the recovery of costs yet to be incurred (i.e. the costs of planned 
future assets) 

 how new and/or existing assets included in headworks charges are valued for 
the purposes of calculating headworks charges. 

The different approaches reflect differences in views on what costs are 
appropriately attributable to new developments as well as differences placed on 
the appropriate role of developer contributions and the weightings given to these 
various functions or objectives. 
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4.4.1 Should developer charges include headworks 
assets and if so, which type of assets? 

The first question is whether developers should be required to make an upfront 
contribution towards the costs of headworks assets at all.  

The case for including an upfront charge towards the cost of shared headworks 
assets is based on the idea that new developments impose additional costs on the 
shared distribution and supply system, either via the need to augment current 

ng capacity which has been 
previously installed to cater for growth. 

While there are several potential rationales for such charges (as discussed in 
section 3), the efficiency and equity arguments are easier to sustain the more 
direct and material is the link between connection of a new development and the 
incurring of a cost in the headworks supply network. For example, where 
servicing of a new development requires the immediate augmentation of a 
specific pipeline or pumping station in a particular location, the causal link 
between the new development and the associated cost in the headworks system is 
relatively strong. These causal links are likely to be stronger in relation to 
greenfield development than for infill development.  

However, this nexus becomes weaker the further the costs are incurred up the 
shared supply system and/or the further away in time the costs are incurred. For 
example, attributing the need for augmentation of water supply sources to new 
customers is problematic. Augmentations of source assets meet the aggregate 
demands of both new and existing customers. Existing customers do not have a 

previous customers. Rather at any point in time, all customers (existing and 
potential) have a right to be supplied at a fair and reasonable price that allows the 
water supplier to recover its efficient costs. Moreover, the need for augmentation 
of source assets is generally independent of the location of the increase in 
demand, and therefore is not relevant to providing a locational pricing signal. 
One approach to avoid these issues would be to exclude source assets from 
developer charges calculations and only include source assets where there is a 
locational cost signal. This approach has been adopted in WA (see Attachment 
B). 

4.4.2 

existing assets or only new/greenfield assets? 

Another key issue in considering the role and scope of headworks charges is 
whether they should relate only to the costs of new assets or augmentations 
required to service the development or whether they should also include a 
contribution to the costs of existing assets which are deemed as servicing the 
development. 
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As discussed in section 3.4, economic theory would suggest that in order to send 
efficient price signals, only forward-looking marginal or incremental costs are 
relevant. This implies that only costs associated with augmenting the system to 
accommodate new customers should be included in headworks charges, and all 
costs associated with existing assets should be excluded. Inclusion of sunk costs 
in headworks charges could be seen as inefficiently discouraging development in 
locations where it would impose minimal additional costs on the existing network 

network). 

This approach to defining the incremental cost attributable to new developments 
was supported by the ESC in its 2005 approach to new customer contributions 
that provided for contributions to be set on a development-specific basis that 
reflected incremental cost-based pricing principles. The exclusion of sunk and 
shared assets in any customer contribution was seen as justified on the basis that 
the inclusion of such costs would overstate the true incremental costs and thus 

 

Going even further, the broad patterns of urban development could be 
considered as largely driven by whole-of-government planning processes such 
that, insofar as water developer contributions are concerned, these decisions can 
be regarded as sunk . This would imply that the only costs attributable to 
individual development decisions are those arising from out-of-sequence  
development (i.e. the holding cost of infrastructure that has been provided ahead 
of schedule) or outside of the plan altogether. WSAA recently identified this as 
one area where it was important for water utilities to be able to send a locational 
based signal as servicing these areas can magnify already high costs. 

At the other end of the spectrum, approaches to developer charges which do 
include an amount in respect of existing assets have been defended on the basis 
of alternative interpretations of incremental cost and/or on intergenerational 
equity grounds. For example, the current approach adopted by the ESC in its 
most recent price determination provides for developer charges to reflect 
incremental costs which are defined by the ESC to include an allocation of 
historical costs (going back up to 5 years) that the regulated business has 
prudently prebuilt in expectation of future growth (see Attachment B). Similarly, 
as discussed in more detail in Attachment B, the current approach to developer 
charges for NSW local government water utilities is for headworks charges to 
include attribution of costs of existing assets deemed to service new 
developments. 

TasWater has proposed to adopt an approach based on the NSW NPV model. 
TasWater Developer Charges Pricing Policy states that: 

The key principle of the NPV methodology is that the cost of providing water services 
and/or sewerage services for a specific development area is fully recovered from the 
development through a combination of upfront charges and periodic charges, without 
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placing an additional burden on existing customers. This includes full cost recovery 
from new customers regardless of whether they are located in new development 
areas or in redeveloped existing areas. 

The Developer Charges Pricing Policy specifically states that headworks charges 
relate to the payment of cash by developers for the proportional costs of the 
capacity consumed of existing headworks infrastructure and or expansion of 
capacity required as a result of a proper  

of costs relating to sunk assets conflate the price signalling and the cost recovery 
objectives.  

If the primary objective of headworks charges is to provide a signal to developers 
as to the cost of serving development in different locations, then the inclusion of 
sunk asset costs is likely to distort this signal and could even result in perverse 
price signals where the headworks charge is higher for infill developments where 
there is no emerging capacity constraint (but where a high sunk asset cost is 
included) than for greenfield areas where there is a need for major augmentation 
but lower sunk asset allocations. This could lead to the perverse result whereby 
the attempt to recover a share of the costs of building in excess capacity from 
new customers actually discourages new customer connections which would 
lower the average cost for all customers, including existing customers, by virtue 
of spreading fixed costs over a larger customer base. 

In our view treating a share of sunk assets costs as incremental costs attributable 

fallacious. While it is true that sizing capacity to meet expected future growth will 
result in higher costs than if capacity was sized to meet only existing demand, if 
such growth does not in fact eventuate, these costs will still need to be recovered 
from the existing customer base. If there is excess capacity in an area which could 
be utilised by new customers, it would seem to make sense to encourage them to 
join the network to spread the fixed costs over a larger base. Seeking to 
simultaneously recover past costs of excess capacity from new customers may do 
the opposite, or encourage development in areas which will actually add to the 
overall costs of the network.  

If however, the primary objective of headworks charges is seen as recovering 
costs from new as opposed to existing customers (i.e. a perceived equity 
rationale), and/or the locational price signal is seen as having little impact in 
practice on development decisions, the case for including sunk asset costs in 
headworks charges has more merit. The issue then becomes one of how the 
benefits of economies of scale should be shared between new and existing 
customers. This raises questions as to how to appropriately value the costs of this 
excess capacity (see further discussion below).  

However, seeking to attribute the costs of carrying excess capacity of existing 
assets to customers in new developments is likely to be difficult and inevitably 
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contested. It is by no means clear that existing customers have some form of 
rights over the existing network, or indeed that they have paid for the existing 
assets. 

However, if all costs of installed (sunk) capacity were excluded from developer 
charges, the lumpiness of infrastructure may mean that, at a time of little spare 
network capacity, the next development is forced to pay a high price reflective of 
the imminent need for new investment. If investment then takes place and prices 
fall, subsequent developers may be required to pay only minimal charges. In 

-
payments of the original developer. Knowing this, all developers may defer their 

more infrastructure and is forced to pay the initial high price. This could create 
inefficient delays to developments. 

4.4.3 How should assets included in headworks 

charges be valued? 

For headworks charges relating to the cost of new assets where augmentation is 
required to service a development, these assets should be valued at (efficient) 
cost. 

To the extent that, notwithstanding the reservations outlined above, headworks 
charges incorporate the costs of existing capacity, the question arises as to how to 
value the relevant assets.  

It is important to note that the additional costs borne by existing customers for a 
system with excess capacity to allow for future growth may be relatively small, 
reflecting the economies of scale in water infrastructure such as pipelines, where 
the cost of installation does not vary proportionately with the size of the pipeline.  

It is also likely that the existing assets are largely depreciated and/or were 
originally funded by contributions from government. 

This suggests that attributing existing assets to new developments at replacement 
cost in proportion to the current volumes of demand is likely to represent a 
significant over-estimate of the true cost of excess capacity to existing customers.  

4.4.4 Should charges vary nodally? 

Another key question for this review is the appropriate nodality of headworks 
charges. 

Clearly, if the intent of such charges is to send a price signal then developer 
charges should vary locationally depending on the costs of servicing new 
development at different locations. A uniform charge would provide no such 
price signal for efficient urban development. 
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However, as discussed above, it is important that any differential headworks 
charges reflect appropriate forward-looking costs, rather than sunk costs, if they 
are intended to send efficient locational pricing signals to developers. 

More fundamentally, it could be argued that if there is a strong desire to send 
locational pricing signals to customers, this could be most effectively achieved via 
differential recurrent charges to all customers. 

4.4.5 Should headworks charges include non-growth 

assets/capex? 

Another issue that has arisen during the course of this review is whether 
headworks developer charges should incorporate the costs associated with non-
growth assets/capital expenditure. 

In general, in our view headworks charges should relate to expenditure on assets 
to accommodate growth, and should not include costs relating to other drivers 
such as compliance or renewal, unless these are directly linked to the advent of 
new customers. Of particular relevance to TasWater is that its major compliance 
program for water quality and wastewater treatment would need to be 
undertaken regardless of whether growth occurred and therefore should be 
funded by the broad customer base rather than being included in headworks 
charges. 

4.5 Conclusion  

ate nature and 
level of headworks charges. The appropriate approach will depend on the 
weighting given to different roles or objectives (particularly to economic 
efficiency versus cost recovery/intergenerational equity) and also on local 
circumstances. 

In our view, the economic rationale for headworks charges is stronger where the 
costs they recover are clearly and directly attributable to a new development and 
exclude the cost of sunk assets. 

The following section identifies a number of options for headworks charges 
based around different views as to what costs they should incorporate. 
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5 Assessment of options for headworks 
charges 

5.1 Introduction 

This chapter identifies the advantages and disadvantages of the main options 
available to TasWater in setting its framework for developer charges. The analysis 

policy (see chapter 6). 

In doing so we describe each of the broad alternative models, explain how they 
would apply in each of the development scenarios identified in the preceding 
section, and assess them against defined criteria. 

5.2 Framework for assessment 

In order to systematically assess alternative approaches to headworks charges, it 
is necessary to specify a clear set of criteria against which each of these 
approaches can be assessed. The criteria Frontier has considered are: 

 economic efficiency 

 practicability, simplicity and transparency 

 equity 

 consistency with Pricing Principles under the Act and the National Water 
Initiative 

 financial impact. 

Economic efficiency/locational price signals  

As discussed in section 3, economic efficiency relates to obtaining the greatest 
net benefits to the community as a whole from the use and allocation of 
resources. Key aspects of economic efficiency include technical or productive 
efficiency, allocative efficiency, and dynamic efficiency. In the context of this 
review, a key issue is whether headworks charges provide appropriate signals to 
encourage efficient patterns of urban development. 

Transparency, administrative simplicity and predictability 

This criterion encompasses objectives such as: 

 practicability (and hence cost) of implementation and ongoing management  

 transparency of the methodology and replicability of the outcomes  
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 stability and predictability, so that participants can plan and make long-term 
decisions without the risk of fundamental changes in the regulatory 
approach.  

The degree of transparency associated with any particular approach to headworks 
charges is a function of the amount of information made available to 
stakeholders, and the complexity of the information and the approach itself. In 
practice the more complex the approach to calculating contributions the less 
likely that customers or developers will be able to understand the charge and its 
calculation. 

Equity 

It is worth noting that the literature around developer charges often includes 
consideration of equity. Equity is a much more subjective concept compared to 
efficiency and its assessment will often rely heavily on the objectives or value 
judgements of those undertaking the assessment.  

We also note that the issue of equity is further complicated in Tasmania due to 
the highly variable manner in which headworks charges have been applied 
historically across the State. 

Consistency with the Tasmanian Economic Regulator and NWI 
pricing principles and advice 

One of the key objectives of the reform of the Tasmanian water and sewerage 
sector was to transition customers to a price structure consistent with the 
principles set out in the Industry Act (the Act) and the Pricing Regulations and 
the pricing principles under the National Water Initiative (NWI). Key pricing 
principles under the Act are noted in section 2.2.2 above.  

We also note that the Council of Australian Governments (COAG) pricing 
principles (Principle 8) state that developer charges should reflect the investment 
in both new and existing assets required to serve a new development and have 
regard to the manner in which ongoing water usage and service availability 
charges are set. 

Financial consequences 

In assessing the different options available to TasWater, Frontier Economics has 
also considered the broad financial impacts of the different options with 

 

It should be noted that this analysis is very high-level in nature and should only 
be treated as illustrative. The analysis is based on data provided to Frontier 
Economics by TasWater. Frontier has audited this data and assumes the data 
provided by TasWater is accurate. 
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The analysis is based on the following assumption: 

 that annual revenue from headworks charges is on average three million 
dollars per annum 

 the existing number of customer connections is 200,000 

 new connections per annum is on average 2,339 

 the regulated return on new assets by TasWater is 5.32% 

 the average economic life of growth assets is 30 years. 

Weighing the criteria  

There are likely to be conflicts and hence trade-offs to be made between the 
criteria outlined above. For example, equity considerations and administrative 
simplicity can affect the efficiency or effectiveness of pricing arrangements. 
However, we would place most emphasis on ensuring approaches to developer 
contributions are designed to achieve economically efficient outcomes, but are 
then supplemented by arrangements to achieve equity objectives, rather than 
vice-versa.  

we have not formally assessed each option against this criterion. We have also 
not separately assessed each option against the pricing principles specified by the 
Tasmanian Economic Regulator as these are largely subsumed within the 
economic efficiency/locational price signal criterion. 

Our assessment of the options therefore focuses on the criteria of economic 
efficiency/locational pricing signals, and practicability, simplicity and 
transparency. The latter three were prioritised by TasWater and came through 
strongly in consultation. We also examined the likely financial impacts on 

 

5.3 Development scenarios 

In order to assess the options we have considered how they would apply in a 
number of development scenarios. These scenarios are intended to capture the 
different circumstances in which TasWater will need to service growth. The three 
broad scenarios are illustrated in Figure 2 below. 
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Figure 2: Stylised development scenarios
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(including new headworks)

Infill residential development

Unplanned industrial customer
Existing Network

(including old headworks assets)

Source: Frontier Economics

The three broad scenarios are:

1. Infill development: A developer is seeking to connect a development in an 
infill area. Such developments refer to projects that occur in areas that are 
already developed and often involve a change in the use of land that has 
already been developed. For example, a developer may have converted a pre-
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existing industrial building to a number of residential tenements or may be 
seeking to convert existing retail space into multi-purpose buildings that 
include both retail and residential tenants. 

2. Planned greenfield development: A developer is seeking to connect a 
number of residential lots in a pre-identified greenfield growth planning area. 
This scenario includes sites adjacent to the existing network and considered 

) and sites considered to be  in 
that the required works would not ordinarily be expected to occur until some 
point in the future. 

3. Unplanned development: A developer is seeking to connect a site outside 
of a pre-identified growth planning area. TasWater has not anticipated the 
growth and has no pre-existing plans to service the growth. As the 
development is outside of a pre-identified growth zone there is also 
uncertainty regarding any future additional growth (other than the 
development under consideration). This scenario includes both unanticipated 
residential development and non-residential industrial development which is 
inherently more difficult to forecast. 

Each of these development scenarios could have different implications for 
TasWater depending on whether servicing such development would require 
TasWater to install new capacity in the near future or whether there was excess 
capacity available to readily cater for demand from the new development. 

The costs potentially attributable to servicing new developments may vary under 
each of these combined scenarios. 

Infill development may generate costs either within the development (associated 
with connection) or by necessitating additional headworks investment where 
existing systems do not have the capacity to cater for the demand resulting from 
the change in land use. In many cases, however, infill development may be able 
to be accommodated within the existing capacity of the system. 

Scenario two considers an environment where development occurs within 
planned growth areas. In this case growth is relatively easy to identify and 
forecast and TasWater is focused on ensuring that assets catering to growth are 

 ideally in accordance 
with a capital plan it has developed. 

Figure 2 illustrates a highly stylised example of a service plan for a growth area. 
In the example TasWater has planned to progressively service residential growth 
over four years. In Figure 2, p planned network 
expansion in the first year. Expansion of the network occurs over time through 

area is fully serviced.  
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The second scenario also addresses situations where growth is identifiable and 
predictable; but the timing at which the developer or developers are choosing to 

-
out of network assets. In effect developers are seeking to service land now that 
TasWater had intended to service at some point in the future.  

considered to be 
considered to be 
and h would be considered out of sequence  if they occurred in year one, but in 
sequence  if they occurred in years 3 and 4 respectively. 

The third scenario (unplanned development) addresses situations where 
developers are seeking to service land for which TasWater had no reasonable 
expectation that services would be necessary. These developments represent 
growth that is essentially un-anticipatable and outside of established planning 
areas.  

The scenarios are important because they address the costs and risks potentially 
incurred by TasWater in providing services to new developments: 

 the development itself will not eventuate 

 where the development sits outside of the incremental growth profile of 
existing infrastructure (i.e. is not next in line) future developments do not 
occur and subsequently any potentially shared assets will not be fully utilised  

In addition to making a distinction between planned and unplanned zones a 
distinction can also be made regarding industrial customers. Industrial water use 
and wastewater services or demands are extremely heterogeneous in nature due 
to the diverse range of commercial activity undertaken by the customer. The 
heterogeneous nature of non-residential customers makes the planning of 
infrastructure for such customers much more difficult than that for the servicing 
of residential customers. 

A distinction may also be made between risks associated with residential 
customers and industrial customers. Industrial customers may require investment 
in infrastructure of a scale or type that subjects the water utility to significant 
risks (i.e. in the case that the development does not occur, the assets themselves 
may not be transferable to other users).  

5.4 Identification of options 

Frontier Economics has identified a range of generic approaches that could be 
applied to headworks charges, reflecting approaches adopted in other 
jurisdictions, approaches suggested by TasWater, suggestions by stakeholders and 
our own analysis. 
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These options reflect alternative views on which costs are properly attributable 
and recoverable from new development under various scenarios. 

These options include: 

 No headworks charges 

 NPV approach 

 Line in the sand: excluding legacy assets 

 and out of planned area costs 
only 

 Standardised uniform headworks charges 

 A principle-based approach 

5.5 No headworks charges 

5.5.1 Overview 

This option would involve removing headworks charges altogether and instead 
recovering the costs of providing services through fixed and variable water and 
sewerage charges. Developers would continue to contribute reticulation and 
connection assets. 

The costs associated with expenditure on headworks assets would be rolled into 
Ta
path, be reflected in recurrent charges through the revenue requirement 
associated with both a return on the RAB and regulatory depreciation. 

This option is broadly premised on the assumption that growth related 
expenditure should be recovered over time through recurrent charges. This 
approach would be most similar to that currently adopted by Sydney Water and 
Hunter Water in NSW. The principal driver for this approach being adopted in 
2008 in Metropolitan NSW was that the State Government believed the pre-
existing developer charges were stifling development and adding to housing 
affordability issues (which had been exacerbated by the global financial crisis). 

5.5.2 Application under development scenarios 

Under this approach developers would not be levied any headworks charges, 
regardless of the nature of the development (e.g. greenfields or infill) or whether 
the development would necessitate any new capacity to be installed by TasWater 
in the near future. The developer would be liable only for direct connection costs 
to Tas  
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Table 5: Development scenarios  No headworks approach 

Type of development  
New capacity required 

in near future 
No new capacity required in 

near future 

Infill No headworks charges No headworks charges 

Greenfields No headworks charges No headworks charges 

In-sequence No headworks charges No headworks charges 

Out-of-sequence No headworks charges No headworks charges 

Unplanned No headworks charges No headworks charges 

Industrial No headworks charges No headworks charges 

Residential/commercial No headworks charges No headworks charges 

Source: Frontier Economics 

5.5.3 Assessment 

The following discussion 
against the criteria outlined above. 

Economic efficiency/locational price signals 

The key issue of relevance here is the ability of the charging framework to send 
developers appropriate locational signals about their developments. By definition 
a zero developer charge will send no locational price signals to developers. 

Whether or not this is seen as a major problem depends on the view one takes as 
to the influence of headworks charges on develo
develop.  

A zero headworks charge would clearly encourage infill development, particularly 
where there is excess existing capacity (which might typically be expected in infill 
areas), which may be discouraged under the current headworks charging model 
adopted by TasWater.  

In the cases of greenfield development, which will typically clearly require new 
investment in trunk infrastructure, the lack of a locational price signal might be 
seen as more of a problem. However, the location and timing of such 
developments can be seen as being dictated by the overarching planning 
framework. On this view, the costs of servicing planned growth can be seen as 

developments that are occurring geographically in a manner consistent with the 
orderly provision of network infrastructure the lack of price signalling does not 
present a problem.  
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The lack of locational 
however represent a problem for TasWater and impose costs beyond those 
associated with efficiently servicing planned new growth. In particular, such 
developments impose a financing cost on TasWater for bringing forward the 
associated works. 

Similarly the app
to manage the risks associated with unplanned residential and industrial 
developments. Unless such risks are addressed though alternative contractual 
arrangements, TasWater will generally be required to bear the risk and spread the 
associated costs over its wider customer base. This may encourage inefficient 
developments. 

Transparency, administrative simplicity and predictability 

This approach of no headworks charge would have the advantage of avoiding the 
administrative and other costs associated with implementing and maintaining the 
systems required for a headworks charges regime which at present collects 
relatively little revenue for TasWater. It would be simple, transparent and easily 
understood. 

Financial impacts 

In theory the abolition of headworks charges means that all capital expenditure 

base. TasWater would receive a return on the assets and a return of the assets 
 through recurrent charges rather than 

charging upfront for this expenditure.  

In net present value terms the stream of revenue from recurrent charges 
associated with development growth should equate with any revenue that would 
have been earned upfront by the developer charge. Regulatory depreciation 

while the return on assets is equivalent to the opportunity cost of capital and will 
compensate TasWater for the period of time over which it is recovering its 
expenditure. 

Based on the data provided by TasWater, the impact on both its bills and revenue 
requirement over a five year period are outlined in Table 6. 
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Table 6: Theoretical revenue impact  No headworks approach 

Years 1 2 3 4 5 

Increase in revenue 
requirement ($m) 

0.2 0.5 0.7 0.9 1.2 

Increase in customer bills 
($ per annum) 

1.0 2.2 3.4 4.5 5.6 

Note  Increase in revenue requirement is based on an assumed additional growth expenditure of $3million 
per annum over the five year period. This expenditure is treated as capital and rolled into an asset base 
and depreciated over time. The costs accruing to the revenue requirement are both a return on and a 
return of this additional growth expenditure. The increase in customer bills is based on an assumption that 
the increased growth expenditure is levied across all customers equally. The customer base of 200,000 
connections are grown annually by 2,339 connections. 

Source: Frontier Economics 

One implication of this approach is that it would transfer an additional revenue 
burden to the existing customer base. However, given the relatively low amount 
of revenue currently collected from headworks charges, these impacts are 
relatively small (rising to $1.2m after five years) as are the impacts of the 
additional revenue requirement on customer bills (rising to $5.60 per bill per 
annum after five years). 

In practice, TasWater is subject to regulatory constraints that inhibit its ability to 
recover growth related expenditure through recurrent charges during the 
transition to full cost recovery. Were TasWater to implement this option at the 
current point in time it would not be able to adjust recurrent charges for 2014-15 

determination. In addition, recurrent charges from 2015-16 onwards will be set 
initially below full cost recovery in accordance with a transitional price path that 
will arrive at full cost recovery at some point in the future. The profile of this 
price path is currently being developed by TasWater and will be subject to 
approval by the Tasmanian Economic Regulator. 

These regulatory constraints mean that in practice TasWater will not be able 
recover from its customers any revenue foregone from developer charges for 
2014-15 and would only be able to partially recover the increase in revenue 
requirement from 2015-16 until the end of the price path transition. The removal 
of 
bottom line and on dividends available for its owner councils. 

There are several alternative revenue sources that TasWater may be able to utilise 
in order to maintain financial sustainability. These include: accepting a lower rate 
of return, pursuing offsetting efficiencies in operating expenditure and/or 
through the capital program, seeking external funding through government 
contributions or funding the shortfall through debt.  
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It is also worth noting that under this option the increase in revenue requirement 
would be offset to some degree by accompanying savings  TasWater could 
expect to avoid some costs in that it would no longer have to maintain a 
headworks charges regime.  

Findings  

costs associated with administering the headworks charges regime and appeal 
mechanisms. Such an approach also avoids the costs associated with 
administering registries and accounting frameworks need to allocate costs over 
time. This approach is likely to be very cost-effective given the relatively low 
levels of revenue attributable to growth  

Another benefit of the approach is that it does not provide any disincentive for 
marginal development to occur. 

However, as noted above one of the primary shortfalls of such an approach is 
that it does not provide any ability fo
development nor does it allow TasWater to use headworks charges as a 
mechanism for managing the potentially significant commercial risks associated 
with unplanned developments. 

In the absence of headworks charges, circumstances where customers are seeking 

base. 

5.6 Net Present Value (NPV) approach 

5.6.1 Overview 

Under this approach the headworks charges calculation would be based on the 
net present value (NPV) approach developed by IPART and applied to NSW 
council water utilities. The methodology for calculating these charges takes the 

ent less the future operating surpluses 
(or deficits) expected to be earned from recurrent charges paid by customers in 
the development area using a net present value (NPV) approach.3 This approach, 

 approach, because it seeks to recover from 
developers the incremental net costs they are deemed to impose on the system, is 
described in more detail in Attachment B. Significantly, the capital costs 
attributed to a development include a share of the value of the existing or sunk 
growth-related assets already in place. 

                                                
3 IPART (2007), p.3. 
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Under this approach developers would continue to contribute connection and 
reticulation assets.  

This option is broadly premised on the assumption that growth-related 
expenditure should be recovered upfront from developers and not over time 
from customers through recurrent charges. The basic principle underlying this 
approach is that each development should pay for the capacity of the existing and 
future assets that service the development area.  

This is effective
antecedent entities and approved by the Tasmanian Economic Regulator in its 
first price determination. However, it is worth noting that the current TasWater 
approach differs somewhat from the IPART (ROI) approach (see discussion in 
Attachment A) in that it applies a discount factor of 50% as a proxy for the value 
of future benefits. The regional corporations preceding TasWater used this 
approach (as outlined in the NSW Office of Water 2002 Developer Charges 
Guidelines for Water Supply, Sewerage and Stormwater which permitted this 
simplification to be adopted by water businesses with under 2000 connection 
providers) as the businesses were unable at the time to implement a more 
detailed approach. 

The IPART NPV approach (in both its sophisticated and simple forms) is 
currently in use by non-metropolitan NSW council water suppliers.  

5.6.2 Application under development scenarios 

Under this approach, a headworks charge would be levied for all new 
developments (e.g. for infill, planned greenfield and unplanned developments), 
with the magnitude of the charge depending on the value of both sunk assets and 
future capital expenditure deemed attributable to the development.  
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Table 7: Development scenarios  NPV approach 

Type of development  
New capacity required in 

near future 
No new capacity required 

in near future 

Infill 
Headworks charge (based 
on sunk and new assets)   

Headworks charge (based 
on share of sunk assets) 

Greenfields   

In-sequence 
Headworks charge (based 
on share of sunk and new 

assets)  

Headworks charge (based 
on share of sunk assets) 

Out-of-sequence 

Headworks charge (based 
on share of sunk and new 

 plus 
 
Headworks charge based 
on the full capital cost of 

 

Developer reimbursed as 
uptake of excess capacity 
occurs 

Headworks charge (based 
on share of sunk assets) 

Unplanned   

Industrial 

Headworks charge based 
on nearest planned area or 
alternatively develop a plan 
for the area under 
consideration  

Headworks charge based 
on nearest planned area or 
alternatively develop a plan 
for the area under 
consideration 

Residential/commercial 

Headworks charge based 
on nearest planned area or 
alternatively develop a plan 
for the area under 
consideration 

Headworks charge based 
on nearest planned area or 
alternatively develop a plan 
for the area under 
consideration 

Source: Frontier Economics 

5.6.3 Assessment 

The following discussion assesses the NPV approach against the nominated 
criteria. 

Economic efficiency/locational price signals 

According to the NSW Office of Water, the NPV approach is intended to 
provide developers with incentives to pursue developments in less costly areas. 
For example, where the revenue associated with the future application of the 
postage stamp price is expected to be substantially less than the cost incurred in 
providing the service, the subsequent developer charges would be significantly 
higher, and presumably large enough to send locational signals to developers. 
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However, a number of issues arise when considering the efficiency implications 
of the IPART approach to headworks charges.  

The most significant issue is that the IPART approach includes the costs 
associated with excess capacity in sunk assets as part of the capital costs 
attributable to new developments. These are historical assets that have been 
installed but have not yet been fully utilised. The IPART approach does however 
place some constraints on the inclusion of sunk assets by explicitly excluding 
assets that: 

 were commissioned for a reason other than to service growth 

 had a known capacity that was significantly and unreasonably oversized in 
respect of system 

 no longer had capacity to serve the development. 

The inclusion of sunk assets in the headworks charge provides a disincentive for 
developers to locate their developments where they can take advantage of 
existing capacity. Orderly least cost provision of services generally entails utilising 
existing capacity where possible, before investing in network augmentation. It 

incentivise development where it is least costly. This would imply incentivising 
development where it can take full advantage of the existing capacity. 

Frontier Economics is also concerned that the inclusion of sunk assets valued at 
modern engineering equivalent replacement asset (MEERA) may lead to an 
overstatement of costs, particularly where there have been increased engineering 
standards or environmental compliance standards associated with assets. The use 
of MEERA leads to a developer charge that may not reflect the actual cost 
incurred but rather the cost of replacement.  

Another concern is the inclusion of source asset costs in the NPV calculation 
(see discussion in section 4.4.1).  

Sydney Water in its 2007 submission to IPART on its developer charges 
methodology raised a number of concerns about the practical implications and 
commercial consequences of the IPART approach from a business perspective. 

 

 The approach was distorting developer chargers across Sydney. It was 
resulting in charges being lower than they should be in the east and higher 
that they should be in parts of western Sydney, Illawarra and Blue 
Mountains. 

 The capital charge component of the headworks charges contains an 
excessive range of existing assets and is not effective at signalling the cost of 
servicing new developments. Recent periodic revaluations have overstated 
actual efficient costs. 
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environment: Building Sustainability Index (BASIX) development 
regulations, desalination and recycling all generate unintended consequences 
under the IPART approach. 

 Developers and interested parties have raised similar concerns over the 
current level and range of developer charges. 

 If the IPART approach is retained it would need to become increasingly 

imposes its own set of costs including more assumptions, reduced 
transparency and administrative complexity  

One of the aspects of the current use of the IPART approach in Tasmania that 
differs from that used in NSW is the use of a discount factor to account for the 
value of the future stream of revenues (for a detailed discussion of the current 
TasWater approach see Attachment B). We note that the manner by which the 
future stream of revenues are accounted for in the calculation of the headworks 
charge (i.e. through a blanket reduction factor of 50%) is unlikely to lead to a 
headworks charge that reflects the actual net difference between costs and 
forward revenue. Forward revenue would be better reflected if it was 
extrapolated forward based on current revenue, expected customer numbers, and 
anticipated price movements. 

In relation to addressing the risks associated with development (either unplanned 
or industrial) the IPART approach may accommodate risk if the forward looking 
revenue component were able to reflect such risk. For example, where a risk 
exists that a development will not be fully taken up, this would be reflected in the 
business  expectation of its future revenue and the headworks charge (being the 
net of the costs less revenue), would increase to cover any shortfalls. 

Transparency, administrative simplicity and predictability 

The IPART NPV approach to headworks charges appears to be very 
complicated to implement. The methodology for determining the capital charge 
in particular relies on the regional and time based classification of capital 
expenditure and requires a detailed planning framework to justify the nexus of 
charges to development and the value of the associated assets. 

Furthermore, while the rationale for the allocation of existing and new assets 
between development areas appears intuitive, little guidance is provided as to the 
approach to be used in practice. For example, where assets were historically built 
to serve one development area, but were subsequently used to also serve another 
development area, it is not clear whether the apportionment between the areas 
should be based on current patterns of usage or the historical drivers for 
construction. Further, little guidance is provided on a range of matters such as 
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The complexity of the IPART approach is best illustrated by the formula in Box 
2 that outlines the calculation of the charge for Sydney Water at the time at 
which NSW abandoned the IPART approach for Metropolitan Sydney.  

Box 2: IPART headworks charges formula 

 

Source: IPART (2008) 

This complexity is driven primarily by the requirement of the IPART method for 
determining new customer contributions to maintain separate asset bases to 
monitor and record expenditure associated with the different classes of asset used 
in the calculation. The approach requires businesses to separately account for the 
costs associated with: 

 Pre 1996 Assets with a Known Capacity 

 Pre 1996 Assets without a Known Capacity 

 Post 1996 Commissioned Assets with a Known Capacity 
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 Post 1996 Commissioned Assets without a Known Capacity 

 Uncommissioned Assets with a Known Capacity 

 Uncommissioned Assets without a Known Capacity 

 Operating Revenues and Operating Costs 

While the method itself may be viewed as overly complicated, the approach and 
methodology were subject to cyclical regulatory review, including an extensive 
consultation program. The establishment of development servicing plans (DSPs) 
was also accompanied by a degree of public consultation.  

Financial impacts 

The current approach adopted by TasWater is based primarily on the IPART 
NPV approach, but applies a 50% discount factor. As such the future adoption 
of the IPART approach would have minimal financial or billing impact on 

tomers. This impact would increase, however, if the policy were to 
involve the progressive removal of the 50% discount factor.  

Findings  

The IPART approach involves a complex determination of costs attributable to 
developments. However, by including sunk and source costs in the calculation, it 
makes important compromises on efficiency. The merits of the approach depend 
on whether it provides an accurate forward-looking signal for future 
infrastructure costs, noting that all customers should face the same signals with 
respect to future source costs. 

The IPART approach may also result in relatively unequal charges. It is also likely 
to be complicated to apply and the methodology lacks transparency for 
stakeholders. We would also note that some industry practitioners have 
expressed reservations about the NPV approach as it has been 
applied in NSW. In a recent submission the Water Services Association of 
Australia (WSAA) stated that: 

The experience of WSAA members does not rule out the incremental approach, but 
it does suggest that if applied it should be applied with some flexibility. There is a 
trade-off between the elegance of the approach and simplicity and certainty. In NSW 
a formula driven approach was adopted which led to a complex regime and a range 
of perverse outcomes, such as very high charges in many areas designated as high 

set developer charges to zero. 

One of the advantages of this approach is that it has been accepted by the 
Tasmanian Economic Regulator. However, in our view this methodology has 
significant deficiencies in terms of sending appropriate locational price signals to 
developers because of the inclusion of sunk assets. We are also of the view that 
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the complexity required to support an IPART based NPV approach will make it 
difficult to justify on a cost-effectiveness basis. 

5.7 Line in the sand: excluding legacy assets 

5.7.1 Overview 

 point in time and treating 
all headworks assets commissioned prior to that point in time as sunk and 
excluded from any subsequent headworks charge. The costs associated with 

would be apportioned to developers on a per equivalent tenement share of 
capacity, until all capacity is utilised (taking into account some predetermined 
safety margin). Under this approach developers would continue to contribute 
connection and reticulation assets. 

The approach would effectively mean that at the point in time at which the line 
in the sand is drawn headworks charges would only reflect future costs and 
would therefore be forward-looking in nature. However, from that point 
onwards, headworks charges would also include a proportion of recent sunk 

at 
which new development took place). 

The underlying calculation for headworks charges remains broadly similar to that 
of the NPV approach developed by IPART that calculates the headworks charge 
as capital costs less the future revenues from recurrent charges associated with 
the development, the main difference being the capital charges that are included 
in the calculation. 

This option is broadly premised on the assumption that growth related 

developers and not over time from customers through recurrent charges.  

The main driver for this option is Tasmania
assets and the diversity of approaches that previous water businesses, councils 
and state governments have adopted to fund such investments. Rather than 
unravel this history in order to identify the appropriate sunk assets to include in 
an NPV framework, TasWater has suggested that a more practicable and sensible 

headworks calculation. The underlying principle however that all new growth 
capital expenditure should be recovered from developers would remain under 
this option. 
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5.7.2 Application under scenarios 

Under this approach, the headworks charge levied would apply to developments 
under all scenarios (i.e. infill, Greenfield and unplanned) although at least in the 
first few years it would be expected that headworks charges for infill 
development may be low or zero. 

Table 8: Development scenarios  Line in the Sand: excluding legacy assets 

Type of development  
New capacity required 

in near future 
No new capacity required in 

near future 

Infill 

Headworks charge 
(excluding legacy 

assets) based on share 

 

Headworks charge based on 
share of new assets since 

(likely to be close 
to a zero charge, at least 

initially) 

Greenfields   

In-sequence 

Headworks charge 
based on share of new 

required to service 
development 

Headworks charge based on 
share of new assets since 

 

Out-of-sequence 

Headworks charge 
based on share of new 

required to service 
development plus out of 

sequence  costs 

Headworks charge based on 
share of new assets since 

 

Unplanned   

Industrial 

Headworks charge 
based on share of new 

required to service 
development 

Headworks charge based on 
share of new assets since 

 

Residential/commercial 

Headworks charge 
based on share of new 

new assets 
required to service 
development 

Headworks charge based on 
share of new assets since 

 

Source: Frontier Economics 
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5.7.3 Assessment 

The following discussion the 
nominated criteria. 

Economic efficiency/locational price signals 

Drawing a line in the sand to exclude sunk assets will temporarily address a 
number of issues that arise when considering the efficiency implications of the 
NPV approach to headworks charges.  

In the short term it will avoid the problem that the inclusion of sunk costs and 
source assets may inappropriately deter efficient investment where it can be 
accommodated at little or no cost to TasWater. For example, if this approach was 
instituted in the near future and the line in the sand  was drawn in 2015, then all 
existing sunk assets would be excluded from the calculation of the headworks 
charge. This would ensure that the headworks charge would not reflect the cost 
of sunk assets that have excess capacity. 

However, over time as 
these assets will be treated in a manner similar to the IPART NPV approach and 
recovered from future developers.  

In this regard, all assets commissioned after the  but prior to 
the time of the development 
calculation of headworks charges has the potential, in principle, to deter 
development when there may be excess capacity in the existing infrastructure. 
This highlights the trade-off between attempting to sheet home to developers the 

prospect of deterring such development from going ahead.  

It is also not clear how the approach would address issues associated with out of 
sequence  developments. The approach would need to be expanded to deal with 
out of sequence  developments. There are several options: 

 Only the expenditure attributable to the out of sequence  development 
(based on equivalent tenement and capacity shares) is levied on the 
development. This approach is discussed below. 

 The financing costs associated with bringing forward construction of the 
assets are added to the headworks developer charge. The bring forward 
financing costs are measured as the difference in NPV terms of 
constructing works now as opposed to the time at which it was planned to 
construct them. This is arguably a better representation of the costs being 
imposed on TasWater from out of sequence  developments and does not 
require any future reimbursement of the developer. 



Commercial-in-Confidence February 2014  |  Frontier Economics 53 

 

Draft Final Report 
Assessment of options for headworks 

charges 
 

Transparency, administrative simplicity and predictability 

approach (as it essentially excludes all sunk assets) it will over time evolve into a 
framework that resembles the current IPART approach and become increasingly 
complicated and difficult to understand and communicate.  

Financial impacts 

In the absence of relevant detailed data relating to this approach, Frontier 
Economics was unable to undertake any high-level financial analysis of this 
option. 

However, we do note that under this approach  

 new growth related capital expenditure is included in the headworks charge 

 expenditure related to legacy assets is excluded from the headworks charge 

We would therefore expect to see both the revenue requirement and customers  
bills increase as a result of the removal of legacy assets from the calculation of 
headworks charges. However we would also expect some positive headworks 
charges in the future, especially for greenfields areas. As a result we conclude that 
there will be some financial and billing impacts from this option but they are 
expected to be less than that associated with option 1 (No Headworks Charges). 

Findings  

for an approach that is 
much simpler than the IPART NPV approach and avoids potential problems 
associated with the inclusion of sunk assets. However, over time the approach 
will evolve and become more complex to administer as more assets 
commissioned after date become sunk. In addition, in our 
view this methodology has significant deficiencies in terms of sending 
appropriate locational price signal to developers because of the inclusion of such 
sunk assets.  

As the system evolves there could potentially be multiple asset classes included in 
the charge based on years of commissioning and remaining capacity. The 
approach therefore has the potential to result in a formula reminiscent of the 
final IPART NPV formula. We are of the view that the complexity of this 
approach will make it difficult to justify on cost-effectiveness and transparency 
grounds. 
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5.8 Out-of-sequence costs only 

5.8.1 Overview 

This approach would limit the scope of headworks charges to the out-of-
sequence forward-looking costs attributable to new development. Such an 
approach is broadly similar to the historical approach adopted by the Essential 
Services Commission in Victoria (where new customer contributions were 
essentially an off the shelf charge plus a charge for any costs r out of 
sequenc ) (see discussion in Attachment B). Under this option 
developers would continue to contribute connection and reticulation assets. 

The best measure of the costs associated with bringing forward the works 
program is the difference between the Net Present Value of undertaking the 
works as originally planned and the Net Present Value of undertaking the works 
at the time required by the developer. The difference between these two NPV 
values represents the cost incurred by TasWater in reprioritising its work 
program to facilitate out of sequence  development. The headworks charge 
would be as follows: 

Headworks charge = NPV brought forward works less NPV planned works 

Such an approach compensates TasWater for the costs associated with out of 
sequence  developments. In the absence of this compensation TasWater has no 
incentive to facilitate out of sequence  growth. Development will occur where 
developers perceive the benefits accruing to out of sequence  growth exceed the 
costs incurred by TasWater and reflected in headworks charges. 

 to avoid the 
potential distortions that may result from headworks charges that include existing 
capacity. In addition, however, this option is based on the assumption that all 
growth is planned for by TasWater and that in effect TasWater is responsible for 
the orderly cost minimising expansion of its water and sewerage network in order 
to service planned growth. Under this option the costs associated with orderly 
growth of the network are recovered over time through recurrent charges on its 
customer base rather than through headworks charges on developers. 

developer 

planned incremental roll-out of network assets. In effect developers are seeking 
to service land now that TasWater had intended to service at some point in the 
future. Once commissioned, however, subsequent developers would not be 
required to pay headworks charges as the new assets would then be considered as 
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5.8.2 Application under development scenarios 

Under this approach headworks charges would only apply where developments 
 

Table 9: Development scenarios  Out of Sequence charges approach 

Type of development  
New capacity required 

in near future 
No new capacity required in 

near future 

Infill No headworks charge No headworks charge 

Greenfields   

In-sequence No headworks charge No headworks charge 

Out-of-sequence 

Headworks charge 
based on NPV of bring-

forward costs of new 
assets 

No headworks charge 

Unplanned   

Industrial Not provided for Not provided for 

Residential/commercial Not provided for Not provided for 

Source: Frontier Economics 

5.8.3 Assessment 

Economic efficiency/locational price signals 

A number of issues arise when considering the efficiency implications of the out 
of sequence  based approach. One of the benefits of the approach is that it 
explicitly excludes sunk assets from the charge and as such avoids dis-
incentivising developers from utilising existing capacity. 

The principal element of the out of sequence  approach is the assessment and 
measurement of the costs associated with out of sequence  developments. In 
essence if TasWater is considered to be responsible for the orderly expansion of 
the network, then the only costs incurred by TasWater for servicing out of 
sequence  are the costs imposed on the businesses by the change 
in timing of development. The bringing forward of its works program will place 
financial costs on TasWater.  

By focusing on forward-looking costs, this approach also avoids any issues 
associated with the valuation of historic assets (such as historical cost vs. MEER). 
Forward looking costs are by definition consistent with modern engineering 
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standards as well as representing the actual costs incurred in the provision of 
growth infrastructure.  

Transparency, administrative simplicity and predictability 

As noted earlier, the more complex the approach to calculating headworks 
charges the less likely that customers or developers will be able to understand the 
charge and its calculation. By definition this approach necessitates a strong nexus 
between the works included in the charge and the development itself. 

One of the complications with this approach is that it relies heavily on the ability 
of TasWater to signal to developers how they plan to extend their network over 
time. The detail of the planning needs to be at a lot level so that both developers 
and regulators can independently establish the cost implications of bringing 
forward capital works. 

Excluding sunk assets also allows TasWater to avoid the complications associated 
with NPV approaches such as the IPART NPV methodology that require 
managing a register of historical assets and allocations of capacity between 
headworks zones. 

Financial impacts 

In the absence of any data relating to the amount and timing of out of sequence  
developments Frontier Economics is unable to undertake any high-level financial 
analysis of this option. 

However, we do note that under this approach a headworks charge will occur 
only where development is out of sequence. We would therefore expect to see 
both the revenue requirement and subsequent bills of customers increase as a 
result of no headworks charged being levied for in sequence  development. 
However the existence of some positive headworks charges means such increases 
are expected to be slightly less than those associated with option 1 (No 
Headworks Charges). 

Findings 

In our view this approach would generate appropriate locational pricing signals 
to developers by ensuring that headworks charges were low or zero in areas 
where there was significant excess capacity to accommodate new customers. At 
the same time locational signals would be sent to developers that were 
responsible for developments taking place out of sequence.  

Another advantage of this approach is that it would not require complex 
calculations relating to the apportionment of the costs attributed to existing 
assets and should therefore be administratively simpler and more transparent. 
However, this approach would require a robust and detailed planning framework 
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upon which expectations can be based for the timing of growth-related capital 
expenditure. 

A disadvantage of this approach for TasWater is that it would raise less revenue 
than some alternative approaches (including the IPART NPV approach) which 
would be shifted onto the broader customer base. However, the quantum of this 
would be relatively small. 

5.9 Standardised uniform headworks charges 

5.9.1 Overview 

This approach would apply some standardised headworks charges (perhaps on a 
regional or state-wide basis) along the lines of the approach currently applying in 
Western Australia (see Attachment B). 

This approach is premised on the assumption that some proportion of growth 
related costs should be recovered upfront from developers rather than over time 
through recurrent charges. 

The overriding rationale for this approach is a desire to maintain a simplified 
system that treats all customers in a similar manner. In WA, it would appear that 
an additional driver was cost recovery or revenue adequacy. Water Corporation 
has stated that headworks charges evolved to address government restrictions on 
borrowings and limitations on increases to rates and charges. 

Under the WA approach the headworks charge is the product of both a 
contribution factor and a standard infrastructure charge. The contribution factor 
is a measure of capacity based on meter size and standard flow rates and the 
standard infrastructure charge is a standardised uniform headworks charge for 
both water and wastewater. 

It is worth noting that the WA system excludes source assets from its cost 
calculation and also makes special allowances for development areas that are 
inherently more costly to service than others through the application of non-
standard contributions. 

5.9.2 Application under scenarios 

Under this approach, a standardised headworks charge would apply in all 
development scenarios. 
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Table 10: Development scenarios  Standardised uniform headworks charges 

Type of development  
New capacity required 

in near future 
No new capacity required in 

near future 

Infill 
Standardised Headwork 
charge 

Standardised Headwork 
charge 

Greenfields   

In-sequence 
Standardised Headwork 
charge 

Standardised Headwork 
charge 

Out-of-sequence 
Standardised Headwork 
charge 

Standardised Headwork 
charge 

Unplanned 
Standardised Headwork 
charge 

Standardised Headwork 
charge 

Industrial 
Standardised Headwork 
charge 

Standardised Headwork 
charge 

Residential/commercial 
Standardised Headwork 
charge 

Standardised Headwork 
charge 

Source: Frontier Economics 

5.9.3 Assessment 

Economic efficiency/locational price signals 

Under this option, costs are allocated to developers on a state-wide basis. This 
means that the standard contributions are by definition not reflective of the costs 
associated with individual developments or particular development areas and as 
such cannot send developers pricing signals regarding these costs.4 In particular 
the charges cannot signal to developers those areas where existing capacity may 
exist to accommodate new development. 

The WA approach does, however, provide for the imposition of special 
allowances for development areas that are inherently more costly to service than 
others through the application of non-standard contributions. 

The Water Corporation framework for calculating headworks charges specifically 
excludes from the calculation: 

 Source assets (for example, desalination plants, dams and bores) and 
associated treatment and conveyance assets designed to transfer the source 
water to the scheme and accommodate its integration into the scheme. The 

                                                
4  Its worth noting that this is not true for rural or Special Development Contribution Area charges, 

however, the focus of this report is the assessment of standard contributions. 
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conveyance assets are typically trunk and supply mains (and associated 
pump facilities) as defined by the Corporation's design standards. The 
exclusion of source assets is based on an argument for recovering source 
costs through tariffs rather than headworks charges is that existing users 
will benefit from enhancements to shared infrastructure. All customers, 
both existing and growth related, will benefit from increased system 
capacity, reliability and security. 

 Reticulation assets, which are typically provided by land developers as gifted 
assets.  

One of the issues with the Water Corporation framework is that it bases its 
estimate of forward looking costs on the average historical system wide cost. The 
assumption made by Water Corporation is that average historical costs are the 
best indicator of forward looking costs. It should be noted that this may not 
always be the case. For example, as development extends into new growth areas 
it may be that the geography of the growth areas differ significantly from 
established areas and that costs are therefore significantly different. In addition, 
basing costs on historical averages does not allow the developer charge to reflect 
changes in technology or cost savings associated with innovative service 
provision. Given the backward looking natur
framework Frontier Economics considers that it may not be consistent with the 
promotion of least cost service provision. 

Transparency, administrative simplicity and predictability 

The option of a standardised approach is relatively simple. The approach does 
not require detailed planning frameworks or complex administrative systems. A 
number of stakeholders supported such an approach as being more transparent 
and simpler to understand than the current approach adopted by TasWater. 

W is relatively simple, is highly publicly accessible 
and should be readily understandable by customers. Documentation outlining the 
approach and calculation of new customer contributions, along with their 
application, is readily  

Financial impacts 

The ongoing financial impacts for both  revenue requirement and 
customers  bills of this option will depend on the level at which the standard 
charges are set.  

In theory, as long as the standardised charge is not set at a level that generates 
revenue in excess of that currently earned by headworks charges, and in the 
absence of a transitional price path to full cost recovery, TasWater would expect 
to see an increase in its customers  bills under this approach. However the size of 
the increase will depend on the size of the headworks charge.  
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Based on data provided by TasWater, the impact on both its bills and revenue 
requirement over a five year period (prior to imposing a transitional price path) 
are outlined in Table 11. 

Table 11: Revenue impact  Standardised headworks approach (water and 
sewerage) 

Years 1 2 3 4 5 

$1000 per lot charge      

Increase in revenue 
requirement ($m) 

0.04 0.1 0.2 0.2 0.3 

Increase in customer 
bills ($ per annum) 

0.2 0.5 0.7 1.0 1.2 

$500 per lot charge      

Increase in revenue 
requirement ($m) 

0.1 0.3 0.4 0.6 0.7 

Increase in customer 
bills ($ per annum) 

0.6 1.4 2.1 2.8 3.4 

$250 per lot charge      

Increase in revenue 
requirement ($m) 

0.2 0.4 0.6 0.8 0.9 

Increase in customer 
bills ($ per annum) 

0.8 1.8 2.7 3.6 4.5 

Note  Increase in revenue requirement is based on an assumed additional growth expenditure of $3million 
per annum over the five year period. This expenditure is treated as capital and rolled into an asset base 
and depreciated over time. The costs accruing to the revenue requirement are both a return on and a 
return of this additional growth expenditure. The increase in customer bills is based on an assumption that 
the increased growth expenditure is levied across all customers equally. The customer base of 200,000 
connections are grown annually by 2,339 connections. 

Source: Frontier Economics 

We note that for the range of per lot charges reported in Table 11 both the 
increase in revenue requirement and the increase in bills are largely 
immaterial. This approach may nevertheless be useful if TasWater wished to 
consider adopting a transitional approach which allowed it to phase in change 
over time. 

As previously noted, in practice TasWater currently faces a number of regulatory 
constraints in the form of a pre-existing approved price for 2014-15 and the 
application of a transitional price path from 2015-16. These regulatory 
constraints mean that in practice TasWater will not be able recover any increase 
in revenue requirement for 2014-15 from customers and would only be able to 
partially recover the increase in revenue requirement from 2015-16 until the end 
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of the price path (see section 5.5.3 for a discussion of these regulatory constraints 
and alternative forms of funding available to TasWater). 

Findings 

The primary benefit of this approach is administrative simplicity. It may also 
generate a significant and relatively predictable amount of revenue which may 
assist TasWater to finance its activities given constraints imposed on its ability to 
recover revenue from recurrent charges, particularly during the transition to 
pricing equity and upper limit revenue recovery. 

A disadvantage of this approach is that it would provide no locational price 
signals to developers (except where isolated developments required significant 
connection infrastructure to the network). While in many cases this may not be 
considered to be a major problem, in cases where new developments will 
necessitate major investment in extending the shared distribution network this 
may lead to inappropriate development and add significantly to the costs to be 
recovered from the customer base. The approach also lacks the ability to send 
signals to out of sequence  developments regarding the costs associated with 
bringing forward planned orderly development. 

The WA Water Corporation framework involves a relatively simple 
determination of costs attributable to developments. One of its principal benefits 
is that it excludes source and major shared assets from the calculation of the new 
customer contribution. However, it makes important compromises on efficiency 
through its application as a state-wide uniform tariff and through its reliance on 
historical cost data as a proxy for the costs associated with growth. 

5.10 A principle-based approach 

5.10.1 Overview 

Rather than setting specific headworks charges, this approach would involve the 
establishment of a set of principles to guide the setting of headworks charges, 
which would then be negotiated on a case-by-case basis with developers (or 
otherwise determined) along the lines of the new ESC approach (see Attachment 
B). 

Thus, one of the main drivers for developing a principle-based approach to 
developer charges is that it allows water businesses the flexibility to deal with 
developments or circumstances that are unable to be anticipated or are simply 
uncommon. 

As with all other options, the direct connection costs and within development 
reticulation costs would continue to be contributed by developers. 
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Potential principles 

Building on and refining the principles adopted by the ESC such principles could 
be along the lines that developer contributions should: 

 have regard to the forward-looking infrastructure and associated costs 
attributable to a given connection (excluding sunk assets) 

 have regard to the future revenues that will be earned from customers at that 
connection 

 be greater than the avoidable cost of that connection and less than the 
standalone cost of that connection. 

The principles articulated by the ESC do allow for some accounting for risk. 
Under a net charge basis (developer charge = costs minus future revenues) any 
anticipated shortfall in future revenues will generate a compensating increase in 
the upfront headworks charge. For example if expenditure is expected to be 

charges, but there is a risk that a new industrial customer generating the 
investment may shut down within 10 years, thus stranding the investment, then 
TasWater can adjust its expectations of future revenues so that only 10 years is 
taken into consideration and the risk of stranded assets is then shared with the 
customer through the headworks charge. 

explicitly with the issue of risk, particularly those associated with unplanned 
residential and industrial developments As discussed in section 3.5, economic 
efficiency is advanced by allocating risks to those parties best placed to 
understand and manage them.  

The major expected risk in relation to development is that of stranded assets . 
Asset stranding relates to the situation where an investment has been made in a 
sunk asset which has turned out to be unable to generate adequate cash flows. 
For example, construction of a water pipeline to an unplanned industrial 
development that does not eventuate would fall into this category.  

maintaining a group of assets that may have no foreseeable alternative use.  

The problem which this gives rise to is that lack of demand for the service means 
that revenues cannot be generated to provide an adequate return of capital or a 
return on capital for that investment. The investment will have a negative NPV 
and the associated costs will be borne by the wider customer base.  

One way in which this risk could be addressed is through the application of a 
headworks charge that reflected the probability of stranding. The headworks 
charge perfectly reflective of stranding risk would in make the NPV of the 
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investment zero, eliminating any negative impact on the wider customer base. 
The difficulty lies in the practicality of forecasting the probability of stranding. 

The risk would need to be assessed on a case by case basis. The more speculative 
in nature the development the greater the risk of stranding and the higher the 
headworks charge.  

Additional principles might therefore be along the lines that headwork charges 
should: 

 clearly define and quantify the risks upon which the charge is based. 

 be based on a clear allocation of risks based on those most able to address 
the risk. 

It may be possible for TasWater to further refine the principles that it adopts 
regarding risk. For example, where adequate data exists TasWater may be able to 
categorise different classes of risk associated with various types of developments 
and apply a risk weighting to its headworks charges.  

These classifications of risk class may reflect the nature of the activity associated 
with the development (i.e. recognise activities that are inherently speculative in 
nature), the location of the development, and the nature of the assets required to 
service the development (i.e. are there alternative uses for the assets in the event 
that the development fails).  

Such risk classes may be as simple as risk neutral, low risk, medium and high risk. 
Each of these risk rankings could be associated with a headworks charge 
determined as a percentage of the costs associated with providing services to the 
development (see Table 12, noting that numbers are purely hypothetical).Table 
12: Hypothetical Risk Rankings 

Table 12: Hypothetical Risk Rankings 

Risk ranking  Risk rating  Headworks costs  
Headworks 

charge 

Risk neutral 5% $1.5 million $75,000 

Low risk 10% $1.5 million $150,000 

Medium risk  20% $1.5 million $300,000 

High risk (likely not to 
proceed) 

50% $1.5 million $750,000 

Source: Frontier Economics based on hypothetical risk rankings  
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Negotiating headworks charges under a principles based 
framework 

The flexible nature of a principles-based approach, implies that headworks 
charges will ultimately be set through a process of negotiation between TasWater 
and developers. The principles should ideally be adopted within an 
accompanying framework that provides guidance for how negotiation occurs.  

Along with the articulation of principles the ESC has also established a 
negotiating framework that  

The purpose of a negotiating framework is to facilitate efficient and timely connection 
of new customers on a fair and reasonable basis, taking into account the benefit to 
the new customer relative to benefits realised by other customers.  

Whatever negotiation framework is ultimately adopted by TasWater it should at a 
minimum include: 

 an explanation of the role and rights of TasWater, developers, appeals bodies, 
and the Tasmanian Economic Regulator;  

 explain the legal and regulatory framework as it applies to connection 
negotiations and determination of charges and terms and conditions;  

 the process for negotiation and arbitration (including minimum information 
provision and arrangements for managing confidential information);  

 the timeframes for negotiation 

 approved headworks pricing principles  

 the amount of the payment required  

 the reason why the payment is required  

 any works or services that have been or will be provided  

 the property in relation to which payment is required  

 if payments are required in relation to a group of properties, the amounts 
required in relation to each property  

 the right of the customer to object and apply for a review  

 processes for dispute resolution. 

5.10.2 Application under development scenarios 

Under this approach, headworks charges would be negotiated with TasWater 
based on guiding principles where new capacity is required in the near future. 
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Table 13: Development scenarios  Principle-based approach 

Type of development  
New capacity required 

in near future 
No new capacity required in 

near future 

Infill 
Negotiated headworks 

charge 
No headworks charge 

Greenfields   

In-sequence 
Negotiated headworks 

charge 
No headworks charge 

Out-of-sequence 
Negotiated headworks 

charge                                                      
No headworks charge 

Unplanned   

Industrial 
Negotiated headworks 

charge (risk based 
charge) 

No headworks charge 

Residential/commercial 
Negotiated headworks 

charge (risk based 
charge) 

No headworks charge 

Source: Frontier Economics 

5.10.3  Assessment 

Economic efficiency/locational price signals 

looking in nature. The primary efficiency benefit of such an approach is that it 
excludes sunk assets (or in the case of the ESC the majority of sunk assets, 
noting that sunk assets commissioned within the previous five years may be 
included) from the charge and as such avoids dis-incentivising developers from 
utilising existing capacity. 

By focusing on forward looking costs, this approach also avoids any issues 
associated with the valuation of assets (such as historical cost versus. Modern 
Engineering Equivalent Replacement Assets (MEERA). Forward looking costs 
are by definition consistent with modern engineering standards as well as 
representing the actual costs incurred in the provision of service.  

A principles-based framework, by definition, should provide both TasWater and 
developers with the flexibility needed to address individual circumstances, while 
still constraining the manner in which headworks charges are calculated so that 
they avoid the costs associated with other less efficient approaches.   
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Transparency, administrative simplicity and predictability 

One of the positive attributes of this approach is that it is inherently easier to 
calculate as it focuses on the incremental costs incurred in a customer connecting 
to the existing network. By definition the approach necessitates a strong nexus 
between the works included in the charge and the development itself. 

To the extent that the principles exclude sunk assets, TasWater will also be able 
to avoid the complication associated with approaches such as the IPART NPV 
methodology that requires managing a register of historical assets and allocations 
of capacity over time. 

Financial impacts 

The impacts  revenue requirement and customers  bills of 
moving to this option will depend on the nature of the principles developed and 
their application. 

We also note that TasWater currently faces a number of regulatory constraints in 
the form of a pre-existing approved price for 2014-15 and the application of a 
transitional price path from 2015-16. These regulatory constraints mean that in 
practice TasWater will not be able recover any increase in revenue requirement 
for 2014-15 from customers and would only be able to partially recover the 
increase in revenue requirement from 2015-16 until the end of the price path 

Findings  

This approach is far less prescriptive and has the advantage of being able to cater 
for a range of potential situations which may arise. On the flipside, however, this 
may lead to less certainty for developers and add to the costs associated with 
implementing this approach (both for TasWater and developers). 

One potential adaptation to the new ESC approach would be to modify the 

sunk assets, which in our view is more consistent with the principles of efficient 
pricing and would result in more appropriate pricing signals. Another adaption of 
the ESC principles would be to include principles that directly reference the 
sharing of risks associated with unanticipated or industrial development.  
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5.11 Overall assessment 

Our overall assessment of the options is summarised in Table 14 below. 

Table 14: Summary assessment of potential headworks charges options 

Option Advantages Disadvantages 

No headworks charges 
Avoids administrative and 
other costs of headworks 
charges regime 

Provides no locational price 
signals 

Loss of revenue to TasWater 

Transfers small revenue 
burden to existing customers  

IPART NPV approach 

Raises more revenue for 
TasWater especially if 
constraints on recurrent 
charges 

Status quo option accepted 
by the Tasmanian Economic 
Regulator 

Likely to send inappropriate 
locational price signal 

Complex and may be costly 
to administer 

 

Line in the sand  excluding 
legacy assets 

Likely to send more 
appropriate locational price 
signal 

Less complex and costly to 
administer in short term 

Loss of revenue to TasWater 

Transfers small revenue 
burden to existing customers  

May be complex and costly to 
administer in longer term 

Out-of-sequence costs only 

Likely to send more 
appropriate locational price 
signal 

Less complex and costly to 
administer 

Loss of revenue to TasWater 

Transfers small revenue 
burden to existing customers  

Standardised uniform 
headworks charges 

Administratively simple and 
less costly to administer 

Provides certainty to 
developers 

May generate  significant and 
relatively predictable revenue 

Provides no locational price 
signals (unless supplemented 
with ability to recognise 
higher cost locations) 

Principle-based approach 

Likely to send more 
appropriate locational price 
signal if principles set to 
focus on forward-looking 
costs 

Flexibility to deal with a range 
of situations 

Likely to send inappropriate 
locational price signal if 
principles include sunk costs 

Less certainty for developers 

May be costly to administer 
given case by case 
negotiations 
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In addition to this in-principle assessment, our view on alternative models has 
also drawn on practical experience with developer charges regimes in other 
jurisdictions (see Attachment B).  

Our examination of approaches to headworks charges adopted in other 
jurisdictions and utility industries suggests that no single model has emerged as 
being the universally accepted approach. Rather, as noted by WSAA in its 
submission to the Queensland Government review: 

... there are a number of different frameworks across Australia for funding growth... 
These differences reflect the difficult trade-offs between policy objectives. There is 
unlikely to be a one-size fits all approach to the form or level of developer 
contributions. For example, the appropriate level of developer contributions in an 
area of modest growth with a large existing population is likely to be very different 
from that in a high growth area with a limited existing population base. 

In similar terms, the ESC during its recent review of developer charges 
commented that: 

NCC experience in other jurisdictions and other utilities shows that not all issues can 
be resolved cost effectively and there is no silver bullet answer. Indeed all regimes 
have limitations. (ESC New Customer Contributions  Staff Framework and 
Approach Paper, May 2012, p. 53). 

In many ways the approaches that have emerged reflect various compromises 
that have been made over time. The experience also suggests that developer 
charges regimes can be subject to political intervention if they are perceived to be 
generating unwarranted or perverse outcomes.  

This experience highlights the need for clarity as to the underlying objectives 
when establishing headworks charges arrangements and the priorities attached to 
those which might conflict. It also highlights the need for the headworks charges 
regime to be suited to the circumstances of the utility and development context 
to which it is to be applied, rather than simply adopting a regime from another 
setting. 

Our recommended approach for TasWater is outlined in the following section. 
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6 A long-term policy for TasWater 

This review is required to propose a set of best practice principles and a 
methodology for calculating headworks charges in the Tasmania water sector. In 
doing so, it is to take into account the recent formation of TasWater as one 
business and the timeframes for the improvement and integration of data and 
systems. It is also to outline the implications of a move to the proposed 
principles and methodology.  

6.1 Guiding principles 

As discussed in section 5, there are a number of criteria against which alternative 
developer charges regime can be evaluated. Our assessment focussed on the 
criteria of economic efficiency/locational pricing signals, equity, and 
practicability, simplicity and transparency. We also examined the likely financial 

 

In formulating a future policy for headworks charges, TasWater has indicated 
that priority should be given to the following principles: 

 sending the right price signal 

 be easy to understand and administer (i.e. able to be applied consistently, 
transparently and simply) 

 be robust and defendable. 

6.2 Proposed approach 

Based on the analysis of alternative models in section 5, and the guiding 
principles identified above, our proposed future policy for headworks charges for 
TasWater comprises several elements: 

 
development based on planned capital expenditure to service growth over the 
next two PSP periods (i.e. up to 10 years) 

 -
particularly high costs or commercial risks on TasWater along the lines 
outlined in section 5.10). 

This approach could also be supplemented, should TasWater choose to do so, 
with a standardised headworks charge set at a relatively low level (e.g. the lowest 
headworks charge currently applying throughout the State) in order to mitigate 

 the same time minimising the 
risk ensuring that headworks charges impede development.  
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Under this regime, developers would only face developer charges with a 
significant headworks component if the development imposes significant costs or 
commercial risks on TasWater. This would be most likely where: 

 The development requires the system to be expanded in a manner contrary to 
consistent with broader 

regional planning signed off by local government. In this sense the policy can 
be seen as integrating with these broader planning processes. 

 A development represented a unique commercial risk to TasWater if the 
development were to fail, such as a resort or industrial park adjoining a small 
town.  

This recommended approach reflects our judgement that: 

 a complex approach that requires considerable TasWater resources to 
maintain and administer is unlikely to be cost-effective 

 it will ensure that development that is consistent with strategic land use plans 
is not unnecessarily impeded 

 appropriate locational signals can be imposed where they are warranted, 
without the potential for sending inappropriate signals to the majority of 
development 

 financial bottom line is protected where developments impose 
specific costs or risks 

 there is no need to recover the sunk costs of the already depreciated system 
from new customers.  

Under this policy, the majority of the costs of installing new infrastructure to 
service growth will be spread across the broad customer base and recovered over 
the life of the assets (i.e. growth capex included in RAB). The impacts on 

being overseen by the independent economic regulator. 

6.3 Implementation/transition 

In order to implement this approach, a key prerequisite is for TasWater to 
develop a Strategic Asset Management Plan outlining capital plans to meet 
planned growth. These plans would become the point of reference for 

 

It is therefore recommended that TasWater develop such plans as matter of 
urgency, starting with areas of potential greenfield growth. Frontier understands 
that TasWater is already developing such plans as part of ongoing strategic 
business planning. 
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Given that it may take some time for all such capital plans to be developed for all 
potential growth areas, the question arise as to how to transition from the current 
headworks charges arrangements to the proposed new approach. 

It is proposed that the current approach (i.e. the NSW NPV approach plus 
various ad hoc headworks charges across different regions reflecting historic 
practice) be replaced as soon as possible by an approach whereby a default 
headworks charge is set at zero (or a standardised low level). In addition, a 

-
could be imposed on developments in unplanned areas (as well as areas for 
which no development servicing plan has yet been developed by TasWater) on an 
exceptions basis for cases where developments were likely to impose material 
additional costs or risk on TasWater. 

Another prerequisite for implementing the proposed new approach is for it to be 
approved by the Tasmanian Economic Regulator in the forthcoming price 
review. This will require demonstrating that the proposed headworks policy 
complies with the Tasmanian Economic Regulator s pricing principles as outlined 
in section 2.2.2. In our view it can be legitimately argued that the proposed 
approach does appropriately signal costs attributable to new developments in 
different locations  through the ability to levy higher headworks charges for 

report suggests that this would provide more appropriate locational pricing signal 
than the IPART NPV methodology which could deter efficient development 
through including sunk costs in the headworks charge. 

Another aspect of the transition to the new policy is how to manage potential 
impacts on cu
headworks charges will now be recovered over time from customers via inclusion 
in the regulatory asset base. This will have the effect of increasing the statutory 
revenue limit and the upper revenue limit. However, the magnitude of this 
impact is cushioned by the fact that these costs are recovered over the life of the 

-
constraints to be adopted by TasWater more generally in moving towards the 
target tariffs by 2020. Nevertheless, the impact of shifting this revenue to the 
broader customer base (and resulting financial bottom line impacts) will need to 

s 
2014 PSP submission to the Tasmanian Economic Regulator. 

6.4 Communication strategy 

The specifications for this consultancy (see Attachment A, item 11) requests the 
consultant to outline areas for future communications and to develop a draft 
engagement plan with industry and other stakeholders. 
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While the detailed engagement plan would need to be further developed by 
TasWater, key points could include: 

 TasWater has commissioned an independent review of its developer charges 
policy for the future. 

 Based on this independent analysis of the specific circumstances facing 
TasWater and the context of development in Tasmania, and submissions 
from stakeholders, the review has recommended some major changes to the 
policy. 

 The review found that the current policy, based on the NSW NPV approach, 
was excessively complicated and ran the risk of sending inappropriate 
locational price signals on the cost of servicing development in different 
areas, potentially inhibiting new development which could benefit both 
TasWater and the broader community. 

 The proposed new policy would be substantially simpler, limit the levying of 
significant headworks charges to situations where developers decisions 
impose significant cost or commercial risk on TasWater through developing 
in ways which 
give effect to plans developed consistent with broader regional planning 
signed off by local government.  

 The majority of the costs of installing new infrastructure to service growth 
will be spread across the broad customer base and recovered over the life of 

by the transitional price path being overseen by the independent economic 
regulator. 

Consideration should be given to publicly releasing this report (or a version of it) 
as part of this engagement plan. 
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Attachment A: Terms of Reference 
Specifications 

TasWater seeks a suitably qualified consultant to investigate and provide a report 
covering the following issues: 

1. The economic justification for developer charges. 

2. The legislative and regulatory approaches governing the levying of 
developer charges in water and sewerage in other jurisdictions. 

3. The approaches taken to the sharing of development costs applied in 
other utility industries (e.g. electricity, gas, telecommunications) and if 
these industries do not take a full cost recovery approach to developer 
charges, why they may not. 

4. An examination of circumstances in which the levying of developer 
charges is not justified, or where they have been removed, and the 
implications of doing so. 

5. The views of key industry stakeholders (e.g. Property Council, Master 
Builders Association, Anglicare, LGAT, TasCoss etc) on the 
appropriateness of developer charges and the alternative cost recovery 
mechanisms they propose. 

With specific reference to the headworks component of developer charges, the 
consultant is asked to: 

6. Outline the costs that headworks should be recovering and provide 
comment on the appropriate nodality of charges. 

7. Overview the methodologies used in other Australian jurisdictions (and 
other industries where applicable), noting any strengths and weaknesses. 

8. In the TasWater context, review the strengths and weaknesses of the 
Developer Charges Guidelines for Water Supply, Sewerage and 
Stormwater (Department of Land and Water Conservation, NSW, 2002) 
currently being applied by TasWater, with particular focus on: 

 the characteristics of assets included in the capital charge component 
of the calculation (i.e. their age, their initial capital funding and their 
useable capacity); 

 the approach to calculating net future income from the 
development/reduction amount and the implication of the current 
approach for developers; and 

 a comparison between the current approach and proposed new 
Developer Charges Guidelines for Water Supply, Sewerage and 
Stormwater if available at the time of this review. 
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9. Propose a set of best practice principles and a proposed methodology for 
calculating headworks in the Tasmanian water sector, taking into account 
the recent formation of TasWater as one business and the time frames 
for the improvement and integration of data and systems; 

10. Outline the implications of a move to any principles and methodology 
developed under point 9; 

11. Following from point 10, outline areas of focus for future 
communications and develop draft engagement plan with industry and 
other key stakeholders. 

Based on the current Tasmanian environment, the consultant is also asked to: 

12. Provide a costed estimate of the components involved in preparing a lot 
for sale in a residential development with the aim of estimating the 
percentage of costs attributable to water and sewerage developer charges. 
It is understood that the consultant will need to make a number of 
assumptions to complete this exercise. 

13. A comparison of lot development costs in other jurisdictions should also 
be provided. 
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Attachment B: Methodologies and 
experience in other jurisdictions  

A key part of this investigation is to review approaches to and experience with 
developer charges in other jurisdictions and relevant utility industries. 

NSW NPV/IPART approach 

Historical context 

The current approach adopted in NSW (except for Sydney Water and Hunter 
Water) is based on The 2012 Developer Charges Guidelines for Water Supply, Sewerage 
and Stormwater released by the Minister for Primary Industries pursuant to section 
306 (3) of the Water Management Act 2000. These guidelines are an update from 
the pre-existing IPART developer charges framework and have been amended in 
accordance with the recommendations of the IPART review process conducted 
in 2007. (IPART, 2007) The NSW NPV approach was historically developed and 
applied by IPART and is often referred to as the IPART approach.  

In 2008 the NSW Government in response to concerns regarding housing 
affordability in the Sydney metropolitan area set developer charges at zero for 
water and sewerage services (excluding recycled water) for Hunter Water and for 
Sydney Water. (O'Flynn, 2011) 

Any assessment of the IPART approach must take into consideration the 
broader pricing framework within which it applies. The justification for the 
IPART or NPV approach is related to the imposition of postage stamp pricing. 
Recurrent charges in NSW (metropolitan Sydney) are common across all users 

send some cost related signals to customers (in this case by affecting the 
locational decisions of developers). The rationale for the NSW approach was 
often given as: 

 provision of locational signals to developers and  

 revenue adequacy, ensuring enough revenue was collected from those areas 
where ongoing or recurrent charges would have been insufficient to recover 
the costs of supply. 

It is worth noting that the objective of postage stamp pricing (that all customers 
pay the same for the same service) appears to be at odds with the objective of the 
developer charges framework which seeks to identify the incremental costs 
associated with specific developments.  
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Institutional arrangements 

The power for local councils to levy developer charges for water supply, 
sewerage and stormwater derives from section 64 of the Local Government Act 
1993 by means of a cross-reference to Section 306 of the Water Management Act 
2000. 

Charges are associated with Infrastructure Delivery Plans  detailed plans that 
outline the plans for service provision in key growth areas. Charges guidelines 
apply to over 100 local non metropolitan water utilities and over 150 general 
purpose local government councils. 

Developer Charges Guidelines issued by the NSW Office of Water are 
administered or implemented by each of the councils. 

Methodology 

The IPART methodology for calculating developer charges takes the capital cost 
 the future operating surpluses (or deficits) 

expected to be earned from recurrent charges paid by customers in the 
development area using a net present value (NPV) approach.5 

The basic principle is that each development should pay for the capacity of the 
existing and future assets that service the development area. According to the 
NSW Office of Water the NPV approach is intended to provide developers with 
incentives to pursue developments in less costly areas. For example, where the 
revenue associated with the future application of the postage stamp price is 
expected to be substantially less than the cost incurred in providing the service, 
the subsequent developer charges would be significantly higher, and presumably 
large enough to send locational signals to developers. 

Under the current framework there are two alternative methods available for the 
calculation of developer charges. The first is based on the historical IPART 
approach and applies to water businesses with over 2000 connections. The 
second is a simplified approach and is applicable to businesses with less than 
2000 connections. 

Both methods calculate the developer charge (DC) per lot or equivalent 
tenement (ET) as: 

 The present value (PV) of the existing and future assets used to service the 
development area; (also called the capital charge) 

 Less the PV of the future net operating profits (or losses) expected from 
providing the services to the development area (also called the reduction 
amount) 

                                                
5 IPART (2007), p.3. 
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development area, these being approximately representative of a single 
residential dwelling.6  

The approach for businesses with less than 2000 connections is given as : 

DC = Return on Investment Factor (capital charge) less a simplified NPV of annual bills 

The approach for businesses with 2000 or more connections (here in referred 
to as the ROI approach) is given as: 

DC = NPV or existing and future assets (capital charge) less the NPV of annual Bills  

Determining the capital charge 

The capital charge represents the efficient capital costs of assets used in 
providing water related services in a given area. The capital charge is calculated 
on a dollars per ET basis. 

The methodology provides for two methods for calculation of the capital charge: 

 NPV approach: Capital charge  =PV (Capital Costs/ETs) 

 ROI approach: Capital charge = Capital costs per ET* ROI factor 

The method used to derive the ROI factor differs based on whether or not there 
is a uniform take up of ET. Where a development exhibits a uniform take up of 
ETs on an annual basis the ROI factor is calculated as: 

 ROI = uniform annual payment (for a given r,t) by t/(1+r)  (where r = 
discount rate and t= years for take up) 

Where there is a non uniform take up of ETs the ROI factor is calculated as:  

 ROI = Total ETs/PV of ETs 

The capital charge is intended to charge for all assets needed to service a given 
development area and can encompass expenditure associated with existing assets 
and/or the extension or augmentation of existing assets in addition to any future 
assets needed to service the area. For assets to be included in the charge 
calculation, water businesses need to demonstrate that there is a nexus between 
the development and the assets required to service the development. 

                                                
6 IPART (2007), p.4 and pp.39-42. 
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Table 15: Asset class and treatment  IPART NPV Approach 

Assets Treatment in the capital charge 

Existing assets 
Include assets less than 30 years old with 
some exceptions 

Future assets 
Include assets planned within the next 10 
years 

Reticulation assets Excluded 

Future renewals 
Include assets planned within the next 10 
years 

Out of sequence development assets Exclude 

Where assets are shared between development areas, the per ET charge is applied 
to each development area on the basis of the proportion of capacity expected to 
be utilised by that development area. 

The capital charge includes a return on assets. The return depends on the age of 
the asset. Different discount rates are applied to different groups of legacy assets.  

 Pre 1996 assets: 3% 

 Post 1996 assets: 7%  

In determining the PV of existing and future assets, water businesses are required 
to value the former at Modern Engineering Equivalent Replacement Asset Value 
(MEERA) and the latter at efficient market costs. 

The IPART approach also requires water businesses to publish Development 
Servicing Plans (DSPs) for each development area. These DSPs help define the 
asset attribution process. DSPs must contain information about the size and 
boundaries of the development area and nominate the assets or parts of assets 
that service it. In doing so, it must explain where there is overlap or co-usage of 
assets with other DSPs and apportion those assets accordingly.7  

Determining the reduction amount 

The reduction amount represents the proportion of the efficient costs of assets 
used to service a development area that a water business expects to recover 
through its annual bills to the new customers. 

There are two methods available for calculation of the Reduction Amount: 

 NPV approach: NPV of annual bills  the reduction amount is the NPV for 
30 years of the future net income (i.e. annual bills paid in excess of OMA 

                                                
7 IPART (2007), p.16. 
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costs) divided by the PV of the new ET (so that it is levied on a per ET 
basis). This method must be used by businesses with 2000 or more 
connected properties. 

 ROI approach: Simplified NPV of annual bills  the reduction amount is 
calculated as the PV of 30 years of current net income per ET. This method 
may be used by businesses with less than 2000 connections for either their 
water or sewerage services. 

Determining number of Equivalent Tenements 

ETs is the principal unit upon which developer charges are levied. The 
approaches to defining ETs differ between water and sewerage services. 

 For Water 

 ET average annual residential water to be supplied for a detached 
residential dwelling and is defined as the demand for an equivalent 
tenement  

 ET published in strategic business plan and must have regard to the 
planned water efficiencies 

 For developments other than a single detached dwelling the number of 
ETs to be served is determined as the ratio of the estimated annual water 
demand for the development divided by the above average annual 
residential water to be supplied for 1 ET 

 For Sewerage  

 ET is derived from the design value for average dry weather flow for 
sewerage treatment works  currently 200/L/EP/d (200 litres per 
equivalent person per day) 

 1 ET is 200L/EP/d by the occupancy ratio (person per house). 

 The number of ETs served by a sewage treatment works is thus 
determined by dividing the metered average dry weather flow received 
into the treatment works by the product of 200l/EP/d and the 
occupancy ratio.  

NSW approach  Sydney and Hunter Water 

In the past, Sydney Water and Hunter Water also adopted the IPART NPV 
approach to developer charges. 

However in December 2008, the NSW Government set the maximum developer 
charge for water and sewerage for Sydney Water and Hunter Water at zero. This 
decision was a result of a review of infrastructure levies undertaken by the then 
NSW Government, with Treasury as the lead agency. A key objective of the 
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boost housing supply and affordability as well as support business and provide a 
stimulus to the construction industry. 

The revenue previously raised through developer charges is now recovered via 
recurrent charges. 

In its most recent price review IPART invited Sydney Water to comment on the 
practicalities associated with the removal of developer charges. In its response 
Sydney Water made two interesting points. The first was that it was financially 
sustainable since it can roll expenditure into its regulatory asset base. Sydney 
Water also explicitly stated that it did not give any credence to intergenerational 
equity.  

IPART has suggested that in the absence of developer charges, the current 
-

 

-
subs
cost of servicing new urban growth areas, as many of the assets they are now using 
were paid for by past generations. 

Because of these inter-generational pressures the current generation will need to 
contribute to servicing future generations  in the same way past customers funded 

full efficient costs of growth should be added to the RAB as they are incurred. 

Sydney Water also supported the current approach of zero developer charges: 

through thi
funded the majority of growth costs. 

As the abolition led to only a slight rebalancing of the existing cost allocation, there 
appears little reason to change the current approach. (Sydney Water submission to 

stormwater and other services 16 September 2011) 

Victorian ESC approach 

Historical background 

Since 2004 Developer charges in Victoria have undergone a number of changes. 
In the 2004 Water Price Review the regulator (the ESC) noted that the then 21 
water businesses had no consistent approach to developer charges. The ESC also 
noted that in some instances the revenue streams associated with developer 
charges appeared to bear little relationship to the costs associated with servicing 
growth customers.  
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As a result the ESC established through its 2004 Water Price Determination an 
interim developer charges framework that was to be applied consistently across 
the state. 
out-of-sequence and in-sequence developments. A schedule of interim charges 
was approved for in-sequence developments. These charges did not encapsulate 
any principled approach but simply represented amounts the ESC deemed to be 
acceptable given the then wide array of charges levied by different businesses. 
For out-of-sequence developments the ESC established a regulatory framework 
that based developer charges on the bring-forward financing costs associated 
with such out-of-sequence developments. 

In the following Water Price Review (2008) the ESC replaced the interim 
scheduled charges with a number of standardised charges that varied based on lot 
characteristics, the aim being to incentivise mo
ESC also sought to simplify the out-of-sequence regulatory framework by 
characterising bring forward costs as either: 

 Less than five years 

 Six to 15 years 

 Greater than 15 years 

These amendments to the out-of-sequence framework appear to have frustrated 
developers and businesses. South East Water stated in its Water Plan 2013: 

Our experience is that rather than simplifying the negotiation process with 
developers, it actually complicates it. This is particularly the case when a 
development is close to the cut-off between ranges. For example, the financial 
outcomes for a development being assessed as six rather than five years away are 
significant and there is no middle ground (SEW 2013-18 Water Plan p.49)   

In its most recent price review (2013), the ESC replaced the previous system of 
state-wide charges and prescriptive rules with what the ESC refers to as a 

- -level principles under 
which regulated businesses can negotiate charges with developers. This new 
approach is discussed below. 

Institutional arrangements 

Under the Victorian Water Act, water corporations have broad powers to charge 
property owners (including developers where applicable) for their infrastructure 
services, and customer usage.  

The ESC is required by the Water Industry Regulatory Order (WIRO) to regulate 
prices or price setting methods for, amongst other things, services to which 
developer charges apply. 

Developer charges are negotiated between water businesses and developers. The 
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Under the Victorian arrangements developers have the ability to appeal a 
developer charge. The Victorian Civil Administrative Tribunal (VCAT) is the 
body that hears and decides on such appeals. 

As part of its 2013 price determination for Victorian water corporations, the ESC 
-

 

 the ESC will assess and approve the pricing principles, any standardised 
charges and negotiation framework of each water corporation 

 water corporations are required to negotiate NCC in accordance with the 
approved pricing principles and negotiating frameworks 

 developers will negotiate with water corporations and have recourse to the 
Victorian Civil and Administrative Tribunal (VCAT) for dispute resolution. 

Methodology 

Under the new principle-based approach, rather than prescribing specific charges 
of methodologies the ESC requires the water corporations to establish charges 
based on pricing principles proposed by water corporations. These principles 
must include the minimum pricing principles established by the ESC which are 
that NCCs must: 

 have regard to the incremental infrastructure and associated costs in one or 
more of the statutory cost categories attributable to a given connection 

 have regard to the incremental future revenues that will be earned from 
customers at that connection 

 be greater than the avoidable cost of that connection and less than the 
standalone cost of that connection. 

Any additional principles proposed by the water corporations should not either 
expressively or implicitly override the effect of these minimum pricing principles. 

that would not have been incurred 

that incremental costs may include capital, operating finance and tax costs 
attributable to the connection, and that in its view, developer charges for the 
present day cost of any works can encompass these types of costs.  

It also stated that incremental cost as defined or the purposes of NCC 
calculation, can be higher than avoidable costs because avoidable cost is forward-
looking only wherea
allocation of historical costs that the corporation had prudently prebuilt in 
expectation of future growth. 
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The ESC principles-based approach, while flexible, provides very little guidance 
as to the detailed frameworks that businesses will need to implement in order to 
levy developer charges. Potentially a number of very different approaches could 
be adopted by businesses all of which could meet the requirements of the 
regulatory pricing principles. 

Aside from its stated principles the ESC does provide a public excel based 
template for guidance in the calculation of Developer Charges. This template 
appears to be very consistent with the NPV approach developed under IPART.  

publicly available information and it is still too early to ascertain exactly what 
approaches all water businesses are adopting in response to the Decision. Of the 
19 Victorian urban water businesses the three largest (the metropolitan 
Melbourne Retailers) outlined their proposed approaches in their 2013 water 
plans. 

Yarra Valley Water (Water Plan 2013-14 to 2017-18)   

The ESC principles state that customer contributions must be greater than 
avoidable cost, less than stand alone cost and have regard to the cost of 
providing the service and future revenues that will be earned from customers at 
that connection. YVW has interpreted the principles such that they give the water 
utilities flexibility to:  

 have individual charges for developments and/or standard charges  

 set standard charges based on catchments (zones) or based on water 
company area  

 choose charging units that are fit-for-purpose for each connection type (e.g. 
per connection for standard residential development, capacity of system used 
by the connection for non-residential and non-standard residential 
development) 

 apply bring forward costs, in addition to new customer contributions, where 
the water company is required to provide assets earlier than would otherwise 
be expected  

 in addition to area based charges, also levy charges on the basis of lot size 
(<450m2 , >=450m2 ) 

 

 New customer contributions should reflect the cost of providing water, 
sewerage and alternative water infrastructure for new connections and not be 
set so low that our existing customer base is subsidising development costs 
nor should it be set so high that the total revenue received from the new 
connections subsidises the existing customer base.  



86 Frontier Economics  |  February 2014 
Commercial-in-Confidence 

 

 

Attachment B: Methodologies and 
experience in other jurisdictions  

Draft Final Report 

 

-subsidisation between 
customer groups is not mirrored in any of its other pricing and tariff 
arrangements. For example, all residential customers face the same fixed and 
variable charges regardless of the relative costs associated with their supply. 

 YVW is proposing a bundled developer charge (water, sewer and recycled 
water) in recognition that the provision of some services may result in a net 
benefit not a net cost. By bundling charges in this way YVW is intending to 
offset the services that generate net costs by those services that generate net 
benefits. 

 YVW is proposing that the load on the systems imposed by non-residential 
and non-standard residential connections be converted to equivalent 
residential connections using calculations based on actual demand and 
discharge where known and fixture units and/or water meter size where the 
actual demand is not known.  

 YVW proposes to produce plans showing the extent and timing of growth 
assets. If specific development requires assets to be provided earlier than 
programmed then bring forward costs will be calculated and applied to a 
development in addition to the applicable new customer contributions.  

City West Water (Water Plan 2013-14 to 2017-18) 

a number of 
components: 

 Standard developer charge. CWW adopted a single standard developer charge 
that will apply to all lots connecting t

estimator 

  

 
will be subject to a transition plan,  

 CWW will assess non-standard development applications on a case-by-case 
 

 Non-standard developments may include out-of-sequence developments in 
the urban growth zone or developments in the brownfield zone that require 
significant City West Water funded infrastructure works  

higher than the charges in currently place for the small lots (<450m2) in the 
second regulatory period. Accordingly, CWW propose to transition to the new 
regime gradually over five years. 
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South East Water (Water Plan 2013-14 to 2017-18) 

-term industry practice of 
developers paying for water (drinking and recycled) and associated assets less 
than 150 mm in diameter, and sewer and associated assets less than 225 mm in 
diameter (reticulation size).  

South East Water funds the larger water, sewer and associated reticulation assets. 
South East Water believes that this approach is clear, reasonable and easy to 
administer. 

Table 16: SEW per lot New Customer Contributions 

Area Per lot charge ($) 

Cardinia Area  

Water  1413.97 

Sewer 1012.03 

Recycled Water  933.79 

Casey Area  

Water  1003.76 

Sewer  640.64 

Recycled Water  1446.43 

Other areas  

Water  640.64 

Sewer 640.64 

Recycled Water  640.64 

Source: SEW (2013) Land development policies and pricing manual 

WA approach 

Historical context 

Headworks Contributions (Developer Charges) were first introduced in the 
metropolitan area as a method of funding rapid urban development in 1978 and 
were standardised in 1981. Prior to 1978, major infrastructure capital expenditure 
was funded solely through borrowings, general revenue and some infrastructure 
contribution by developers and major mining companies in the country. 
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However, with government restrictions on borrowings and limitations on 
increases to rates and charges, a new method for funding works was sought. 
(Water Corporation, 2007) 

The Water Corporation has undertaken triennial reviews of charges since 1991. 
During each triennial review, the Water Corporation is guided by the Urban 
Development Advisory Committee (UDAC), which reports to the Water 
Corpora
development and process improvement. (Economic Regulation Authority, June 
2008) 

The Economic Regulatory Authority of WA (ERA) undertook a review in 2008 
and made a number of recommendations. However, it is not clear to what extent 
these recommendations have been adopted. The current Water Corporation 
framework is consistent with its historical approach. 

Institutional arrangements 

Water Corporation administers and levies developer charges in WA. 

The economic regulator (the ERA) can and has reviewed the Water 
Corporation s pricing practices. However the ERA does not have powers of 
determination and consequently Water Corporation is not obliged to adopt 

ndations. 

Method 

Calculating the developer charge 

Water Corporation has adopted a relatively simple formulaic approach to 
calculating the developer charges. The approach references: 

 the nature of the development (residential or non-residential) 

 the type of title (green title or strata title) 

 whether the development is for single lots or multi-residential 

 the SIC charge  

 a contribution factor. 

A different charge is determined for water,. wastewater and drainage. 

The following formula for single residential developments is illustrative of the 
general approach taken: 

Where the contribution factor is based on meter size and guaranteed 
maximum flow rates (examples are given in Table 17).  
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The formula for multi-residential contributions and non-residential contributions 
is: 

Where the SRE is the Single Residential Equivalent.  

Drainage headworks charges for multi-residential and non-residential 
developments are slightly different than water and wastewater in that they may be 
based either on additional dwellings or on an area based charge. 

Drainage charges also differentiate between schools and universities on lots 
greater than 3 hectares. These customers receive a discounted drainage developer 
contribution as their charge is based on one SIC for each 1,250m2 of the lot as 
opposed to all other non-residential customers that face one SIC per 350m2 of 
the lot area. 

Table 17: Meter based contribution factors  Water Corporation (WA) 

Meter size (mm) Guaranteed 
Maximum Flow 
Rate (L/Minute) 

Contribution factor 
 Water 

Contribution factor 
 Wastewater 

20 20 1 1 

25 40 2 4 

40 80 4 6 

40 120 6 12 

150 2000 100 338 

 

Standard Infrastructure Contribution (SIC) 

The Water Corporation charges a State-wide Standard Infrastructure 
Contribution (SIC). The SICs are one-off charges, exempt from GST, payable for 
works up to the connection point on a property that will increase the potential 
demand on existing water, wastewater or drainage schemes. 

Contributions are based on recovering 40 per cent of the average State-wide cost 
of providing headworks infrastructure to a typical residence on an average 
residential lot. The remaining 60 per cent of headworks costs are recovered 
through annual usage and fixed charges and Community Service Obligation 
payments from Government where applicable.  

Under the Water Corporation framework, only the state-wide costs associated 
with distribution assets are apportioned to developers. Costs associated with 
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either source assets or assets aimed at enhancing the network are allocated to the 
utility and passed on to customers through recurrent charges. 

The Water Corporation framework for calculating the headworks charges 
specifically excludes from the calculation: 

 Source assets (for example, desalination plants, dams and bores) and 
associated treatment and conveyance assets designed to transfer the source 
water to the scheme and accommodate its integration into the scheme.  The 
conveyance assets are typically trunk and supply mains (and associated 
pump facilities) as defined by the Corporation's design standards.   

 Reticulation assets, which are typically provided by land developers as gifted 
assets.  

A developer charge is the total infrastructure contribution which is calculated as 

Standard Infrastructure Contribution (SIC) x Single Residential Equivalent (SRE) = 
Infrastructure Contribution (IC). 

Water Corporation currently levies Infrastructure charges as upfront payments 
for distribution assets. It is worth noting that charges do not include assets that 
would ordinarily be considered to be headworks (i.e. dams, treatment works or 
desalination plants).  

The SIC Charge refers to the total charge attributable to any one development. 
There are a number of different classes of infrastructure charges levied by Water 
Corporation. Each class of charge is defined by the type of customer 
contribution used in its estimation. There are three types of contribution: 

 Standard Headworks Contribution  

 Rural Lot Headworks Contributions 

 Special Developer Contribution Area Contributions (SDCA) 

Further to these different classes of infrastructure, charges are levied separately 
for water, wastewater and drainage. The SIC charges for the current year are 
reported below.  

Table 18: Current Standard Infrastructure Contributions  Water Corporation (WA) 

Period Water Wastewater Drainage 

2013-14 $4,031 $1,352 $477 

Source:  www.watercorporation.com.au/home/builders-and-developers/subdividing/fees-and-
charges/headworks-contributions last accessed 26-11-2013 
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Table 19: Application of developer charges 2013-14 by the Water Corporation (WA) 

Area Water Wastewater Drainage 

Green title 
residential 
subdivision 

1 SIC per lot 1 SIC per lot 1 SIC per lot 

Green title 
non- 
residential 
subdivision  

1 SIC per lot 1 SIC per lot Schools and university 
on lots larger than 3 
hectares - 1 per lot + 1 
for every 1250m² of the 
lot area per additional 
lot.  
 
Other lots - 1 per lot + 1 
for each 350m² of the lot 
area per additional lot.  

Strata 
residential 
and non-
residential 
subdivisions 

Water SICs will depend on the 
metering option the developer 
chooses.  
 
Generally, strata lots that are 
served individually will 
normally pay higher water and 
wastewater contributions than 
strata lots served by common 
service 

1 SIC per lot Residential strata - 1 per 
strata lot or 1 for each 
350m² of the entire strata 
scheme area, whichever 
is less. 
 
Non-residential strata - 1 
SIC + 1 for each 350 m² 
of the entire strata 
scheme area. 

Rural 
subdivisions 

Requirement for SICs will be 
assessed on commercial 
terms where the lots are: 

Less than 40 hectares 

Greater than 40 hectares, but 
less than 80 hectares and not 
considered able to sustain a 
viable agricultural use. 

All other lots created for a rural 
purpose will need to pay 
SICs.  

n.a. n.a. 

Standard Infrastructure Contributions conditions 

 Standard infrastructure contributions refer to the base level service required 
by an average residential property in a typical urban location. Other 
properties with a higher level of service are assessed in multiples of this 
amount. 

 Drainage infrastructure contributions only apply to developments within the 
catchment of a Perth Metropolitan Main Drain. They may also be applied in 
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the Perth Metropolitan area where there is a clear commitment by Water 
Corporation to provide a Main Drainage service in the future. 

 Some subdivision applications may be exempt from drainage SICs if: 

 The catchment area under consideration is self-contained and maximum 
flood flows and volumes associated with the critical 1 in 10 year storm 
event are contained. 

 An outlet has not been constructed for outflows up to and including the 
critical 1 in 10 year storm event. 

 The major storm event flow path be identified and satisfactorily 
integrated downstream. 

 The proposed drainage scheme does not adversely impact on the 
management of the nearest drainage system. 

 Lots equal or greater than 1 hectare may have higher infrastructure 
contributions. 

 Standard Infrastructure Contributions are reviewed annually. 

Non-standard contributions  

Non-standard contributions apply to certain areas in WA. These are areas where 
the cost of servicing developments differs materially from the average state cost. 
The current year charges for these areas are reported in Table 20. 

Table 20: Special Developer Contribution Areas Contributions 2013-14  Water 
Corporation (WA) 

Area Water Wastewater Drainage 

Australind 4031 1,869 n.a. 

Coral Bay 6086, plus 
4031 

1352 n.a. 

Denham n.a.? 6449 
1352 

n.a. 

North East Corridor 5945 3559 477 

Port Kennedy 4031 3203 477 

Thomsons Lake n.a. n.a. 1542 

Source: Water Corporation. 
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Queensland 

Infrastructure charges levied on developers for trunk infrastructure were first 
introduced in Queensland during the 1980s and were intended to contribute to 
the cost of water and sewerage infrastructure (and also open space and parkland 
in some circumstances). 

Under the current arrangements it is up to the discretion of the local authority to 
set charges at any amount they consider appropriate, up to a maximum cap. The 
cap is currently set at $28 000 for a three bedroom dwelling.  

South East Queensland water distributor-retailers levy infrastructure 
contributions for water and wastewater networks. The relevant local 
governments also levy infrastructure contributions for local roads, stormwater 
and community facilities/parks. 

In February 2013, the Queensland Government commenced a review of the local 
infrastructure planning and charges framework. The purpose of the review is to 
identify reforms needed to deliver an infrastructure charges framework that 
supports long term, local government sustainability. 

The principal issues being reviewed include: 

 the scope and identification of trunk and non-trunk infrastructure  under the 
infrastructure charges framework 

 the infrastructure planning and charges mechanism s to apply  under the new 
framework 

 the supporting elements of the framework including conditions offsets, 
refunds, credits, infrastructure agreements dispute resolution and deferred 
payment of charges. 

Electricity sector 

In the electricity sector developer charges are referred to as capital contributions 
Capital contributions refer to the requirement that connecting customers are 
required to pay for, or contribute towards the cost of, new connections to the 
electricity distribution network.  

Historical context 

Prior to the establishment of the Australian Energy Regulator (AER), capital 
contribution policies were applied in all National Electricity Market (NEM) 
jurisdictions. Approaches to determining contributions varied widely across the 
various jurisdictions. Major areas of divergence included: 

 the assignment and calculation of the costs involved in the connection 
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 rebates and reimbursements available to offset costs assigned to connecting 
customers 

 treatment of developers 

 contestability for connection services. 

These differences meant that customers were required to contribute vastly 
different amounts depending on the jurisdiction. For example, when connecting 
to the network a large load customer in New South Wales may have been 
required to contribute up to 200 per cent of the actual cost of the connection 
assets compared to only 100 per cent in the Australian Capital Territory and 
Queensland. This implies that in jurisdictions other than Queensland and the 
ACT, customers were effectively paying twice for connecting to the electricity 
network; first by way of upfront capital contributions and second via distribution 
use of system charges (Allens 2005 Connecting Growth). 

This variation in approaches was addressed by Chapter 5A of the National 
Electricity Law and through the establishment of the AER as the regulator of 
energy businesses across the NEM. 

Institutional arrangements 

Charges for connections (and other services) are regulated by the Australian 
Energy Regulator (AER) under the National Electricity Law, the National Energy 
Retail Law and subordinate rules and regulations 

Chapter 5A of the National Electricity Rules sets the criteria which a distributor 
needs to take into account in setting a connection charge. 

Charges for connection to electricity networks in the NEM by households and 
small businesses are set out in connection policies set by local distribution 
businesses in accordance with a Connection Charge Guideline published by the 
Australian Energy Regulator (AER). 

Methodology 

Under the AER and Part 5A framework a NPV methodology applies which sets 
the connection charge as the difference between the necessary cost for extending 

distribution tariff which they will pay over future years. 

For a typical residential house or small business the contribution will be the 
difference between the necessary cost for extending the existing power line to the 

network tariff that they will pay over the next 30 year period (15 years for 
businesses). Alternatively the AER may set a rate for each year of the relevant 
regulatory control period. 
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Large customers (typically consuming more than 100Amperes, 3-phase supply in 
urban areas and more than 25kVA in rural areas) may also be required to pay for 
a share of the cost of upgrading the capacity of the existing network.  

Very large customers may be required to contribute to the cost of necessary 
upgrading of the existing network in their local network area. 

Part 5A establishes connection charge principles which provide that: 

 A retail customer  who applies for a connection service for which an augmentation 
is required cannot be required to make a capital contribution towards the cost 
of the augmentation (insofar as it involves more than an extension) if: 

 the application is for a basic connection service; or 

 

connection policy is not exceeded. 

 A Distribution Network Service Provider must apply the following 
principles: 

 if an extension to the distribution network is necessary in order to 
provide a connection service, connection charges for the service may include 
a reasonable capital contribution towards the cost of the extension 
necessary to provide the service; 

 if augmentation of premises connection assets at the s 
connection point is necessary in order to provide a connection service, 
connection charges for the service may include a reasonable capital 
contribution towards the cost of the augmentation of premises 
connection assets at the connection point necessary to provide the 
service; 

 if augmentation of the distribution system is necessary in order to 
provide a standard connection service, connection charges for the service 
may include a reasonable capital contribution towards the cost of the 
augmentation necessary to provide the service; 

 if augmentation of the distribution system is necessary in order to 
provide a connection service under a negotiated connection contract, 
connection charges for the service may, subject to any agreement to the 
contrary, include a reasonable capital contribution towards the cost of 
augmentation of the distribution system to the extent necessary to 
provide the service and to any further extent that a prudent service 
provider would consider necessary to provide efficiently for forecast load 
growth; 

 if augmentation of the distribution system is necessary in order to 
provide, on the application of a real estate developer, connection services for 
premises comprised in a real estate development, connection charges for 
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the services may, subject to any agreement to the contrary, include a 
reasonable capital contribution towards the cost of augmentation of the 
distribution system to the extent necessary to provide the services and to 
any further extent that a prudent service provider would consider 
necessary to provide efficiently for forecast load growth; 

 however, a capital contribution may only be required in the circumstances 
described above if provision for the costs has not already been made 
through existing distribution use of system charges or a tariff applicable to 
the connection. 

It is explicitly stated in the rules that one of the general intentions of Part 5A is to 
exclude deep system augmentation charges for retail customers. 
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Attachment C: Lot development costs 

Objective 

As a part of this project Frontier Economics has been asked to calculate 
development costs in Tasmania and other jurisdictions on a per lot basis. The 
purpose of the analysis is to provide an indication of the materiality of headworks 
charges in relation to the total costs associated with developing a lot. The analysis 
is intended to give some indication of the importance of headworks charges and 
the degree to which they are capable of influencing the behaviour of developers. 

The costs incurred in developing land include 

 The acquisition costs of the land 

 All taxes (such as stamp duty, land tax or payroll tax) 

 Planning fees and application fees 

 Council development charges (charges for access to council services) 

 Developer charges levied by utility service providers (such as TasWater 
and Aurora). 

 Land contributions (such as land for road widening, parkland and access 
easements) 

 Asset contributions (such as water and sewerage reticulation) 

 General development costs (not related to fees and charges), such as 
labour and materials 

There are a number of issues which made the analysis problematic. Frontier has 
endeavoured to extend the analysis as far as possible given the scope and timing 
of the project. 

 Development across the jurisdictions is not homogenous and 
development costs can be driven by the different approaches of individual 
councils, the topography and nature of the land being developed and the 
individual servicing requirements of specific developments.  

 Some of the most important data needed to undertake this analysis is 
viewed as highly commercially sensitive and not readily available in the 
public domain. For example the general development costs associated 
with bringing a lot to release are based on the cost profiles of private 
development companies. Commercial sensitivity is also an issue in relation 
to data for land acquisition.  

Data relating to land acquisition and developer specific costs (such as labour and 
materials) was not obtainable by Frontier Economics within the timelines and 
scope of the project. 
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The data that Frontier Economics was able to acquire relates primarily to the 
levying of headworks or developer charges for councils and utility services. These 
charges generally relate to council requirements for open space, road 
infrastructure and community facilities.  

Headworks charges across jurisdictions 

Frontier has collected data on the magnitude of water and sewerage headworks 
charges across a number of jurisdictions and across all of the TasWater service 
areas (see Table 21 and Table 22).  

Table 21 reports the Headworks charges that are currently levied by TasWater. 
The charges are categorised according to their corresponding local government 
area. The current schedule of headworks charges is largely an extension of the 
historical approaches adopted by various councils previously responsible for 
provision of water and sewerage services or alternatively an application of the 
IPART NPV approach on a council area basis. 
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Table 21: TasWater headworks charges per ET 2013/14 ($) 

Council Water ($) Sewerage ($) 

Burnie 1,506.00 1,914.00 

Devonport 1,613.00 2,775.00 

King Island 1,481.00 1,907.00 

Latrobe 1,651.00 2,051.00 

Port Sorell 1,584.00 2,016.00 

Smithton 2,985.00 592.00 

Somerset 2,454.00 915.00 

Stanley 2,985.00 915.00 

Ulverstone (East) 2,669.00 1,349.00 

Wynyard 2,454.00 1,314.00 

 4,554.21 to 3,269.69 3,521.92 

Dorset 1,342.021 to 2,997.92 873.69 to 4,443.80 

George Town 1,376.51 1,302.69 

Launceston 1,403.42 to 4,354.63 2,191.11 to 7,173.14 

Meander Valley 651.81 to 2,672.01 1,117.85 to 3,993.69 

Northern Midlands  597.07 to 2,179.44 895.60 to 2,998.98 

West Tamar 537.35 to 4,445.92 358.24 to 2,928.00 

Brighton 1,431.73 1,768.61 

Clarence 290.84 to 5,743.77 606.38 to 6,590.46 

Glenorchy 2,108.43 to 2,505.25 2,108.43 to 4,482.73 

Hobart 2,108.43 1,753.16 to 2,727.25 

Kingborough  2,807.32 3,930.25 

Central Highlands 2,108.43 2,108.43 

Derwent Valley 2,108.43 2,108.43 

Glamorgan Spring Bay 1,684.39 1,684.39 

Huon Valley 1,128.54 1,139.77 

Sorell  2,531.08 3,794.37 

Southern Midlands 2,077.41 1,291.36 

Tasman 2,108.43 2,108.43 

Source: TasWater 
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Table 22 reports headworks charges for a number of localities in other 
jurisdictions. 

Table 22: Headworks charges in other jurisdictions 

Jurisdiction Water Sewerage 

Victoria   

City West Water 640.5 640.5 

South East Water (standard) 640.64 640.64 

South East Water (Cardinia) 1,413.97 1,012.03 

Yarra Valley Water (standard) 640.64 640.64 

Yarra Valley Water (Epping North) 705.21 705.21 

WA 

(Based on a guaranteed maximum flow 
rate of 20 litres per minute) 

4,031 1,352 

NSW   

Kyogle 2,570 1,808 

WIngecarribee  5,500 8,472 (Bowral) 

Dubbo (City Precinct) 5,339 5,339 

Queensland   

Gold Coast Water (Hope Island A1) 2,602.40 2,539.44 

Gold Coast Water (Beenleigh) 3,266.34 3,207.15 

Allconnex Water (Cleveland) 
3,786 (trunk) 

4,181 (other) 

916 (transport) 

6,872 (treatment) 

Brisbane City Council 
 (for lot reconfiguration) 

4,620 9,380 

Source: Tariff Schedules for CWW, YVW and SEW. Kyogle Development Service Plan, Wingecarribee 
Development Service Plan, Dub -14, Gold Coast City Council 2013 
Water Supply Infrastructure Charge Rates,  Gold Coast City Council 2013 Sewerage Network 
Infrastructure Charge Rate. 

Comparisons to house and land values 

The comparison of these headworks charges to the value of the associated land 
provides an indication of the materiality of the charge and its likely ability to 
influence the behaviour of the developer. Where headworks charges are relatively 



Commercial-in-Confidence February 2014  |  Frontier Economics 101 

 

Draft Final Report Attachment C: Lot development costs 
 

high compared to land values it is reasonable to assume that the charge would be 
discouraging a relatively greater amount of marginal development. 

Table 23 compares the combined water and sewerage contributions currently 
levied by TasWater as a percentage of the associated House and Land Values for 
2013 against those levied in other jurisdictions. 

It should be noted that the analysis is based on the combined house and land 
values and not developed land value.  

The table indicates that developer charges are relatively low compared to the total 
value of house and land combined. However in relation to other jurisdictions 
(especially Victoria) the charges would appear to be high as measured against the 
final value of the land. This would indicate that marginal development may face a 
slightly higher disincentive in Tasmania than it would in other jurisdictions. 

A number of submissions to Frontier Economics raised concerns regarding the 
impact of headworks charges on development. The Property Council of Australia 
noted 

a 155-lot subdivision in Tasmania was recently put onto the back burner because 
of an $810,000 headworks charge.  

Northern developers now face water and sewerage head works charges of about 
$9,500 per lot for a residential subdivision, which pushes the charges for a six-lot 
subdivision up to more than $55,000, he said. He said that represented about 20 per 
cent of development costs. 

The first statement made by the Property Council is consistent with the charges 
outlined in Table 23. A 155 lot development implies a per lot charge of $5,225 
which while relatively high is not outside of the range of charges reported in the 
table. The second statement is broadly consistent with the charges outline in the 
table, however the statement draws reference to headworks relative to other costs 
of development. While Frontier Economics does not have the necessary per lot 
data to comment on the magnitude of the cost we note that 20% would make 
headworks charges a material component of costs and therefore a major factor 
for the developer to consider when deciding whether to proceed with a 
development. 
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Table 23: Headworks charges as a proportion of house and land values 2013 

Council 

Water and 
sewerage 

contribution  
per ET ($) 

Median Home 
and Land value 

($) 

Contribution 
as a 

proportion of 
H&L value 

Burnie 3,420.0 189,000 1.810% 

Devonport 4,388.0 243,000 1.806% 

King Island 3,388.0 280,000 1.210% 

Latrobe 3,702.0 264,000 1.402% 

Port Sorell 3,600.0 262,000 1.374% 

Smithton 3,577.0 172,500 2.074% 

Somerset 3,369.0 235,000 1.434% 

Stanley 3,900.0 285,000 1.368% 

Ulverstone (East) 4,018.0 241,500 1.664% 

Wynyard 3,768.0 220,000 1.713% 

Burnie 3,420.0 189,000 1.810% 

 8,076.1 280,000 2.884% 

Dorset 7,441.7 295,000 2.523% 

Launceston 11,527.8 348,700 3.306% 

Meander Valley 6,665.7 426,250 1.564% 

Northern Midlands 5,178.4 283,750 1.825% 

West Tamar 7,373.9 421,500 1.749% 

Brighton 3,200.3 295,000 1.085% 

Clarence 12,334.2 169,000 7.298% 

Glenorchy 6,988.0 240,000 2.912% 

Hobart 4,835.7 400,000 1.209% 

Kingborough 6,737.6 378,000 1.782% 

Derwent Valley 4,216.9 190,000 2.219% 

Glamorgan Spring Bay 3,368.8 358,000 0.941% 
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Council 

Water and 
sewerage 

contribution  
per ET ($) 

Median Home 
and Land value 

($) 

Contribution 
as a 

proportion of 
H&L value 

Huon Valley 2,268.3 280,000 0.810% 

Sorell 6,325.5 295,000 2.144% 

South Midlands 3,368.8 297,500 1.132% 

Tasman 4,216.9 185,000 2.279% 

City West Water (Vic) 1,281.0 512,300 0.250% 

South East Water (standard)(Vic) 1,281.3 510,000 0.251% 

South East Water (Cardinia)(Vic) 2,426.0 360,000 0.674% 

Yarra Valley Water 
(standard)(Vic) 

1,281.3 429,000 0.299% 

Yarra Valley Water (Epping 
North) 

1,410.4 361,000 0.391% 

WA 5,383.0 482,000 1.117% 

Kyogle (NSW) 4,378.0 230,000 1.903% 

WIngecarribee (NSW) 5,500.0 421,000 1.306% 

Dubbo (City Precinct) (NSW) 10,678.0 288,000 3.708% 

Gold Coast Water (Hope Island 
A1) 

5,141.8 720,000 0.714% 

Gold Coast Water (Beenleigh) 6,473.5 278,000 2.329% 

Sources: Retail Estate Institute of Tasmania statistical Information: quarterly median house prices 2012, 
LANDATA® Land Victoria Department of Transport, Planning and Local Infrastructure, Victorian Property 
Sales Report June 2013 quarter. Median House Prices Domain.com.au, Real Estate Institute of Western 
Australia (reiwa.com.au/Research/Pages/Price-growth-by-suburb.aspx), Home Price Guide 
(www.homepriceguide.com.au/Research/?LocationType=LGA&State=NSW&LgaId=74). 
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Attachment D: Stakeholder consultation 

Consultation process 

As part of this review a number of local government and other stakeholders were 
invited to provide their views on a number of questions about developer charges. 

Submissions were received from the following councils: 

 Brighton Council 

 Central Coast Council 

 Glenorchy City Council 

 Huon Valley Council 

 Kentish Council 

 Latrobe Council 

 Launceston City Council 

 Meander Valley 

 Northern Midlands Council 

 West Coast Council 

 West Tamar Council 

Responses have also been received from: 

 The Tasmanian Economic Regulator 

 Property Council of Australia, Master Builders Tasmania and Housing 
Industry Association 

 Aged & Community Services Tasmania 

Overview of responses 

A number of parties expressed appreciation for the opportunity to provide input 
to the review and interest in participating in future consultation on the issue. 

Responses to questions 

1. Does your council/organisation believe that headworks charges 
are an appropriate mechanism to recover the costs of installed 
capacity or infrastructure expansion? 

On the broad question of whether headworks charges were an appropriate 
mechanism to recover the costs of installed capacity or future expansion, the vast 
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majority of the responses received did not support this proposition, or heavily 
qualified their support. 

One council (Brighton) suggested that developers should not bear the total costs 
as existing consumers should share some of these costs to recognise the benefits 
of growth to the broader community. As the region grows, the amenities and 
services improve which have both tangible and intangible benefits for everyone. 
Therefore all recipients should share in the cost of growth through the provision 
of infrastructure such as roads, parks, stormwater as well as water and sewerage. 

One council (Central Coast) stated that it has difficulty with the concept of 
levying headworks charges on infill development such as subdivisions when the 
headworks system was designed to cater for this development and has surplus 
capacity. 

One council (Kentish) suggested that new developments should not try to 
recover costs of previously installed capacity via a headworks charge. Those 
assets were paid for by previous users and will continue to be paid for by future 
users. This promotes intergenerational equity and is most appropriate.  

One council (Northern Midlands)recognised that in principle headworks charges 
should apply to send a cost signal to developers for connection to major water 
and sewerage infrastructure but noted that this charge represents only 1% of 
TasWater total revenue and therefore would not affect the operating surplus of 
the organisation if it were altered to a more acceptable and transparent charging 
arrangement rather than continuing to create angst in the community. 

One council (Huon Valley) stated that it supported the principle of applying a 
reasonable headworks charge to recover costs of installed capacity or required 
infrastructure expansion. 

s that developers 
should contribute towards the additional capital costs in providing off-site 
headworks infrastructure as a result of the additional demands placed on this 
infrastructure by the new development, so as these additional costs were not 
borne by the ratepayer. 

One council (Launceston) suggested that developers should be responsible for 
providing infrastructure that is solely for the use of the development, irrespective 
as to whether the works are internal or external to the subject land. If it is 
desirable (as determined by the Authority) that an extension/connection to the 
existing system (or internal infrastructure) should utilise infrastructure larger than 
that required by the developer, then the authority should pay for the marginal 
difference to increase to the larger standard. 

One council (Launceston) noted that there was an interesting question about 



106 Frontier Economics  |  February 2014 
Commercial-in-Confidence 

 

 

Attachment D: Stakeholder consultation
  

Draft Final Report 

 

trunk pipelines, sewerage/water treatment plants etc) which could be looked at in 
a number of ways: 

 If the land is zoned appropriately then the authority should honour the 
zoning and accept any development that accords with that normally 
envisaged for that land. At some point the land was zoned and it is at that 
time that all authorities would have to be satisfied that services were available 
if the land was developed;  

 Zoning is not taken as acceptance that services are sufficient and appropriate 
which then requires either: 

 Determining headworks only on the basis of the capacity of the 
downstream/upstream infrastructure. If it is insufficient for this 
development plus the expected growth in the catchment in the planning 
timeframe (i.e. 20 years) then the developer pays his share of the capital 
works to bring the infrastructure to the required standard; OR 

 No matter the capacity of the system that any new development pays a 
share of its consumption based on written down value. The basis behind 
this is that a development takes away spare capacity and brings forward 
augmentation earlier than expected.  

 (Launceston Council agrees with the underlying principle that developers 

flat tax.) 

The Property Council/HIA/MBT (the Property Council) stated that: 

The argument for the introduction of headworks charges has never been 
satisfactorily made. Industry would argue that the legitimacy of headworks charges 
as a revenue raising measure has never been prosecuted from a public policy point 
of view. These charges are imposed by monopoly providers to create an additional 
revenue stream which previously was not been deemed necessary. 

The rationale for their use and the pricing mechanisms has never been properly 
justified by the former four water and sewerage corporations nor the newly merged 
corporation, TasWater. 

This is further reinforced by the fact that in other jurisdictions where these charges 
have been introduced, they have increased steadily, both in scope and in price, to a 
point where some States have now capped them. There is no reason to believe that 
this would not occur here. 

Headworks charges and the mechanisms used to determine headworks charges are 
not transparent or equitable, and are an impediment to development. It is the firm 
view of our three organisations that these charges impede development, stall 
economic growth, entrench intergenerational inequity and should be abolished. 
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2. To the extent that your council/organisation is familiar with 
entify any 

advantages or disadvantages with the approach by responding to 
the following questions: 

2.1.Do headworks charges provide appropriate locational pricing 
signals? 

them to do so, suggesting a uniform set of headworks charges consistent with the 
concept of postage stamp pricing for volumetric consumption charges. 

One council (Kentish) suggested that developments will be driven in locations 
where other aspects are deemed right, residential or commercial, e.g. power, 
internet, transport, access to schools etc. The Council further believe that 
commercial development would be the subject of negotiation and bargaining 
over prices, therefore Taswater pricing signals are not relevant. The recent new 
Planning Schemes introduced by NW Councils contain a fair encouragement to 
make it simpler to infill development in existing towns. It is then discouraging to 
be faced with the various water connection and headworks charges. 

One council (Northern Midlands) suggested that headworks charges do not 
necessarily have to cover 100% of the calculated costs of major infrastructure 
assets. 

One council (West Tamar) suggested that if calculated correctly, headworks 
charges should provide locational pricing signals and that this was important 
where other user charges are applied using a postage stamp pricing methodology 
and are therefore not providing any form of locational signal. 

One council (Glenorchy) suggested that it is appropriate for headworks charges 
for both water and sewerage to be catchment based. 

The Property Council stated that developer charges did not provide an 
appropriate locational pricing signal and that more effective and less distorting 
approaches to the funding of urban infrastructure will stimulate construction 

more appropriate management signals to TasWater and its owning Councils. 

2.2. Are there any issues with consistency in the application of 
headworks charges? Please provide specific examples. 

One council (Brighton) suggested there is a mess of adopting existing headworks 
policies from some councils and the lack of any policies of other councils. 

One council (Kentish) suggested that the long list of different charges for 
different locations listed on the Taswater website is plenty of ammunition for 
criticism over charges. 
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One council (Northern Midlands) was concerned that given recent high 
expenditure on a treatment plant and the small number of properties it serves 
that developer charges could be very high relative to other areas.  

The Property Council stated that it was aware of the inconsistencies across the 
state with the application of headworks charges. 

2.3. Do the current arrangements provide for fair or equitable 
outcomes or are there any instances where the current 
arrangements may favour particular stakeholder groups? 

One council (Latrobe) expressed the view that developers may be sharing an 
unfair burden on providing infrastructure that is subsequently partly funded 
through the fixed charge on buildings that are created on the land developed. It 
suggested that the current calculation places an unfair burden on developers 
which makes it unattractive for investors to build new subdivisions and generate 
wealth within the broader community. 

One council (Kentish) suggested that the current arrangements were not 
equitable as they demand that a new water and sewerage client gift new assets, 
pay headworks, connection fees, other charges where necessary and then pay the 
same ongoing user charges as a previously established property that may be next 
door. Intergenerational equity would provide for ongoing charges to recover 
establishment costs. 

One council (West Tamar) suggested that the current arrangements produce a 
better user-pays system as it allows for a cost transfer to the ultimate users of the 
services provided. This should lessen the financial impact on the broader 

 

One council (West Tamar) noted that there was some concern that headworks 
charges may generally be higher in smaller regional communities and therefore 
restrict potential development in areas where any development may be beneficial 
to the existing community. 

The Property Council stated that the current arrangements do not provide for 
fair or equitable outcomes and that there are instances where the current 
arrangements favour particular stakeholder groups such as Taswater and owner 
councils.  

2.4. What features would aid in the understanding of the current 
headworks approach? 

One council (Latrobe) suggested that a headworks charge that is easily 
understood and consistent across sectors (e.g. a flat charge or a charge based on 
lot size) would aid in understanding of headworks charges.  
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One council (Latrobe) suggested that TasWater and the three previous water 
corporations had been unable to successfully communicate to the general public 
the basis of the headworks calculation and this had led to very negative publicity 
for the corporations. 

One council (Meander Valley) suggested that the community and developers do 
not understand the difference between developer charges and headworks 
charges, and that there was great opportunity for TasWater to promote and 
educate the community and developers about the difference and benefits of 
applying headworks charges. 

One council (Meander Valley) suggested that the method for determining 

current system 
 

One council (Northern Midlands) suggested that a simple headworks calculation 
basis and greater consistency across sectors would assist in the understanding of 
headworks charges (e.g. the use of city areas, large rural towns and small rural 
towns across the State). It suggested that communications of the headworks 
charge is a problem as: 

.. the general public and many developers struggle to understand headworks charge 
explanation

the value of the capacity being consumed and deducting it from the net present value 
of the net revenues derived 
explain a township with a population band between x and y will be charged a 
headworks charge of $xx throughout the State. 

One council (West Tamar) suggested the there is scope for more educational 
engagement with developers and local government sector to ensure the purpose 
and calculation of headworks charge and other developer charges is better 
understood. It is also important to use consistent language so that headworks 
charges and developer charges are not seen as one and the same. 

The Property Council suggested that builders and developers are not afforded the 
level of transparency and clarity that should accompany the raising of these taxes. 
The total cost of these charges is not fully detailed until after the investor has 
already expended thousands of dollars to get a planning permit from the relevant 
Council. 

2.5. Is the risk sharing arrangement implicit in the current 
approach appropriate? 

One council (Kentish) suggested that at present the developer assumes all the 
risk and all the development costs and more. Headworks/ connection charges of 
all the different services required are making development unattractive. 



110 Frontier Economics  |  February 2014 
Commercial-in-Confidence 

 

 

Attachment D: Stakeholder consultation
  

Draft Final Report 

 

One council (West Tamar) suggested the risk sharing was appropriate as it places 
greater responsibility/liability on developers up front and this should ensure their 
developments are financially sustainable without placing additional financial 
burdens on existing customers. 

The Property Council suggested that currently developers and builders wear all 
the risk, with no, or minimal, accountability resting with TasWater and the 
owning Councils, and minimal, if any, incentives to improve efficiency and 
reduce costs. 

2.6. Are there any instances where the current framework or 
approach to headworks charges has either slowed or prevented 
development? Please provide specific examples. 

A number of stakeholders cited concerns about the impact of headworks charges 
on housing affordability. 

One council (Latrobe) reported feedback from developers that charges imposed 
by TasWater are having a great impact on the ability of subdivisions being 
developed at an appropriate cost for potential first home builders and investors, 
particularly in areas of high socio-economic disadvantage. TasWater developer 
charges were seen as exacerbated by decisions of Aurora and Telstra to also levy 
headworks type charges on their infrastructure. One council (Latrobe) cited the 
proposed levying of a developer charge of almost $30 000 on a new community 
centre. 

One council (Brighton) reported that a land owner in Brighton has stated that he 
will not develop some 250 lots due to the high costs of headworks and developer 
charges imposed by the water authority. Council and TasWater may dispute his 
reasons but nonetheless the development is not proceeding. 

One council (Brighton) suggested that the current arrangements impede 
development of affordable housing in disadvantaged areas. For example, the 
headworks charges for water and sewerage in Bridgewater/Gagebrook are 
approximately $5,000 per block. This represents 10% of the cost of a block 
whereas in more affluent areas the percentage is much smaller and not a barrier 
to development. 

One council (West Coast) expressed concern about the potential impact of 
headworks charge on local development in West Coast towns. It referred to 
anecdotal examples of decisions being made not to proceed with developments 
because of these charges, which given a declining local population and economy 
was of major concern. It expressed concern that the North West Tasmania 
region, where there is an abundance of water, was unable to use that abundance 
as a lever to attract industry because the cost structures applied were the same as 
those applied to drier regions of the State. It also stated that current headworks 
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charges acted as a disincentive to council making significant investment in 
community facilities. 

One council (Kentish) cited an example where a development of 11 units was at 
risk due to the TasWater developer charges. This example related to an infill 
development on land that has been vacant since the town was created, and 
provides quality accommodation for retirees/small families. Council, Aurora, 
Telstra, Taswater, etc will all benefit from extra custom for many years to come. 

One council (Northern Midlands) stated that headworks charges alone amount to 
10 per cent of the cost of vacant land in some small rural townships and 
suggested that developers are simply not prepared to take the risk of 
development given the low profit margins in these areas, as they can develop in 
larger city areas and have far greater profit margin. 

The Property Council provided anecdotal evidence of headworks charges 
jeopardising development.  

 Ray Ellis, the CEO of First National Real Estate, recently called on 
governments and local councils to reduce exorbitant headworks costs in an 
effort to address housing affordability and kick start sorely-needed 
development across Australia. He reported that: 

In Tasmania, a developer was recently charged $44,428 in headworks charges, 
equ
155-lot subdivision in Tasmania was recently put onto the back burner because of an 
$810,000 headworks charge. 

 In May 2013, The Examiner newspaper reported that a Launceston 
engineering firm chief executive Joel Wallace says: 

Northern developers now face water and sewerage head works charges of about 
$9,500 per lot for a residential subdivision, which pushes the charges for a six-lot 
subdivision up to more than $55,000, he said. He said that represented about 20 per 
cent of development costs. 

 The following quotations are taken from ABC news, More developers declare 
state headworks charges "a con" paid for by property buyers, 3 October 2013 

 fixed water charges and developer fees 
 

 

uild 
10 houses on Eastlands Drive because TasWater is charging $40,000 to link them to 

 

t's very important that we ensure that those 
charges are kept to a minimum, and we as the owner-councils I'm sure, certainly 
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Clarence Council, are very interested to make sure that those charges are as low as 
 

3. Does your council/organisation have any views on what, if any, 
alternative approaches should be adopted? 

One council suggested that a headworks charge of around $2,200 for water and 
$1,100 for sewerage connection as originally proposed in February 2009 by the 
Tasmanian Economic Regulator in its revised interim pricing analysis would be 
appropriate.  

One council (Brighton) suggested that the policy of postage stamp charges 
should be considered, and that the concept of nodal pricing leads to an overly 
complex and unnecessary approach. 

One council (Central Coast) suggested that consideration be given to applying 
the same charge across the State now that the three regional bodies are 
incorporated into TasWater. 

One council (Meander Valley) suggested that TasWater needs to ensure that 
options are available to developers regarding the timing of payments (e.g. 
discounts for upfront payments or a payment system to collect the charges as 
each lot of land is sold). 

One council (Meander Valley) suggested that there needs to be an incentive for 
alternative development solutions that led to lower future recurrent cost (e.g. 
collection of methane gas at wastewater plants to produce energy). 

One council (Kentish) suggested that a small flat fee could benefit Taswater, but 
principally costs should be recovered from user charges into the future. A fee in 
the region of $1000 would be acceptable to most developers we believe. 

One council (Northern Midlands) suggested several measures which could 
reduce the burden on developers such as: 

 Applying a uniform charge across the State for a reduced percentage of the 
total major infrastructure costs used to calculate headworks charges 

 Not including the non-reticulated infrastructure costs in the headworks 
charges calculation so that developers are not the only group paying for 
infrastructure that is common to all users 

 Having flexible payment arrangements over a longer period of time, such as 
when blocks are sold by the developer, rather than when blocks are created 
by the developer. 

One council (West Tamar) suggested that discounts/rebates/price caps be 
considered in smaller regional areas to assist the attractiveness of development 
and helping to avert the stagnation of these regional communities. However 
should caps or rebates be applied they should be subject to transparent reporting 
to so that all stakeholders are aware of the financial implications.  
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The Property Council suggested that all developer contributions for water 
infrastructure, including headworks and area contributions, amplification of 
services and off-site drainage and the like should be removed and funded 
through broad based funding mechanisms. In the interim, it suggested that 
alternative approaches should consider and include: 

 Greenfield versus infill pricing signals; and 

 One size does NOT fit all; residential, industrial, retail and office 
developments are significantly different in terms of infrastructure and 
therefore deserve different formulae. 

4. What is the nature and location of current and future 
development in your area? 

One council (Glenorchy) noted that growth in Tasmania generally is not rapid. 

Similarly, the Property Council observed the considerable downturn across the 
Tasmanian property industry since 2008: 

 Total dwelling investment growth is down by -7.5 per cent 

 Residential construction is down by 41.8 per cent 

 Renovations are down by 9 per cent on decade average 

 Commercial construction remains stuck at 20 per cent decrease on previous 
years 

 Building approvals are back to 1997 levels 

It suggested that these statistics demonstrate the poor state of development in 

bring it back to even 2008 figures. 

4.1. Is it predominately residential or non-residential? 

4.2. Is it predominately brownfield or greenfield? 

The low levels of anticipated future growth were confirmed in submissions by 
councils to this review. Where growth was anticipated, it was predominantly 
expected to be in the form of greenfield residential development. In some cases, 
however there was expected to be some infill development (e.g. in Launceston in 
the short to medium term growth will be primarily infill residential development 
in established areas, while in the longer term residential growth is planned for 
greenfield sites such as St Leonards). 
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5. Any other comment your council/organisation would like make 
in regard to headworks charges? 

One council suggested that headworks charges should be identifiable and funds 
should be accountable to be spent on upgrades it is intended for rather than be 
absorbed in operational costs. 

One council (West Tamar) noted that its primary concern is whether the level of 
charges applied is the correct amount, and how can they be made comfortable 
that TasWater is using an appropriate methodology based on sound data and that 
charges are being applied consistently. 

One council (Latrobe) referred to a report prepared by GHD for the then Cradle 
Water which justified adoption of the NSW NPV approach on the basis that 
NSW has also recently amalgamated council owned water authorities. It also cited 
an HIA submission to the 2008 IPART review of developer charges for 
metropolitan water agencies which noted that despite overriding policy 
imperatives (NCP, NWI), the existence of a range of models across jurisdictions 
suggested that there is scope to vary the application of the full cost recovery 
model. The implication is that it cannot be claimed that only the NSW approach 
can be seen as complying with national pricing principles under COAG. 
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