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Title: New connections charging rules 
Lead department or agency:Ofwat 
 

Impact Assessment (IA) 

Date: 08/12/2016 

Stage: Final 

Source of intervention: Domestic 

Type of measure: Other 

Contact for enquiries: 
Riccardo.Zecchinelli@ofwat.gsi.gov.uk 
Alex.Whitmarsh@ofwat.gsi.gov.uk 

 

 

 

 

 

 

 

Summary: Intervention and Options 

   
Cost of Preferred (or more likely) Option 

Total Net 
Present 
Value 

Business 
Net Present 
Value 

Net cost to business 
per year (EANDCB in 
2014 prices) 

One-In,  
Three-Out 

Business Impact 
Target       Status 
 N/A N/A N/A Not in scope Non qualifying provision 

What is the problem under consideration? Why is government intervention necessary? 

Developers connecting to a water network need to pay water companies for the connection. As 
water companies are monopolies, government intervention is necessary to ensure charging 
arrangements are appropriate. Ofwat does this by regulating the water companies’ charges to 
developers. Independent reviews have identified issues in the current system and some 
stakeholders find elements of the regime complex, unclear and unfair. Ofwat now has the powers 
to introduce charging rules to address these issues. In setting charging rules we have regard to 
government guidance.  

 
 

What are the policy objectives and the intended effects? 

Our charging rules have been set in a way that best meets our statutory objectives, addresses 
known issues and is practical. For example, flexibility will increase as water companies will be able 
to set innovative charges to suit their customers’ needs, and charges will send more cost-reflective 
signals to enable and encourage efficiency as water companies must balance network 
reinforcement costs with infrastructure charges over a 5-year rolling period. The infrastructure 
charge sends stronger locational signals that protect the environment, and upfront charges for 
site-specific works will increase predictability. Transparency will increase as water companies 
must consult on, and publish, charges and charging methodologies in a timely manner. Finally, 
our rules are fair by promoting a level playing field for contestable developers’ services by 
requiring non-discrimination and ensuring charges are cost-reflective.  

 

What policy options have been considered, including any alternatives to regulation? 
Please justify preferred option (further details in Evidence Base) 

Option 1 involves no change to the current charging framework, where Ofwat issues guidance and 
charges are set out in primary legislation in the Water Act 1991. Option 2 involves deregulation 
with minimum use of rules but this risks water companies abusing their monopoly position. Option 
3 (our preferred option) involves Ofwat introducing a principle-based framework under the Water 
Act 2014 which can be updated at any point in the future. This option addresses the most issues 
with the current regime out of all the options. Option 4 involves standardised and prescriptive rules 
but this would limit innovation, and cost information is currently insufficient to set a charging 
structure where charges equal costs.   

Will the policy be reviewed?  It will be reviewed. If applicable, set review date:  TBC  

Does implementation go beyond minimum EU requirements? N/A 

Are any of these organisations in scope? 
Micro
Yes 

Small
Yes 

Mediu
mYes 

Large
Yes 

mailto:Riccardo.Zecchinelli@ofwat.gsi.gov.uk
mailto:Alex.Whitmarsh@ofwat.gsi.gov.uk
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What is the CO2 equivalent change in greenhouse gas emissions?  
(Million tonnes CO2 equivalent) 

Traded:    
N/A 

Non-traded:    
N/A 

 
Summary: Analysis & Evidence        Policy Option 2 

Description:  Deregulation 

FULL ECONOMIC ASSESSMENT 

Price 
Base 
year 
2016 

PV Base 
Year  
2016 

Time 
Period 
years 6 
years  

Net Benefit (Present Value (PV)) (£m) 

Low: N/A High: N/A Best Estimate: N/A 
1.  

COSTS (£m) Total Transition  
 (Constant Price) Years 

 
 

Average Annual  
(excl. Transition) 
(Constant Price) 

Total Cost 
(Present Value) 

Low  5.55  

1 

             5.55  29.57  

High   14.17            14.39   76.45  

Best Estimate 

 

 9.72               9.84   52.27  

Description and scale of key monetised costs by ‘main affected groups’  

From information data requests, total economic costs under Option 2 “deregulation” for 
stakeholders in the 6 years from 2016-2022 are 40-55% higher than under the other options in the 
central scenario. This is mainly due to high costs of potential competition cases but it is also due 
to high familiarisation and implementation costs due to water companies having the greatest 
freedom over how they set charges. 

 Other key non-monetised costs by ‘main affected groups’  

There may be competition costs as deregulation does not set rules to address current competition 
concerns and creates opportunities for water companies to exercise their monopoly power. There 
is also a risk that the balance of costs between end-users and developers changes, which would 
result in incidence effects. There may be costs if water companies do not adhere to high level 
principles relating to Defra’s guidance due to minimal monitoring and assurance. 

BENEFITS (£m) Total Transition  
 (Constant Price) Years 

 
 

Average Annual  
(excl. Transition) 
(Constant Price) 

Total Benefit 
(Present Value) 

Low  N/A 

    

N/A N/A 

High  N/A N/A N/A 

Best Estimate 

 

N/A N/A N/A 

Description and scale of key monetised benefits by ‘main affected groups’  

n/a 

Other key non-monetised benefits by ‘main affected groups’  

The potential benefits from water companies being able to set innovative, new charges have not 
been monetised, e.g., efficiency savings. 

Key assumptions/sensitivities/risks 

 

 

 
Discount rate (%) 

 

discount rate = 3.5% 
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We assume that the Option 1 "no change" (our counterfactual or benchmark option) is stable over 
time with no changes from the current economic regulatory framework. There might be further 
changes but those cannot be foreseen at this time.  
We also assume that under Option 2 “deregulation” we would see the most competition cases 
due to water companies having greatest opportunity to abuse their monopoly power and 
developers having the least degree of certainty as to how charges have been derived.  
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Summary: Analysis & Evidence Policy Option 3 

Description:  Principle-based approach  

FULL ECONOMIC ASSESSMENT 

Price 
Base 
Year  
2016 

PV Base 
Year  
2016 

Time 
Period 
ears  6 

Net Benefit (Present Value (PV)) (£m) 

Low: N/A High: N/A Best Estimate: N/A 
 

COSTS (£m) Total Transition  
 (Constant Price) Years 

 
 

Average Annual  
(excl. Transition) 
(Constant Price) 

Total Cost 
(Present Value) 

Low   1.39  

1 

     1.36          7.39  

High   6.72        6.83        36.28  

Best Estimate 

 

 4.72     4.73        25.20 

Description and scale of key monetised costs by ‘main affected groups’  

From information requests, considering the undiscounted values, Option 3 is the second cheapest 
option to implement at £28.83 million for all stakeholders over 6 years from 2016-2022. It is 
marginally more expensive than the cheapest option (Option 4 “prescriptive standardised 
approach” at £23.84m). This is due to slightly higher costs for developers to familiarise 
themselves with a wider variety of new charges, and for water companies to develop new 
charging structures. However, compared to Option 4, this Option has no additional non-monetised 
costs and, on that basis, is likely to be the cheapest (see appraisal of Option 4 below). 

Other key non-monetised costs by ‘main affected groups’  

Distributional impacts depend on the charging structure adopted by a water company. We expect 
water companies to consider the potential impact on customers when introducing their charging 
arrangements, and how to mitigate any incidence effects. We equally expect customers to 
engage with water companies in discussion of what these impacts should be.  

BENEFITS (£m) Total Transition  
 (Constant Price) Years 

 
 

Average Annual  
(excl. Transition) 
(Constant Price) 

Total Benefit 
(Present Value) 

Low  N/A 

    

N/A N/A 

High  N/A N/A N/A 

Best Estimate 

 

N/A N/A N/A 

Description and scale of key monetised benefits by ‘main affected groups’  

Charges will be more cost-reflective, flexible, fair, transparent and predictable, and better tailored 
to customers.  
Also, we expect that the new charging framework would better facilitate competition, could help 
encourage innovation and send environmentally beneficial price signals to developers, and 
potentially eliminates a barrier to quick housebuilding. 
 Other key non-monetised benefits by ‘main affected groups’  

The key benefits of this Option have not been monetised, such as the benefits to competition. In 
particular, we expect that this Option will maximise efficiency by encouraging cost-reflectivity. It 
will also allow innovation without reducing transparency and predictability to a great degree.  
 

Key assumptions/sensitivities/risks 

 
Discount rate (%) 

 

discount rate = 3.5% 
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We assume that the Option 1 "no action" (our counterfactual or benchmark option) is stable over 
time with no changes from the current economic regulatory framework. There might be further 
changes but those cannot be foreseen at this time.   
There is a risk that a variety of charging structures across the country would lead to confusion and 
increased costs to developers. There is also a risk that water companies’ performances will vary 
meaning the potential benefits may not be realised in all water companies’ areas. 
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Summary: Analysis & Evidence Policy Option 4 

Description:  Prescriptive standardised approach  

FULL ECONOMIC ASSESSMENT 

Price 
Base 
2016 

PV Base 
Year  
2016 

Time 
Period 6 
years 
Years  N/A 

Net Benefit (Present Value (PV)) (£m) 

Low: N/A High: N/A Best Estimate: N/A 
2.  

COSTS (£m) Total Transition  
 (Constant Price) Years 

 
 

Average Annual  
(excl. Transition) 
(Constant Price) 

Total Cost 
(Present Value) 

Low        2.29  

1 

 2.27   12.13  

High        5.76  5.79  30.81 

Best Estimate 

 

      3.96  3.97  21.17  

Description and scale of key monetised costs by ‘main affected groups’  

Based on the undiscounted monetised cost estimates from our information requests, Option 4 is 
the cheapest option at £23.84 million across the industry, over 6 years from 2016-2022. This is 
due to the assumed lowest casework and implementation costs for water companies and the 
lowest familiarisation costs due to only one charging structure across the country for developers. 
However, and crucially, this does not include the one-off costs required in developing a new 
charging framework which we believe would be non-trivial. 

Other key non-monetised costs by ‘main affected groups’  

Option 4 is the most expensive option in terms of developing charging rules. This is because 
Ofwat and companies would need to work together to develop detailed prescriptive charges and 
charging methodologies. Option 4 is also a “one size fits all approach” which could be costly to 
customers whose circumstances do not suit this approach. Cheaper charges could become 
available if water companies were allowed to adjust charges to meet their customers’ needs.  

BENEFITS (£m) Total Transition  
 (Constant Price) Years 

 
 

Average Annual  
(excl. Transition) 
(Constant Price) 

Total Benefit 
(Present Value) 

Low  N/A 

    

N/A N/A 

High  N/A N/A N/A 

Best Estimate 

 

N/A N/A N/A 

Description and scale of key monetised benefits by ‘main affected groups’  

n/a 

Other key non-monetised benefits by ‘main affected groups’  

Option 4 provides greatest transparency to developers and other customers as all charges are set 
in a standardised way. Given the prescriptive nature of the charges, it is also likely to precipitate 
cost-reflectivity of charges. However, that would be done at an aggregate level as standardisation 
would lead to one size fits all charges. This latter aspect of this Option could reduce the benefit of 
cost-reflectivity. 

Key assumptions/sensitivities/risks 

 

 

 
Discount rate (%) 

discount rate = 3.5% 
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We assume that Option 1 "no action" (our counterfactual or benchmark option) is stable over time 
with no changes from the current economic regulatory framework. There might be further 
changes but those cannot be foreseen at this time.  
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1. Introduction 

This section discusses:  

 the purpose and broad approach of this document; 

 the responses to our consultation-stage impact assessment, in particular 

drawing out proposed areas for further consideration or change; and 

 our view and updated approach - we have acted on stakeholders’ views 

where this is merited, and sought and used additional evidence to further 

strengthen our impact assessment. We also consider a wider set of options 

than in our consultation-stage impact assessment.  

This is the final impact assessment regarding our charging rules for new 

connections. In this document we assess the impact of three scenarios where we 

apply charging rules in different ways from today for water companies wholly or 

mainly in England, and compare these against a counterfactual scenario (‘no 

change’).  

In assessing the case for change, we take into account a broad range of evidence. 

This includes a previous impact assessment carried out by the Department for 

Environment, Food and Rural Affairs (Defra), responses to our New connections 

charging – emerging thinking for discussion new connections – charging 

consultation, ongoing stakeholder engagement, and responses to two data requests 

we sent out in recent months. 

In carrying out the impact assessment, we have taken into account relevant policy 

and guidance issued by other government departments, including: 

 BIS’s Regulatory impact assessments: guidance for government departments;  

 our own policy on impact assessments; 

 Defra’s Impact Assessment on ‘Charging for water and sewerage infrastructure 

within new development’; 

 HM Treasury’s ‘Green Book: appraisal and evaluation in central government’; and 

 BIS’ ‘Better Regulation Framework Manual.’ 

Business Impact Target 

Our proposals here are not covered by the Business Impact Target. Administrative 

Exclusions B (Monopoly providers (or those with siginifcant market power)) 

http://www.ofwat.gov.uk/wp-content/uploads/2016/03/pap_con20160324connectcharge.pdf
http://www.ofwat.gov.uk/wp-content/uploads/2016/03/pap_con20160324connectcharge.pdf
http://www.ofwat.gov.uk/consultation/new-connections-charging-consultation/
http://www.ofwat.gov.uk/consultation/new-connections-charging-consultation/
https://www.gov.uk/government/collections/impact-assessments-guidance-for-government-departments
http://www.ofwat.gov.uk/wp-content/uploads/2016/05/pap_pos_2011impact.pdf
http://www.parliament.uk/documents/impact-assessments/IA13-19E.pdf
http://www.parliament.uk/documents/impact-assessments/IA13-19E.pdf
https://www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-governent
https://www.gov.uk/government/publications/better-regulation-framework-manual
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specifically excludes ‘the terms upon which access is provided to those networks 

and systems.’ 

Responses to our consultation-stage impact assessment 

In our new connections charging – consultation, we asked stakeholders whether they 

agreed with the approach we took to our draft impact assessment. We also asked for 

quantitative estimates of the potential benefits or costs and to highlight if we had 

missed anything. Ten water companies, two developers, three new appointees, four 

SLOs and one infrastructure consultancy commented on our impact assessment. 

Only one stakeholder provided data in response to our question on this, despite a 

number of stakeholders stating our impact assessment should include greater 

quantitative analysis (as discussed below).  

There was general support for our approach from water companies and new 

appointees. SLOs’ and developers’ views were more mixed. However, we will focus 

on the proposed areas for further improvement which are detailed below. 

 Benefits. Three water companies thought loss of standardisation would 

decrease transparency. One respondent said that they already provide their 

customers with charges schemes, so there would be no greater transparency. 

Some SLOs said that potential environmental benefits and the current first 

mover disadvantage were overstated.  

 

 Costs. SLOs and two water companies thought dispute costs would increase 

if water companies produce different charging schemes. A new appointee 

thought their publication costs should be considered.  

 

 Revised scenarios. Two stakeholders suggested that we include an option 

for a more standardised and prescriptive approach.  

 

 Quantitative estimates. Many developers and SLOs as well as one water 

company thought there was too little quantitative analysis. One water 

company said that implementation cost could not be known until water 

companies start their implementation, making accurate quantitative 

assessment difficult. 

 

 Competition. SLOs, some new appointees and an infrastructure consultancy 

raised a number of competition concerns with the current and proposed 

arrangements. Some stakeholders said further consideration of competition 

impacts was required.  

http://www.ofwat.gov.uk/consultation/new-connections-charging-consultation/


Appendix 6: Final Impact Assessment for New Connections charging rules  

11 

 

 Distributional analysis. Some respondents thought more detailed 

distributional analysis was appropriate, for example, regarding the impact on 

end-users and single site connections, moving off-site network reinforcement 

from the requisition to the infrastructure charge.  

 

 Impact of wider regulatory regime. One water company commented that we 

had not considered how our revenue cap impacts the incentive to invest 

ahead of need.  

Our view and updated approach  

We are grateful for the responses we have received and we have taken them into 

account in this impact assessment.  

 Benefits. We recognise that our assessment of the benefits is qualitative, so 

we do not pinpoint the precise impact. Our approach is informed by feedback 

from stakeholders on issues with the current regime. Regarding the benefits 

of transparency, we note that our proposed approach not only requires water 

companies to publish their charges, but also ensures, for example, that 

publication is comprehensive and timely, the services being offered are 

described appropriately, and upfront charges and/or methodologies are 

established.  

 

 Costs. We have requested the costs of our proposals on stakeholders. These 

are set out below.  

 

 Revised scenarios. We agreed that a standardised and prescriptive scenario 

was a valuable addition to our analysis. We also expanded our assessment of 

the deregulation scenario. 

 

 Quantitative estimates. We recognise that our draft impact assessment was 

qualitative by nature so, where possible and appropriate in this document, we 

will provide more quantitative analysis. We use evidence provided in response 

to our July consultation and to our informal requests for information. We have 

also undertaken sensitivity analysis.  

 

 Competition. We have strengthened our assessment of the competition 

impact and also included a specific competition impact assessment in annex 

1. 
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 Distributional analysis. We have considered distributional impacts in more 

detail.   

 

 Impact of wider regulatory regime. The issue raised is out of scope, so we 

do not consider it in this impact assessment.  
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2. Background 

This section discusses:  

 current charging arrangement in terms of the charges and how they apply; 

and 

 how the regime has been operating in recent years in terms of how water 

companies have been applying charges. 

Current charging arrangements  

Water-only companies (WoCs) and water and sewerage companies (WaSCs) have a 

duty to provide connections to provide water and wastewater services.  

New connections can result in additional upstream costs associated with extending 

or increasing the capacity of the network. These costs are generally paid for by a 

combination of developers’ contributions and end-users’ water bills. The charges 

levied on developers are intended to reasonably reflect the costs of the infrastructure 

triggered by the development. Charges and payments (asset payments and income 

offsets) are also intended to maintain a level playing field between developers and 

self-lay organisations. Different charges apply, depending on how the relevant 

infrastructure is provided.    

In figure 1, we show how new connections charges currently operate in practice.  

How the regime has been operating in recent years 

Under the current charging framework, Ofwat issues guidance and charges are set 

in out in primary legislation in the Water Industry Act 1991 (WIA91). During 

December 2015, we asked all water companies to complete a standardised template 

providing specific information on their new connection charging. For water 

connections, this was based on an activity under section 45 of the WIA91. For 

sewerage connections, the template assumed the developer had laid the new sewer 

itself and exercised the “right to communicate” with the water company’s existing 

public sewers under sections 106–108 of the WIA91. We asked water companies to 

provide us with the range of services and activities that formed the basis of their 

charges for these connections, what factors influenced these costs and why.  



Appendix 6: Final Impact Assessment for New Connections charging rules  

14 

The information revealed that many factors can influence the costs of new 

connections, and that water companies adopt different approaches to the way in 

which they build up their charges. For example, for sewerage connections, some 

water companies apply standard assessment and administration charges based on 

‘average time’ calculations, while others charge based on the actual time spent on 

certain activities.  

Although water companies update and publish their charging schemes each year, 

the information they provide varies both in detail, language and presentation. For 

developers, not only does this make comparisons between water companies difficult 

but it reduces the predictability of these charges. However, there is a fair amount of 

commonality in the types of services and activities that are included in water 

companies’ charges – and the factors that influence these. For example, most water 

companies charge an application fee rather than a security deposit towards the cost 

of the new connection work, and require payment based on their quoted amounts in 

advance of the work starting. 

Figure 1: Overview of new connections charges 

Source: Ofwat  

The charges for new connection services are listed below.   

Connection charges are paid by the developer to the water company. They recover 

the costs of connecting the premise to the water main or public sewer. 
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Requisition charges are paid by the developer to the water company. They recover 

the costs reasonably incurred by the water company in providing the assets to serve 

the new development, where costs exceed the income received from the premises 

served by the new development over 12 years according to the relevant deficit (RD)/ 

discounted aggregate deficit (DAD) calculation. Requisition charges also include the 

cost of network reinforcement triggered by the development. Not all new connections 

require a requisition. 

Infrastructure charges are paid by the developer to the water company when a 

premise is connected to the water company’s water supply or sewers for the first 

time. They contribute towards wider network reinforcement. They are a capped fixed 

charge which is the same across the country.  

Asset payments are paid to developers by the water company once the water 

company adopts the assets. Asset payments apply to only water assets. The 

calculation for the asset payment is the inverse of the RD/DADs calculation. 

Self-lay charges are paid by self-lay organisations (SLOs) to water companies. 

SLOs compete with water companies and new appointees for on-site works. The 

charge covers the costs the water company incurs in providing infrastructure or using 

additional capacity to supply a development where some of the assets are self-laid 

and some of the assets are required to be provided by the water company. Self-lay 

charges apply to only water supply assets.  

Quantitative analysis of the current charging framework  

In this section we define which are the costs and activities associated with delivering 

new infrastructure required to support new developments.  

The figures below are based on aggregate data for England and Wales that have 

been compiled from water companies’ forecasts from their business plans in PR14 

and from the June returns. We have included data for England and Wales due to a 

combination of data restrictions. 

Development growth 

Figure 2 shows the total number of expected new connections each year by the 

industry from 2015–2020. Total number of connections is an aggregate of household 

and non-household properties connected. Figure 2 shows that water companies 
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expect the total number of new connections to increase by on average 4% or 7,000 

per annum.  

Figure 2: Expected total number of new connections (000s) from 2015/16 – 

2019/20 

Source: water company business plans PR14 

  

140

145

150

155

160

165

170

175

180

185

2015-16 2016-17 2017-18 2018-19 2019-20

to
ta

l 
n
u
m

b
e
r 

o
f 

n
e
w

 c
o
n
n
e
c
ti
o
n
s
 (

0
0
0
s
)

time

industry



Appendix 6: Final Impact Assessment for New Connections charging rules  

17 

Costs and contributions new connections 

Figure 3 compares water companies’ actual capital expenditure to provide new 

assets for local distribution assets for new developments in water and wastewater. 

From 2004-2011, water companies spent more on capital expenditure for water than 

wastewater. Wastewater expenditure is more stable than water expenditure, as 

capex dips from 2007-2010 which may be a consequence of the recession around 

this time. No net deterioration of existing levels of service means that any 

infrastructure built as a consequence of a new development should have not affected 

existing customers, for example, their water pressure should not have fallen.  

Figure 3: Actual capital expenditure in new development (£m) from 2004/5 – 

2011/12 

 Source: Ofwat (June returns) 

In Figure 4 below, we compare expected costs and revenues to understand how the 

relationships move over time. We have used total contributions to ensure all charges 

are accounted for. Total contributions includes charges treated as revenue and 

capital contributions as water companies can choose to treat charges as either.   

In the water service, water companies are forecasting capital expenditure of around 

£115-150 million per year in new development. The associated level of grants and 

contributions that water companies forecast to be received, at around £100-130 

million per year, is comparable with this.  

In the wastewater service, water companies are forecasting to spend around £60-

100 million per year to provide new development infrastructure and meet changes in 
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sewage collected. The level of grants and contributions is expected to be around 

£50-70 million per year.  

Notwithstanding potential issues around the consistency and interpretation of data, 

the overall sum of contributions that water companies are forecasting to receive from 

their developer customers is significant at almost £1.1 billion for the 2014-20 period. 

This compares with the £1.3 billion of capital expenditure identified specifically to 

provide new development infrastructure over the same period.  

It is important to note that this shortfall does not imply that water companies are 

making excessive profits since we regulate their revenues through a ‘single-till’ 

approach. If water companies recover less revenue from developers, they are 

allowed to recover more from other customers, and vice versa should they recover 

more. 

Figure 4: Expected developer contributions and capital expenditure in new 

developments (£m) from 2014/15 – 2019/20 

Source: Ofwat (water company 2014 business plans) 
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Casework analysis 

Figure 5 below shows actual costs incurred by Ofwat’s casework team in the recent 
years. We also use these costs as a proxy to estimate the regulatory costs by Ofwat 
once charging rules have been developed.  

Disaggregation of costs per year, per case, and the number of cases shows the 

distribution and level of costs across case types. The cost per case is relatively low 

(around £6,000) which reflects a high number of small scale cases that are able to 

be resolved quickly. Section 45 cases have the highest total cost per year due to 

having the highest number of cases. The large number of these types of cases is 

mainly due to these cases typically involving individuals requesting a single new 

connection, often for the first time, rather than large developers that have typically 

requested new connections previously. Individuals that are requesting a new 

connection for the first time are less likely to know what the typical costs for providing 

a new connection are, and are therefore more likely to challenge the costs if they 

perceive them to be higher than expected.  

Figure 5: Total estimated casework costs (£1000s) from 2012-2016 

Source: Ofwat 
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3. Rationale for intervention  

This section discusses:  

 issues with current arrangements and shows that the current regime is not 

operating satisfactorily; 

 market failures and inefficiency in the water sector which mean that 

government intervention is required; and 

 recent legislative and other changes which mean that we can now alter the 

current charging regime by introducing new charging rules.  

Issues with current arrangements 

Concerns over current charging rules have been raised by two influential reviews: (i)  

the independent review of competition and innovation in water markets (the ‘Cave 

review’) and (ii) the review of Ofwat and consumer representation in the water sector 

(the ‘Gray review’), both of which identified issues with the current charging 

framework.  

In addition, we receive intelligence about the shortcomings of the current framework 

from disputes over our determinations and through stakeholder engagement. The 

key issues with the current regime are as follows.  

Figure 6: issues with the current new connections charging framework 

Issue Detail 

Administrative 

burden 

Calculations of charges can be complex. Water companies must also 
carry out a true-up to adjust for differences between estimates and 
actual costs. Ofwat has made a large number of determinations.  

Risk of double 

charging 

Perception that water companies charge twice for network 
reinforcement in the requisition and infrastructure charge. 

Unclear 

incentives to 

self-lay that 

Difficult for developers to compare costs due to the lack of 
transparency. Self-lay organisations (SLOs) are concerned they are at 
a competitive disadvantage because self-lay charges cover different 
costs across different water companies. They are only entitled to asset 
payments for water assets and not sewerage assets. 



Appendix 6: Final Impact Assessment for New Connections charging rules  

21 

Issue Detail 

may harm 

competition 

A ‘first mover 

disadvantage’ 

The first development in an area often pays more for network 
reinforcement than subsequent developments in that area. Also, there 
are differences between water companies’ approaches taken to share 
costs between customers when upstream works serve more than one 
development. 

Arbitrary 

calculations 

Little economic rationale for the calculation of the RD/DADs formula or 
why asset payments are made to only self-laid water mains and not 
sewers.  

Weak price 

signals 

Infrastructure charges are fixed across water companies. There are 
weak price signals to encourage developers to build in areas where 
there is existing network capacity, leading to inefficiency. 

Lack of 

transparency 

Developers are unclear what they are paying for as costs are not 
broken down in their bills. Water companies interpret ‘recovering 
reasonable costs’ in different ways leading to a lack of trust between 
water companies and stakeholders. 

Interactions 

with planning 

framework 

Developers have raised concerns that water companies use the 
statutory planning framework to make developers fund network 
reinforcement. The WIA91 does not cover this route but the fact that 
some water companies and undertaking this route indicates a failure of 
the current framework. 

Investment 

ahead of need 

Water companies are concerned that the current framework does not 
facilitate investment ahead of need. Water companies may be 
reluctant to invest ahead of need because of distributional issues of 
who should bear the costs, either developers or bill payers.   

Predictability 

of charges 

It is hard to predict costs due to the differences between estimates and 
actual costs, and complex formulae.  

Delays 

Complex modelling required for offsite network reinforcement can 
create delays in housebuilding. Delays also increase operating costs 
beyond their efficient level for developers. 
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Market failures and inefficiency 

Water companies are regional monopolies. There therefore needs to be some 

degree of intervention to prevent their behaviour from leading to market failures and 

inefficiency. 

In the absence of intervention, water companies have little incentive to publish 

charges that are transparent and promote competition for contestable developers’ 

services. Without intervention, there is a risk that water companies would use their 

monopoly power and prevent on-site competitors (self-lay and new appointees) from 

gaining business.  

There is also a risk that levels of customer service would not be optimal. Water 

companies’ monopoly positions do not incentivise them to produce information in a 

timely manner, consult with stakeholders or innovate. Therefore developers 

potentially face inefficient charges with little choice over who they contract with to 

build new connections.  

Recent legislative, regulatory and other changes 

As part of our approvals process under current legislation, we published a set of 

‘charging principles’ for water companies and new appointees to comply with in 

developing their charges. In conjunction, we published a set of more detailed 

‘charging guidelines’ which provide further details on how we consider the principles 

should be implemented. This ‘approval’ charges framework is burdensome and does 

not encourage companies’ ownership of their charges.  

 

The Water Act 2014 sets out changes to the existing charging framework. It enables 

Ofwat to set charging rules with which water companies must comply. The Water Act 

2014 also removes the requirement for Ofwat to approve water companies’ charges 

schemes. As a result, we have progressively moved to an approach where water 

companies are accountable for producing their charges and provide assurance 

statements that they have complied with relevant requirements. This is in line with 

our risk-based approach to regulation. Charging rules are crucial to sustain our long-

term view to ensure a stable and predictable regulatory framework that protects 

consumers, facilitates efficient investment and contributes to sustainable growth.    

 

In producing our rules we had regard to Defra’s guidance. On 7th December 2016, 

Defra published its final charging guidance ‘Water industry: guidance to Ofwat for 

water and sewerage connections charges’ along with a summary of responses to its 

draft charging guidance ‘Consultation on the guidance to Ofwat for new water and 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/575368/ofwat-charging-guidance-sewerage-connection-charges.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/575368/ofwat-charging-guidance-sewerage-connection-charges.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/575371/charging-guidance-connection-consult-sum-resp.pdf
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sewerage connections charges: Summary of responses.’ There were no material 

changes to the principles of Defra’s guidance from the version it consulted upon. 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/575371/charging-guidance-connection-consult-sum-resp.pdf
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4. Our option appraisal  

This section discusses:  

 the four options we have considered in this impact assessment. Each option 

is given equal levels of consideration; 

 our assessment criteria – we use three main criteria, although each of these 

includes sub-categories; and 

 a summary of our option appraisal –  we assess the four options we have 

identified and discuss how we arrived at our choice of the best option. Our 

approach involves monitoring water companies’ implementation. This means 

our assessment could change in future as we learn from this.  

The options 

We assess our proposed options in this impact assessment against the ‘No change’ 

scenario which is described below.  

Option 1: No change 

Under this Option, there would be no introduction of charging rules. Stakeholders 

and Ofwat would continue to use the current charging framework. This Option would 

not address the problems identified but would also not create additional concerns or 

have unintended consequences.  

Option 2: Deregulation 

This Option would involve us making minimum use of powers introduced by the 

Water Act 2014 and setting only the rules required so that water companies can 

follow Defra’s guidance, but without many of the more detailed rules we proposed as 

part of our consultation, e.g., specific publication requirements, rules about balancing 

of infrastructure charges with costs, etc. In practice, this would mean that Ofwat 

would have limited ability to influence the detail of how water companies set their 

charges.   

Under this scenario, water companies have more ownership/ flexibility in developing 

their charges, although they still have to comply with competition law and other 

relevant legal requirements. Ofwat has powers to take action if there was a breach of 
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competition law and/or charging rules. This Option therefore relies on our ex post 

rather than ex ante regulatory powers and requires water companies to interpret the 

legislation on their own.   

Option 3:   Principle-based approach 

This Option proposes the introduction of a set of principle-based rules for the 

provision of new connection services and augmenting these with rules to address 

specific issues identified as part of our policy development process.  

This Option takes into account learnings from Defra’s guidance to us, regulatory best 

practice, how the current regime has operated to date and stakeholders’ views. This 

Option would allow Ofwat to influence the direction of travel of the changes without 

curbing innovation or imposing great cost on the industry. It would, however, not lead 

to the same degree of transparency as Option 4 (below).  

Option 4:  Prescriptive and standardised approach 

This Option involves Ofwat providing a wide range of detailed rules and prescribing 

the methodology to use in calculating charges.  

In practice, this would require companies to have a deep understanding of their costs 

and have a robust reporting/ billing and granular cost system in place that is 

necessary to develop robust and accurate charges. It would also involve Ofwat 

determining a single approach to charging. Under this scenario, companies have 

less flexibility in developing their charges and potentially fewer opportunities to 

customise their charges. On the other hand, charges are cost-based and there is 

more transparency. 

Our assessment criteria  

For our updated, final impact assessment, we have decided to use the following 

assessment criteria listed below.  

1: Meeting our objectives: Our statutory objectives are set out in section 2 of 

WIA91 as amended. These objectives include, for example, to further the consumer 
objective, to protect the interests of consumers, wherever appropriate by promoting 
effective competition for contestable developers’ services, and to further the 
resilience objective.  
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Our assessment against this criterion is informed by each options’ potential impact 

against the following sub-categories: 

i. economic benefits – this includes the scope for innovation, tailoring charges 

to fit local circumstances, transparency and predictability of charges; 

ii. protecting the environment; 

iii. competition; 

iv. economic costs – this includes the implementation costs, on-going costs, 

cost of disputes, etc.; and 

v. distributional impacts – this includes whether charges are fair. 

2: Addressing issues:  This considers whether each option addresses each of the 

specific market failures identified in section 3. Options which score poorly on this 
criteria would generally be expected to have low stakeholder acceptability. 

3: Practicality, this relates to:  

i. complying with Defra’s guidance – Defra’s principles include transparency, 

fairness, predictability and environmental protection; and 

ii. flexibility – includes the ability of companies to change their charging 

methodologies and schemes, as well as Ofwat’s abilities to adapt its proposed 

rules as the market develops. 

Our preferred option 

We consider that Option 3 is the best option. It strikes the right balance between 

intervening in the market to address well-documented existing issues but without 

imposing a heavy burden on companies to carry out immediate detailed assessment 

of their costs. This Option would also leave space for the water companies to 

innovate, which a highly prescriptive, standardised changes would not. (See figure 

7.) 
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Figure 7: potential benefits of standardisation and flexibility and innovation 

Source: Ofwat 

We will build in an additional, transitional year between issuing our rules and them 

taking practical effect in April 2018. This will:  

 help ensure that the new charging regime is implemented in a way that takes 

full account of – and is responsive to - customers’ views; and 

 allow Water UK to explore the possibility of a more harmonised approach to 

implementation, which would reduce the risk of arbitrary differences in 

companies’ implementation, whilst still allowing companies to introduce 

innovative tariffs.  

We will monitor the development of companies’ charging arrangements, continue to 

engage with stakeholders and step in, if required. This approach does not preclude 

us mandating further standardisation or further guidance during the transitional 

period or subsequently should the circumstances warrant it. Nor does this approach 

prevent the sector working collaboratively with developers towards standardisation. 

Summary of the impacts
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 Figure 8: Summary of the impacts 

Source: Ofwat
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5. Our detailed assessment of the impacts 

Our criteria for meeting our objectives are set out below. 

Economic benefits 

The economic benefits can be categorised by: 

 improved allocative efficiency - this might occur, for example, with higher 

transparency, more cost-reflectivity, flexibility and a more proportional approach, 

e.g., future infrastructure charges could be set to incentivise reduced water 

consumption and encourage the location of developments in areas which require 

less network reinforcement; 

 

 improved productive efficiency - this might occur with more predictability, 

transparency, flexibility and elimination of unfair impediments, e.g., through 

increased competition for contestable activities which could help drive down 

costs1; and 

 

 improved dynamic efficiency - in cases where there are more incentives to 

innovate and increase productivity, e.g., through creating more of a market and 

the incentive to develop and install water-efficient solutions.  

The economic benefits for each option, relative to Option 1 “no change”, are set out 

in figure 9.

                                            

 

1 The introduction of competition in other industries might lead to significant benefits. For example, 
Rowson (2000) acknowledges the potential benefits of competition in England and Wales’ water 
sector and Foellmi and Meister (2012)1 prove that competition in the water can theoretically lead to 
productive efficiencies in water services. 
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Figure 9: Economic benefits of options 

Economic 
benefits 

Option 2 

deregulation 

Option 3 

Principle-based approach 

Option 4 

Prescriptive standardised approach 

Encourage 

innovation 

 

Water companies can develop 
new charging structures. 

More freedom to set charges 
allows innovation but the degree 
of freedom granted under this 
Option also increases the 
opportunity to set anti-
competitive charges.  

Water companies can develop new charging 
structures. 

Southern Water is already working with 
WaterWise to pilot giving discounts to 
developers who install water efficient fittings. 

Charges cannot easily adapt to 
market developments, adjust to 
water company specific 
circumstances or meet all 
customers’ needs. This may have a 
knock-on effect on competition as 
standardisation will lead to a “one 
size fits all” approach which is likely 
to be more advantageous for some 
customers than others. 

Cost 

reflectivity 

Theoretically, water companies 
would have the flexibility to 
introduce more cost-reflective 
charges which can send 
locational signals that facilitate 
efficiency and protect the 
environment but not the 
obligation. 

 

Infrastructure charges become gradually 
more cost reflective without reverting to “one 
size fits all”. 

Whilst in theory this Option puts the 
greatest emphasis on cost-
reflectivity, it may not achieve it in 
reality. This is because a one-size 
fits all approach won’t allow water 
companies to flex their 
arrangements in light of local 
circumstances, e.g., to adjust 
infrastructure charges in light of local 
water scarcity. 

Predictability 

Stakeholder engagement 
informs us that water companies 
want to reduce complexity which 
could increase predictability. 

Increase in predictability. Companies must 
provide an option of paying charges up front, 
publish two months ahead of implementation, 
and have charging methodologies that allow 

Most predictable as charging 
structure is the same across the 
country. 
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Economic 
benefits 

Option 2 

deregulation 

Option 3 

Principle-based approach 

Option 4 

Prescriptive standardised approach 

 

Charging structures could vary 
across the country and could 
make it hard for developers to 
make estimates at the point of 
acquisition. 

Risk that water companies might 
publish or consult too close to 
the time of implementation. 

developers to make reasonable estimates at 
the point of acquisition.  

Water UK is working with the industry to 
implement new charging rules. They will 
explore a collaborative approach to 
implementation which could reduce arbitrary 
variations across water companies’ charges 
schemes. 

Rules can make sure that 
consultation and publication give 
stakeholders enough notice of new 
charging schemes. 

Transparency 

Water companies can set high 
level principles, but water 
companies may interpret to 
varying degrees. 

Rules increase transparency over publication 
of charges and charging methodology. 

Transparency can promote competition as 
developers can compare contestable charges 
more easily. 

Prescriptive and standardised rules 
can mimic transparency rules set out 
for Option 3 as they apply to all 
water companies. 

 

Reduce 

regulatory 

burden  

This Option has the lowest one-
off cost of developing charging 
rules but it has the highest costs 
in the six years from 2016-2022. 

Overall, Option 2 is the most 
costly. 

Proposals facilitate faster connections due to 
water companies being able to set simpler 
charges, i.e., new infrastructure charges can 
reduce the need for ad hoc upstream network 
reinforcement modelling. 

Option 3’s one-off costs of developing 
charging rules and costs in the six years from 
2016-2022 are the second highest.  

Overall, Option 3 is the least costly. 

Option 4 has the highest one-off 
costs of developing charging rules 
but has the lowest costs in the six 
years from 2016-2022.  

Overall, Option 4 is the second most 
costly. 

Source: Ofwat
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Environmental benefits 

Option 2: Deregulation and Option 3: Principle-based Approach 

Both approaches would encourage water companies to consider the impact on the 

environment, by requiring water companies to consider protection of the environment 

when creating their charging arrangements. Removing licence condition C - which 

puts a cap on the infrastructure charge – would facilitate water companies to do this. 

Water companies will have the flexibility to determine the charging methodology for 

their off-site reinforcement costs, e.g., based on the expected litre-per-second 

demand of the development. 

Option 4:  Prescriptive and standardised approach 

Ofwat could require water companies to set specific charges that protect the 

environment. However, Ofwat would have less information on the specific issues in a 

water companies’ region, meaning that any approach we might set would be less 

tailored and could be less effective. For example, this Option would limit water 

companies’ ability to pilot new methods like Southern Water’s work with WaterWise, 

which could reveal valuable information about how best to implement the scheme 

more widely.  

Competition 

Option 2: Deregulation  

This Option would rely on competition law and could also involve Ofwat setting a 

principle that water companies set their charges in a way which promotes 

competition for contestable developers’ services. This would be a flexible and 

pragmatic approach generally, but there are specific areas of concern we – and 

stakeholders – would have with this approach.  

Option 3: Principle-based Approach 

Our proposed approach is similar to Option 2, although we also propose some rules:  

 requiring that an asset payment is equivalent to any income offset – this 

approach is key to ensuring SLOs have a fair margin; and 
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 requiring non-discrimination in the level and timing of charges by competitors to 

the incumbent for non-contestable work – this has been an area of concern from 

some incumbents’ competitors.  

Option 4:  Prescriptive and standardised approach 

This option limits some of the potential benefits from competition because water 

companies wouldn’t be able to set innovative new charges to compete against SLOs 

for on-site works. However, customers may benefit from water companies being 

incentivised to improve other aspects of charging, such as customer service and 

timing, in order to remain competitive. 

Economic costs 

We consider our proposal would lead to increasing economic costs that can be 

categorised as:  

 one-off or implementation costs; 

 complexity costs; or 

 regulatory burden costs. 

We asked stakeholders for information to understand the costs and savings of each 

option compared to the status quo. For simplicity we have analysed the aggregated 

total costs. The figures below summarises the short and long run economic costs for 

each option compared to Option 1 “no change”. It is worth mentioning that the total 

costs figures are undiscounted. 

In this section, we present the monetised and non-monetised impacts on economic 

costs under each option at an industry-level. Where possible we present a 

quantitative assessment to clarify the impact of our proposals, including setting any 

circumstances necessary for benefits and costs to arise. The main indication from 

monetised economic costs analysis is that that stakeholders clearly consider that the 

higher level of flexibility and lower level of protection would make the deregulated 

framework (Option 2) the most expensive across all the Options. This is mainly 

driven by higher casework costs from potential competition cases and an increase in 

the ongoing monitoring and enforcement costs.  

However, we are conscious that only part of the economic costs have been 

monetised but our economic costs appraisal will also consider the scale of the key 
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non-monetised costs. In particular we expect the non-monetised costs to reflect 

some one-off administrative costs associated with developing the new charging 

framework. We expect that such costs are likely to be particularly high for Option 4 

“prescriptive standardised approach” tipping it from the least expensive option 

(based on monetised costs) to potentially the most expensive one (based on all 

costs: monetised and non-monetised). For example, Option 4 will require companies 

to collect detailed and granular cost data. Although granular data is desirable from a 

regulatory perspective, it might be very difficult and costly to obtain in time for the 

implementation of these rules. That said, we would expect this information to 

become available over time as we consider it important that water companies 

understand the detail of their cost base.  

Our cost analysis does not explicitly quantify these costs (with the result that the 

monetised economic costs are under-estimated), mainly for the following reasons:  

 we found that generally these costs were not entirely captured in the 

estimates provided through our request of information; and 

 we were not confident we could obtain robust enough estimates of these 

costs without unduly withholding the introduction of the new rules for the 

market participants. 

The above considerations will have a significant impact on costs especially under an 

Option 4 “prescriptive standardised approach”.   

Having considered all the monetised and non-monetised costs, Option 3 results as 

the most cost-effective proposal (apart from Option 1 which is the cheapest Option 

as it involves no change). Option 2 and Option 4 (compared to Option 3) are mainly 

ruled out by relatively higher casework costs and one-off development costs 

respectively.   

Below we set out how we aggregated the total economic costs under each option 

and the main limitations of our analysis. We identified the total economic costs by the 

sum of the following cost categories. 

Total implementation costs faced by Ofwat in the next six years. For simplicity, 

these are estimated based on casework costs in dealing with new cases. This is 

likely to be a conservative estimate, especially for Option 4, given that it does not 

include one-off costs in developing a new charging framework and the raised 

familiarisation costs in understanding such a system. Whether or not we could 

monetise these costs, we have reasons to believe they will increase. A possible 

indication of the scale of these costs can be based on the resources used by our 

charging team under the previous charges approval framework. Until 2011, we had 
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around seven people working full-time on monitoring and approving charges. Under 

our risk-based approach we have moved to high-level monitoring and assurance – 

relying on companies to ensure their own compliance with the charging rules. This 

means that we now use only minimal resources on routine monitoring of charges, 

approximately one person working full-time on this, as long as we have not identified 

any major risks to customers or market participants. It has not been possible to 

determine the higher costs incurred by developers and companies under the 

previous charges approval framework. However it would seem reasonable to 

assume that companies and developers had at least similar levels of costs 

associated in setting up, maintaining and understanding a new charging framework.   

This should give an indication of the minimum one-off costs to develop a prescriptive 

standardised charging framework.   

Total implementation costs faced by companies and developers in the next six 

years. These are based on the cost estimates gathered through our request of 

information in October. As we noted above, we have reason to believe that in our 

request for information the one-off costs required to develop and set up a new cost 

accounting system under a prescriptive and standardised approach were not 

completely captured. This may in part be due to different interpretations of 

implementation and regulatory costs as we didn’t explicitly say in our information 

request what the process of developing charging rules would be.  

 

It is also worth noting that in estimating casework costs under Option 4, we 

considered the best case scenario in terms of costs. Our charging rules will take 

practical effect from April 2018. We consider it unlikely that companies (and Ofwat) 

would be able to develop a robust and accurate cost system within that timeframe. 

This might increase the probability that the new charging system would send biased 

and inaccurate price signals with consequent negative impacts on the environment, 

competition and final customers. We also consider that delaying the implementation 

of the rules until such time that we can derive new prescriptive standardised rules 

with confidence would be detrimental to the development of the market for new 

connections.  
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Total implementation costs  

In October we carried out two informal requests for information with the final aim to 

gather cost estimates of the additional costs and savings (compared to Option 1 “no 

change”) required to implement the other options we consider.  

 

We asked stakeholders to provide estimates on: 

 implementation costs and savings;  

 regulatory costs and savings; and  

 other costs and benefits.  

 

We suggested how the regulatory costs can be categorised by: 

 casework activity in dealing with new disputes (i.e., costs of time/resources 

taken to resolve potential disputes); 

 stakeholder engagement; 

 regulatory reporting; 

 assurance activity (i.e., all auditing and review services with the goal of 

improving information and ensuring the information provided is correct)  

 legal costs in dealing with new disputes (e.g., costs related to dispute 

resolution); and  

 other.  

We clarified that this was not an exhaustive and prescriptive definition and we 

encouraged stakeholders to provide the information in the format they thought was 

the most suitable.   

We received a number of responses from 11 stakeholders including water 

companies, developers and sector-specific consultancies who provided data on a 

confidential basis. We have not independently verified the costs they provided, 

although we have taken steps to ensure we use and interpret the information 

appropriately, as discussed later.  

We also calculated high and low sensitivities based on a simple plus or minus 50% 

adjustment to the central estimate, to account for uncertainty over costs given the 

range of estimates provided by water companies, and the fact that the future design 

of the market might change since we published an update on new connections 

charging rules consultation in October. The assumptions and methodology behind 

figures 10-15 are in the economic costs section below. 

Figure 10 below summarises the results of our analysis based on respondents’ 

estimates and casework estimates. This anticipates that stakeholders consider that 

http://www.ofwat.gov.uk/wp-content/uploads/2016/07/Update-on-new-connections-charging-rules.pdf
http://www.ofwat.gov.uk/wp-content/uploads/2016/07/Update-on-new-connections-charging-rules.pdf
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the standardised and prescriptive approach (Option 4) and principle-based approach 

(Option 3) would require lower total implementation costs compared to a deregulated 

framework (Option 2).  

Figure 10: Industry-level total implementation costs (£m) over 6 years from 2016-

2022 (rounded) 

Total 

implementation 

costs  

Option 2 – 

deregulation 

Option 3 – 

principle-based 

approach 

Option 4 – prescriptive 

standardised approach  

Low Case  33.33   16.1   13.48  

Central Case   58.9   28.38  23.84 

High Case   86.16   41.52   34.87  

Source: responses to Ofwat’s information requests 

Our central estimate for the total implementation costs under Option 2 are almost 

double those under Option 3 and 4.  

Figure 11 shows the aggregated results of our sensitivity analysis. Option 4 is best 

on almost all the assumptions. However, this is only for the monetised portion of the 

costs.  
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Figure 11: Range of cost estimates by Option over 6 years from 2016-2022 (rounded) 

 

Source: responses to Ofwat’s information requests 

Distributional impacts 

Fairness 

Feedback from stakeholders suggests they perceive charges arrangements as unfair 

where: 

 the amount they are charged for a service is disproportionate to the costs of 

providing it; 

 it is unclear why they need to pay for a certain service, what services are being 

charged for or indeed whether the service has been provided at all; and 

 the principles for setting charges differ between groups of customers.   
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Option 2: Deregulation  

Fairness of charges would be a principle we would require in this scenario. We would 

expect that water companies would aim to introduce fair charges and their consultation 

with stakeholders would help to inform this assessment. Consultation will be an 

important element of this approach, given there may be different views on what 

fairness entails.  

Fairness cannot be guaranteed as water companies’ approaches would likely vary 

significantly across the country. A consequence of this is that water companies may 

decide to change the balance of changes between developers and other customers, 

if, for example, income offsets were deemed unfair. This could go against the principle 

in Defra’s charging guidance, and which we have also incorporated into our rules, 

regarding the balance of costs between customers and developers.  

Fairness may prove quite a challenging principle to enforce, due to its subjective 

nature and the likely requirement for trade-offs needing to be made should 

stakeholders have different views of what fairness entails.  

Option 3: Principle-based approach 

Our proposals under Option 3 require that: 

 infrastructure charges will cover, over each period of five consecutive charging 

years ending on 31 March 2022 and, thereafter, 31 March in each subsequent 

year,  the costs of network reinforcement that the relevant undertaker reasonably 

incurs, less any other amounts that the relevant undertaker receives for network 

reinforcement; 

 charging arrangements must explain how each charge has been calculated or 

derived; 

 water companies must ensure the balance of charges between developers and 

other customers in 2016/17 is broadly maintained; and 

 consistent principles and approaches must be applied to the calculation of 

charges for different classes of customer. 

Therefore, this approach helps to give confidence that key issues related to fairness 

will be delivered.  
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Option 4:  Prescriptive standardised approach 

This is more of a ‘one size fits all’ approach which is fair in the sense that all 

customers receive the same charging structures. However, issues could arise where 

more appropriate, alternative solutions would have to be disregarded due to the 

inflexibility of the charging rules.   

Distributional analysis 

In this section we consider the aggregate distributional analysis for each option on 

each stakeholder. We have also provided a distributional analysis of charging 

structures in Annex 3 for further reading. Our assumptions and methodologies 

behind figures 10-15 are set out under the economic cost estimates in section 6. 

Costs 

As part of our distributional analysis, in figure 12 we present the breakdown of total 

implementation costs at the industry level over 6 years from 2016-2022 for different 

stakeholders. 

Figure 12: Industry-level total implementation costs (£m) by stakeholder over 6 years 

from 2016-2022 (rounded) 

Relevant 

Stakeholders’ 

category    

Option 2 – 

deregulation 

Option 3 – principle-

based approach 

Option 4 – 

prescriptive 

standardised 

approach    

Ofwat   1.10   0.57   0.57  

Water companies   32.96   15.86   13.27 

Developers   24.84   11.95   10.00  

Total   58.90   28.38   23.84 

Source: responses to Ofwat’s information requests and Ofwat 

In figure 12, Option 1 is the cheapest Option post-implementation as it involves no 

change. At the aggregate level post-implementation, we anticipate that Option 2 

would be the most expensive and Option 4 is the cheapest after Option 1. Although 

Option 3 is marginally more expensive than Option 4 by £4.5 million, it is important to 

note that this figure does not take into account the costs of developing new charging 

rules. 
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The above total costs in Figure 12 need to be integrated by our analysis on non-

monetised costs, especially on one-off implementation costs. We expect Option 2 to 

be the least costly as minimal costs are required by Ofwat to produce high level rules 

and we would expect companies to use resources efficiently to develop charges as 

they are incentivised to minimise costs via the price control. For Option 4, the costs 

of developing charging rules would be the most expensive due to both companies 

and Ofwat having to develop charges and charging methodologies together. This is 

because Ofwat would need to be informed by all companies how new connections 

charging works in their areas. For Option 3, we would expect the costs to be less 

than Option 4 as Ofwat would bear the cost of developing charging rules and only 

companies would bear the costs developing charges and charging methodologies. 

Specifically, figures 13 and 14 present a range of estimates of total implementation 

costs faced by water companies and developers, at an industry level in the next six 

years based on the data gathered from our information requests.  

Water companies  

Figure 13: Water companies’ total implementation costs (£m) over 6 years from 

2016-2022 (rounded) 

Water 

companies’ 

implementation 

costs  

Option 2 – 

deregulation 

Option 3 – principle-

based approach 

Option 4 – 

prescriptive 

standardised 

approach  

Low Case 20.36 9.78 8.13 

Central Case  32.96 15.86 13.27 

High Case  47.25 22.74 19.02 

Source: responses to Ofwat’s information requests 

Figure 13 shows that water companies expect higher implementation costs under 

Option 2 than under Options 3 and 4. This estimate was driven mainly by higher 

casework and legal costs (in dealing with new potential competition case 

investigations). As highlighted by some respondents, other major drivers include 
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costs in dealing with more complexity and understanding new charging approaches. 

For example, this might involve holding a workshop. We are aware of this and we 

considered it in our informal information request where we asked for cost estimates 

in engaging with stakeholders. Option 3 is marginally more expensive than Option 4 

which could be due to water companies having to develop charges (albeit not in 

isolation from Water UK’s work). However, Option 4 omits an important element of 

cost associated with water companies having to generate detailed accounting 

information within a short period of time. 

In particular one water company provided negative cost estimates related to the 

implementation of Option 3, assuming a reduction of departmental costs and 

casework costs in dealing with disputes.        

Developers  

Figure 14 shows the total implementation costs we calculated based on the data 

provided by developers - the main assumptions are summarised in Chapter 6. The 

Table shows that Options 3 and 4 would lead to lower costs compared to Option 2 

“deregulation.” Option 4 is the least expensive option compared to the status quo for 

developers because it involves the lowest familiarisation costs as there is only one 

charging structure across the country. Developers may also expect few costs from 

complaints due to greater clarity over rules. Slightly higher costs are estimated for Option 

3 compared to Option 4 due to more than one charging structure existing. As developers 

raised concerns over charges increasing, it is important to note that if charges did 

increase, the single till would mean that charges for other customers would fall. However, 

rule 19 prohibits water companies from changing the broad balance of costs between 

developers and end-users so we do not foresee significant increases in costs to 

developers. 

Figure 14: Developers’ total implementation costs (£m) over 6 years from 2016-2022 

(rounded) 

Developers’ 

implementation 

costs  

Option 2 – 

deregulation 

Option 3 – principle-

based approach 

Option 4 – 

prescriptive 

standardised 

approach 

Low Case  12.42  5.98 5.00 

Central Case   24.84  11.95 10.00 

High Case  37.26 17.93 15.00 

Source: responses to Ofwat’s information requests 

Ofwat  



Appendix 6: Final Impact Assessment for New Connections charging rules  

43 

Figure 15: Ofwat casework costs (£m) in the six years from 2016-2022 (rounded) 

Ofwat casework 

costs  

Option 2 – 

deregulation 

Option 3 – principle-

based approach 

Option 4 – 

prescriptive 

standardised 

approach 

Low Case 0.55  0.28 0.28 

Central Case  1.10 0.57 0.57 

High Case  1.65 0.85 0.85 

Source: Ofwat  

For practicality, we used the expected costs incurred by the Ofwat casework team as 

a proxy of their regulatory burden. These are based on the estimated number of 

future litigation cases and related costs, distinguishing between complex and simple 

cases. As highlighted by some respondents, it is difficult to know whether local 

charging arrangements will make the situation with disputes/local challenges better 

or worse in the future. We recognise this and for this reason we estimate a potential 

increase of disputes in the short term which increases costs. It is important to note 

that these costs may be higher in reality as Ofwat’s casework team works with other 

areas of Ofwat to resolve disputes. For simplicity and proportionality, we have not 

included these costs. Based on costs alone over the next 6 years from 2016-2022, 

Options 3 and 4 present the same cost estimates of Ofwat. However, in the long run 

we expect Option 3 to be less costly in terms of casework as it is more able to adapt 

to market developments than Option 4. Also on this, it is worth noting that the 

casework costs for Option 4 were based on the best-case scenario that a 

prescriptive standardised approach is set up correctly and there are not unintended 

consequences resulting from inaccurate charges and biased price signals.  

Criteria 2: Addressing known issues 

Figure 16 sets out the degree to which each Option would address each of the 

issues identified in section 3 above. The ‘do nothing’ Option is not included in the 

table as it will not address any of the key issues previously identified.  
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Figure 16: How our proposals address known issues  

Issue Option 2: Deregulation Option 3: principle-based approach Option 4: Standardisation and 
Prescription 

Administrative burden Water companies would like 
to simplify current charges 
which would reduce 
administrative burden.  

Potentially higher 
administrative burden from 
complaints and queries if 
companies do not publish 
charging methodologies. 

Allows water companies to develop 
their own charging schemes so they 
are not bound by using complex 
calculations. Requires water 
companies to set out a series of 
upfront fixed charges. This may 
reduce the administrative burden from 
complaints as charges will be better 
understood by all stakeholders. 

Level of prescription and 
complexity of charges would 
determine the administrative 
burden of rules. 

Risk of double 

charging 
The perception of double 
charging would not be 
addressed.  

Sets a single charge to cover off-site 
network reinforcement triggered by a 
new development. 

Can set a single charge to 
cover off-site network 
reinforcement triggered by a 
new development. 

Unclear incentives to 

self-lay that may harm 

competition 

Poor incentives for 
companies to set charges 
that promote competition 
and self-lay.  

Water companies would clearly show 
which charges are associated with on-
site and off-site works. In the long run, 
we may introduce asset payments for 
wastewater, subject to understanding 
what the potential impact would be. 

Rules could promote a level 
playing field like Option 3 as 
they apply to all companies. 

A ‘first mover 

disadvantage’ 
This would depend on the 
charging structure adopted 
by companies. However, 
poor incentives for 

Water companies to set a fixed 
infrastructure charge for an area. This 
removes the first mover disadvantage 
as infrastructure costs are averaged 

Rules could prescribe a fixed 
infrastructure charge to 
remove first mover 
disadvantage.  
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Issue Option 2: Deregulation Option 3: principle-based approach Option 4: Standardisation and 
Prescription 

companies to remove first 
mover disadvantage. 

out across developers in that given 
area. 

Arbitrary calculations Water companies have the 
freedom to set charges 
using arbitrary calculations, 
and high level principles 
over stakeholder 
engagement would result in 
varying degrees of 
engagement to check the 
rationale of charges. 

Water companies must prove the 
balance of costs between developers 
and customers is broadly maintained. 
Charges to be developed in 
consultation with stakeholders. This 
should reduce the existence of 
arbitrary calculations as stakeholders 
should understand the rationale 
behind charges. 

Some calculations may not 
apply to all sites or water 
company circumstances. It is 
likely some arbitrary 
calculations would exist. 

Weak price signals Water companies may 
choose to send locational 
signals and charges that 
help protect the environment 

As Option 2. In addition, water 
companies must consider the role of 
charging structures that send 
environmentally beneficial price 
signals to developers.  

Rules could prescribe 
charging methodologies that 
send environmentally friendly 
price signals, although setting 
a one size fits all approach 
would be challenging given 
the circumstances of 
companies vary.  

Lack of transparency Poor incentives for water 
companies to improve 
transparency for competition 
reasons. An increase in the 
administrative burden. 

Water companies to publish a single 
document with their charges for new 
connections. Those charges must be 
developed in consultation with key 
stakeholders. 

Rules could make all water 
companies adhere to 
transparency rules in Option 3. 

Interactions with 

planning framework 
This would not address the 
issue.  

The planning framework is outside of 
our powers but our charging rules will 
help address investment ahead of 

The planning framework is 
outside of our powers. If rules 
prescribe companies to better 
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Issue Option 2: Deregulation Option 3: principle-based approach Option 4: Standardisation and 
Prescription 

need. So there may be a reduction in 
the requirements placed on 
developers via the planning 
framework. 

understand demand and costs 
there might be a reduction in 
requirements placed on 
developers via the planning 
framework. 

Investment ahead of 

need 
Water companies to be able 
to charge a fixed average 
fee for network 
reinforcement for a given 
area or type. This gives 
companies a constant cash 
flow and potentially helps to 
enable investment ahead of 
need. 

Water companies to be able to charge 
a fixed average fee for network 
reinforcement for a given area or type. 
This gives water companies a constant 
cash flow and potentially helps to 
enable investment ahead of need. 

Investment ahead of need is 
feasible if rules prescribe fixed 
average fee for off-site works. 
However, innovation for how 
companies calculate future 
network reinforcement costs 
and demand is limited.  

Predictability of 

charges 
Minimum guidance means 
charges may be 
unpredictable if companies 
do not take adequate steps. 

Water companies set out a series of 
fixed charges and clear methodologies 
of how charges are calculated. This 
will provide greater predictability over 
the charges developers will receive. 

High predictability as all water 
companies would use the 
same charges with the same 
charging methodology. 

Delays Water companies are 
incentivised to reduce the 
administrative burden by 
setting simpler charges. This 
may also reduce delays in 
housebuilding. 

New rules will give water companies 
the flexibility to simplify charging 
methodologies. This will potentially 
reduce delays in housebuilding and 
result in lower costs for developers 
which can be passed on to house 
buyers. 

If rules prescribe simple 
charges, delays should be 
minimised as developers will 
better understand charges. 

Source: Ofwat
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Criteria 3: Practicality 

Compliance with Defra’s guidance 

Option 2 

Setting high level principles could protect customers’ interests, promote 

environmental protection, transparency and predictability to a degree. This is 

because the way water companies interpret high level principles, and the extent to 

which they adhere to them, may vary. There is also a risk that water companies do 

not maintain the broad balance of costs between developers and end-users. 

Therefore there is uncertainty whether water companies will comply with Defra’s 

guidance.  

Option 3 

We expect the new rules-based charging framework for new connections to benefit 

consumers, as well as water companies and businesses who are affected by the 

charging rules like new appointees. 

It will support our statutory duties2 of protecting consumers’ interests, promote 

environmental protection and secure water companies’ financeability. For example: 

 our proposals would provide savings to developers in the long term (in terms of 

lower complexity in interpreting charging, and allowing water companies to 

                                            

 

2Section 2 of the WIA91 requires us to issue charging rules that are best calculated to:  

 further the consumer objective to protect the interests of consumers, wherever appropriate by promoting 
effective competition; 

 secure that companies and sewerage companies (the companies) and licensed water suppliers properly 
carry out their activities and functions; 

 secure that the companies can finance the proper carrying out of their functions; and 

 Further the resilience objective to secure the long-term resilience of companies’ systems and services to 
consumers. 

 
We are also required under Section 2(3) to issue charging rules that we consider are best calculated to: 

 promote economy and efficiency by companies in their work; and 

 Contribute to the achievement of sustainable development. 
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simplify charges and incentivise behaviour which reduces costs). Water 

companies and Ofwat will face lower costs due to fewer involvements in disputes; 

 there are reasons to believe that part of these benefits would pass through to 

water customers in terms of potentially lower tariffs; and 

 Our regulatory framework provides incentives to water companies to set charges 

that better reflect the true water network costs (since this could help reduce water 

companies’ costs) in different areas, and for water companies to send 

environmentally beneficial price signals. This would encourage a more efficient 

use of water networks where developments are encouraged to connect at points 

where there is spare capacity, and could improve resilience. 

Overall, our proposals would contribute to our strategic vision of building trust and 

confidence with customers and wider society. For example by:   

 using our proposed rules to require water companies to consider the business 

models of their new connections customers when developing charging schemes; 

 using our proposed rules to require engagement between water companies and 

stakeholders before charges schemes are published;  

 using our proposed rules to promote competition for contestable developers’ 

services via transparency, and deliver efficiencies via price signals which should 

benefit customers through lower bills and better services, and developers through 

better predictability; and 

 strengthening our regulatory credibility given we expect that the new charging 

framework would lead to higher predictability and transparency in the system; 

and 

 encouraging the sector to take ownership and be accountable for their charges. 

Option 4 

A prescriptive standardised approach would partly contribute to our strategic vision 

of building trust and confidence by potentially improving the relationships between 

developers and water companies. This would be due to less ambiguity and more 

predictability of charges. 

http://www.ofwat.gov.uk/wp-content/uploads/2016/04/rpt_plan20160415business.pdf
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It could support our statutory duty3 of protecting consumers’ interests, by setting 

charging structures that promote environmental protection and require transparency. 

However, there is a risk that this approach could detract from our strategic vision and 

statutory duties. This Option does not encourage water companies to have 

ownership of their rules.  

Flexibility 

Option 2 

Option 2 is the most flexible for the water companies as minimum regulation would 

allow water companies to develop their own charging structures. This Option would 

allow for the greatest degree of innovation although not all of it is necessarily 

desirable as water companies may abuse their monopoly power through their 

charging. 

Ofwat may therefore need to be called upon to adjust those charges through ex post 

intervention if these are perceived unfair by water company customers. Although, the 

unforeseeable nature of competition cases means that Ofwat’s budget and 

resourcing would have to become more flexible to deal with the increased risk of 

expensive competition law cases. 

                                            

 

3Section 2 of the WIA91 requires us to issue charging rules that are best calculated to:  

 further the consumer objective to protect the interests of consumers, wherever appropriate by promoting 
effective competition; 

 secure that companies and sewerage companies (the companies) and licensed water suppliers properly 
carry out their activities and functions; 

 secure that the companies can finance the proper carrying out of their functions; and 

 Further the resilience objective to secure the long-term resilience of companies’ systems and services to 
consumers. 

 
We are also required under Section 2(3) to issue charging rules that we consider are best calculated to: 

 promote economy and efficiency by companies in their work; and 

 Contribute to the achievement of sustainable development. 

 

http://www.ofwat.gov.uk/wp-content/uploads/2016/04/rpt_plan20160415business.pdf
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Option 3 

The Water Act 2014 enables Ofwat to create new charging rules. This enables a 

more flexible framework where Ofwat can easily amend rules over time compared to 

the current framework which is set out in primary legislation. This would also permit 

water companies to reduce perceptions of over- or under-charging for services or 

assets provided, as we would be able to better react to any issues that may arise 

with future charging rules.  

This Option still allows for a great degree of flexibility for water companies which in 

turn can help provide for innovative charges as our rules allow water companies to 

tailor charges to meet their specific circumstances and customers’ needs. For 

example, water companies must also offer alternative charges in addition to the set 

of upfront charges. This means water companies are not limited to fixed fees and 

can provide charges that are beneficial to customers and developers. 

Option 4 

Water companies’ flexibility to update their charging arrangements would be limited. 

This would prevent charges adjusting to economic factors or to developments in the 

market. There would be some cost savings for water companies as this Option would 

minimise the costs of consulting and implementing charging rules.  

The Water Act 2014 would enable Ofwat to amend charging rules in the future. It is 

likely that there would be the greatest lag between market developments and 

charging rules being updated. This is because amendments would be timely as new 

rules would have to be made in agreement with all water companies for the 

approach to remain prescriptive and standardised. In addition, market developments 

may not affect water companies uniformly. Nevertheless, we could move away from 

this approach to allow rules for individual circumstances.  
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6. Details of our methodology 

Assumptions 

We assume that the ‘do nothing’ scenario (Option 1) is stable over time with no 

changes from the current economic regulatory framework.  

Economic costs estimates  

This section considers the assumptions associated with the estimation of the 

economic costs under our proposed options and applies to figures 10-15 above.   

The main assumptions are listed below.  

 In determining Ofwat’s regulatory costs we used the forward looking 

estimation of the casework costs over the six years following implementation 

as a proxy of regulatory costs. We also assumed the estimates were based 

on charging rules being implemented in April 2018. We also calculated high 

and low sensitivities based on a simple plus or minus 50% adjustment to the 

central estimate, to account for uncertainty over the number and the nature 

(complex or simple) of future disputes. 

 

 Three further sets of assumptions were used to calculate the aggregate water 

companies’ total implementation costs faced by the water companies. 

Firstly in calculating total costs under Option 3, we identified the cost average 

distinguishing between WoCs and WaSCs and multiplying it by the respective 

number of water companies in the industry. Also in calculating total costs 

under Options 2 and 4, given we received only two responses respectively 

from a WoC and a WaSC, we assume that each water company’s cost 

estimate is an indicative average for its respective stakeholder’s category. 

Finally we calculated low and high sensitivities based on upper and lower 

quartiles. 

 

 In calculating developers’ total implementation costs we had to use our 

judgement in setting the assumptions underlying the central cost estimates. 

For example, we refined the number of water companies assumed (from 22 to 

18) in the industry and the hours and price per consultant per hour (from 120 

to 80 and from £200 to £100). Also given one of our rules states that the 

balance of costs between developers and end-users must broadly balance, 

our analysis did not consider the assumed increase of costs as consequence 
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of infrastructure charges increasing. We also calculated high and low 

sensitivities based on a simple plus or minus 50% adjustment to the central 

estimate. 

 

 Finally the industry-level total implementation costs were obtained by 

simply summing up the several central estimates by each stakeholder 

category. 

Risks and uncertainties 

We want water companies to take ownership of their charging structures and as 

such water companies will have more freedom to develop their charges. 

An uncertainty relates to the ability of water companies and developers, self-lay 

organisations and new appointees to assimilate, understand new rules and plan how 

they mitigate against this risk.  

Another risk is that greater non-standardisation leads to increased confusion and 

costs to developers, new appointees and self-lay organisations in terms of 

understanding charges. 

If the above risks occur and water companies abuse their monopoly power, there is a 

risk that self-lay organisations could be forced out of business which would harm 

competition.  

We will mitigate these risks by a) using the full range of our regulatory toolbox to 

ensure companies act in the interests of consumers and do not abuse their 

monopoly position and b) revisiting our rules to promote standardisation, should the 

circumstances warrant it. 

Appraisal period 

We appraise the impacts of the various policy Options over a six year period – a 

transitional, implementation year (2017/18) followed by five years of implementation. 

This appraisal period is consistent with our view regarding a potential post-

implementation review, as set out in Annex 2.  
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Annex 1: Specific impact assessments 

Small and micro business impact assessment 

This impact assessment relates to small businesses which have up to 50 employees. 

In new connections this would mainly relate to SLOs, new appointees. In the process 

of developing our rules we have engaged with small businesses. Our preferred 

Option intends to avoid the regulatory burden on small businesses as our rules 

increase the transparency of charges, charging methodologies and publication which 

therefore reduces the administrative burden. We also acknowledge that small 

businesses have fewer requests for new connections and so we have introduced a 

rule that requires more proportionate reporting requirements for new appointees. 

Reducing unnecessary costs for small businesses is important as even relatively 

small cost savings can make significant differences. 

Competition Assessment 

In introducing our rules, we have aimed to ensure the following.   

i. Competitors are not put at a disadvantage by incumbents. We have done 

this by requiring:  

o Water companies must set charges, income offsets and asset 

payments in such a way as to facilitate effective competition for 

contestable works; 

o Water companies do not discriminate between different classes of 

customer for their non-contestable works; and 

o A clear distinction is made between contestable and non-contestable 

charges. 

 

ii. Our rules do not make it harder for new appointees to compete and enter 

the market. We have done this by taking a proportionate approach to our 

rules.  

 

iii. Ensuring new appointees and SLOs have sufficient time to plan their 

implementation and/or engage with and take account of incumbents’ 

implementation of our rules. We have done this by allowing an additional, 

transitional year.  

Competition law remains a key protection. 
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Wider environmental issues and sustainable development  

Our rules propose that the infrastructure charge must cover the costs of network 

reinforcement over a five year rolling period. After implementing our rules in 2018, 

this change will make infrastructure charges more cost reflective and send locational 

signals that will incentivise developers to build in areas that require low levels of 

network reinforcement. Construction works will be minimised which reduces pollution 

and protects habitats. We expect greater environmental benefits in areas that require 

low levels of network reinforcement where cost savings via the infrastructure charge 

are greatest compared to current network reinforcement costs.  

Rural proofing  

Our rules allow for developments in rural areas as we give water companies the 

flexibility to develop their own charging structures. As water companies must consult 

with stakeholders over their proposed charging structures this ensures that charges 

meet customers' needs. Therefore water companies with rural areas will be able to 

tailor their charges to facilitate new connections in rural areas. 

Other specific impacts tests  

Our proposals have no significant implication on wider economic, social or 

environmental impacts, including: 

 statutory equality duties; 

 gender equality; 

 disability; 

 race equality; 

 health; 

 greenhouse gas assessment; 

 health and well-being; 

 human rights; 

 justice system; and 

 legal aid. 

The principle-based approach has some impact on the wider environment and 

sustainable development and rural proofing. 
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Annex 2: Post-implementation review (PIR) plan 

A key benefit of moving to a new system of Ofwat-determined charging rules is that 

this approach creates additional flexibility – it allows us to amend our rules when 

appropriate. Our approach to implementing, monitoring and reviewing our new 

charging regime is as follows: 

 we will monitor implementation during the additional, transitional year 

and review industry progress during March 2017 – we can take a view 

then whether any updates to our rules or further guidance is required in 

advance of the implementation date of April 2018; 

 

 we will chair the ‘Monitoring and Reporting Working Group’. Our intention 

is to work up proposals for consultation on regulatory reporting for the 2017-

18 reporting year; 

 

 we will give further consideration to introducing an incentive mechanism 

at PR19, including Options in our methodology consultation for PR19 in 

June / July 2017 – we will consider the viability of introducing specific 

mechanisms or reputational incentives for cost reflective infrastructure 

charging to developers, taking into account the interactions with other tools 

within our price control methodology; and 

 

 we will keep the new connections market under review and will review 

implementation of our charging rules as and when appropriate.  
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Annex 3: Detailed distributional analysis  

Distributional analysis of charging structures 

In our consultation stage impact assessment, we said there would be no aggregate 

distributional impact of our proposals, because our rules require the broad balance of 

costs to be maintained between developers and others. In consultation responses 

we noted stakeholder concern about moving the off-site element of the requisition 

charge to the infrastructure charge. Figure 17 below clarifies that this change is a 

transfer of costs.  

Figure 17: moving off-site works from the requisition charge to the infrastructure 

charge 

  

We do recognise that there may be incidence effects arising at site level, depending 

on the charging arrangements water companies wish to introduce. For example, 

should water companies maintain a flat (but now higher) infrastucture charge, the 

sites with high offsite costs would be better off, and sites with low offsite costs would 

be worse off. The opposite distributional impact will be true if water companies move 

away from a flat infrastucture charge. We cannot undertake precise distributional 

analysis ourselves without knowing what charges water companies will introduce.  



Appendix 6: Final Impact Assessment for New Connections charging rules  

57 

We expect water companies’ charges to be customer-focused and consider 

different types of customers.  

Distributional analysis by stakeholder 

Figure 18 shows a more detailed analysis of the distributional effects of each Option 

by stakeholder.
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Figure 18: Distributional analysis by stakeholder  

Stakeholder Option 2 

Deregulation 

Option 3 

Principle-based approach 

Option 4 

Prescriptive standardised rules 

New appointees 

 

Economic benefit: 

opportunity to develop 
charges more suited to their 
customers. 

Competition: benefit from 

high level principles to 
promote competition to the 
degree water companies’ 
adhere to them but existing 
problems may still exist and 
incumbents may not set 
charges that facilitate a level 
playing field. 

 

Economic benefit: 

opportunity to develop 
charges more suited to their 
customers. 

Competition: rules will lead 

to an incremental 
improvement but there are 
still other aspects of 
charging (income offsets 
and asset payments) that 
would require 
improvements to further 
improve competition. Due 
to interactions with the 
current price control we aim 
to review for PR19. 

Fairness: benefit from 

requirement that consistent 
principles and approaches 
must be applied to different 
classes of customer. 

Economic benefit: possibly lowest on-going 

implementation costs.  

Competition: benefit from innovating new 

charges and lower charges is limited but 
new appointees may have a competitive 
advantage from competing via customer 
service and timing.  
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Stakeholder Option 2 

Deregulation 

Option 3 

Principle-based approach 

Option 4 

Prescriptive standardised rules 

National 

developers, small 

developers and 

single site 

connections 

Economic benefit: low 

predictability and uncertainty 
over degree of transparency. 

Competition: principle could 

require water companies to 
set charges that promote 
competition but issues still 
exist which would limit 
benefits of competition to 
developers.  

Fairness: trade-offs in 

charges from stakeholder 
engagement are likely to 
possibly favour national 
developers more than single 
site connections due to more 
resources for lobbying. 

Economic benefit: 

developers benefit as 
companies can set more 
efficient charges to suit 
different types of 
development. 

Competition: principle 

requiring water companies 
to set charges that promote 
competition and rules that 
address some specific 
issues, i.e., income offset 
must equal asset payment. 

Fairness: benefit from 

increased transparency 
over publication, 
methodology and more cost 
reflective 5 year rolling 
infrastructure charge. Rules 
also require developers not 
to pay for pre-existing 
problems in the network 
and we require companies 
to consider different 
business models when 
developing their charges.  

Economic benefit: predictability and 

transparency but unlikely to be cost 
reflective and can’t benefit from innovative 
charges. 

Competition: limited benefits from benefits 

of competition due to standardisation but 
may benefit from alternative ways of 
competing, e.g., better customer service and 
timing. 

Fairness: one size fits all approach will 

prevent emergence of other charging 
structures. This may benefit large national 
developers to the detriment of smaller ones.  
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Stakeholder Option 2 

Deregulation 

Option 3 

Principle-based approach 

Option 4 

Prescriptive standardised rules 

SLOs 

Economic benefit: some 

benefit from transparency 
principle but varying 
interpretations of principles. 
Water companies are most 
likely to behave anti 
competitively under Option 2. 

Competition: benefit from 

high level principles to 
promote competition but 
current issues may continue 
to exist.  

Fairness: determined by 

consultation. Low risk of 
trade-offs being made as 
SLOs are likely to favour 
charges that promote 
competition which are in all 
stakeholders’ interests. 

Economic benefit: 

increased transparency and 
rules to promote a level 
playing field.  

Competition: benefit from 

high level principles to 
promote competition but 
current issues may 
continue to exist.  

Fairness: benefit from rules 

requiring consistent 
principles and approaches 
to be applied to charges for 
different classes of 
customer and rules 
increasing transparency of 
charging methodologies. 

 

Economic benefit: charges are predictable 

but SLOs may have to forego offering 
cheaper charges to unique sites as those 
are not available under the standardised 
approach. 

Competition: some benefits to competition 

due to standardisation and ensuing 
transparency but potentially offset by the risk 
of unique customers not being able to obtain 
tailored charges.  

Fairness: one size fits all approach for 

charges and charging methodologies would 
mean SLOs may have to put more emphasis 
on competing in alternative ways to offering 
improved charges compared to their 
competitors e.g. there would be more 
competition related to timing and customer 
service.  

Water companies 

Economic benefit: Option 2 

allows innovation of new 
charges and water 
companies are more likely to 
have a competitive 
advantage. Companies can 
set more cost reflective 
charges that send price 

Economic benefit: water 

companies can innovate 
new charges. This 
approach also leads to a 
deeper understanding of 
costs. Companies can also 
set more cost reflective 
charges that send price 

Economic benefit: whilst the monetised 

implementation cost is low, the full potential 
cost including developing granular cost 
information is potentially large and 
disproportionately likely to affect water 
companies.  

Competition: may lose some business to 

stronger external competitors with whom 
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Stakeholder Option 2 

Deregulation 

Option 3 

Principle-based approach 

Option 4 

Prescriptive standardised rules 

signals which can result in 
cost savings. 

Competition: Option with 

highest risk of water 
companies setting anti-
competitive charges to 
protect their own business. 

Fairness: subjective nature 

of fairness may result in an 
increase in disputes as 
‘fairness’ may vary across 
the country. 

 

signals which can result in 
cost savings. 

Competition: may lose 

some business to stronger 
external competitors with 
whom they would be 
competing on a level 
playing field. In the long 
run, would make a decision 
whether they want to and 
are able to compete for this 
business  

Fairness: rules requiring 

more cost reflective 
charges may improve water 
companies’ cost information 
but publishing charging 
arrangements and 
methodologies increases 
regulatory burden. 

they would be competing with a level playing 
field for on-site works, this is because 
competitors would have to compete by 
offering improved customer service etc. as 
charges and charging methodologies would 
be the same. In the long run, companies 
would make a decision whether they want to 
or are able to compete for on-site works. 

Fairness: one size fits all approach has an 

ambiguous impact on fairness. As all 
customers face the same charges so no 
customers are disadvantaged but not all 
customers may incur the same cost, which 
prevents efficient outcomes and 
disproportionately shields less efficient 
operators. 

End-users 

Economic benefit: partly 

protected by Defra’s principle 
and our rule to maintain 
balance of costs between 
developers and end-users. 
High level principles around 
stakeholder engagement 

Economic benefit: 

protected by Defra’s 
principle and our rule to 
maintain balance of costs 
between developers and 
end-users. Also benefit 
from potential company 

Economic benefit: protected by Defra’s 

principle and our rule to maintain balance of 
costs between developers and end-users. 
Risk that if network reinforcement charges 
are below cost that end-users pay for works 
triggered by developers.  
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Stakeholder Option 2 

Deregulation 

Option 3 

Principle-based approach 

Option 4 

Prescriptive standardised rules 

which may not ensure it is 
timely or of sufficient quality. 
If companies set cost 
reflective charges with price 
signals that create savings, 
end-users benefit via the 
cost sharing mechanism. 

Competition: could benefit 

or lose depending on nature 
of charges e.g. if they are 
above or below cost. 

Environmental: allows water 

companies to consider 
impact on environment.  

Fairness: risk that fairness of 

charges may harm end-
users as they are unlikely to 
actively reply to water 
companies’ consultations on 
connections charges and 
balance of charges might 
change. 

cost savings via the cost 
sharing mechanism. 

Competition: increased 

competition drives 
efficiency which could lower 
end-users’ bills. 

Environmental: Option 

sets rule requiring water 
companies to consider 
impact on environment.  

Fairness: may benefit from 

more affordable bills if new 
rules drive efficiencies and 
lower charges due to water 
companies having to 
maintain the balance of 
costs between developers 
and end-users. 

Competition: benefit from competition via 

timing and customer service but not 
necessarily price since efficient market 
signals may be muted by standardisation. 

Environmental: Ofwat could separate 

environmental charges to increase charging 
transparency. This would require granular 
costing data which may be difficult to obtain.  

Fairness:  this Option puts the onus on 

Ofwat to produce efficient charges rather 
than markets including customers. This may 
lead to inefficiencies and increases the risk 
of regulatory capture.  

Source: Ofwat 


