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Project governance

A Fresh Water Future has set out to assess water
sector performance and co-develop proposals and
recommendations independently of the influence of
any particular party.

To oversee this, a project steering group was
established, with representation from across the
sector. The steering group provided challenge and
scrutiny on the approach, findings and
recommendations from project inception through to
finalisation. The funding for the project was provided
by the Esmée Fairbairn Foundation.

Given the nature of this work (set in the context of
the next general election and the subsequent
government, and potentially advocating for
significant review and change), some steering group
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members wished to remain anonymous. The
representation on the steering group is therefore
characterised generically but comprised:

A Seven NGOs with varying areas of focus
A Two water industry organisations

A Three water sector consultants

A One local government organisation

A Five agricultural organisations

A One specialist water sector journalist
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The knowledge and views of water sector 1 A practitioner and stakeholder survey,

stakeholders were sought through three
approaches:

1 Semi-structured interviews with a range of
senior and experienced individuals, with
specialist experience across water company
activities, agriculture and land management, and
urban water management, including their
regulation. These interviews sought to build up a
high-level picture of the effectiveness of the
water sector in its widest sense to manage past
and current pressures. To enable interviewees to
speak candidly these interviews were non-
attributable.

consisting of 52 questions on general water
management pressures, the regulatory
framework, and more specific questions. These
related to water company activities, agriculture
and land management, and urban water
management, including their regulation.

Facilitated workshops, with three separate
workshops focused on water company activities,
agriculture and land / catchment management,
and urban water management. These specifically
explored solutions and policy recommendations
with a range of invited experts.



Interviews

21 semi-structured interviews were conducted, each
lasting an hour and covering questions around past
performance within the focus area, current
performance, the role of regulation, regulatory
performance and effectiveness, challenges, societal
and political engagement with related issues, good
practice and scope for innovation, and drivers,
enablers and blockers of improvement.

Interviewees were all active in some way within the
wider water sector. Backgrounds included past
senior executives and non-executives with
regulators (environmental and economic), past and
present employees of water companies, consultants,
sector organisations, environmental delivery
organisations, advocacy organisations and
academics. All had wide-ranging experience across
multiple organisations and were able to articulate a
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viewpoint and understanding from a number of
perspectives.

Headline messages were taken from interviews and
used to understand background context and help
shape angles for exploration within the later
workshops, when combined with findings from the
survey.

The following statements represent the views and
opinions of the individuals interviewed.



Interviews

The water cycle

Information about water and who manages it, to what end is highly
fragmented. This is in a large part reflective of the complex range of
ways in which water interacts with the landscape and society. However,
a very strong theme within discussions was that society at large does
not understand water management, nor value water highly enough as a
vital resource. This translates into political desire for low water bills and
limited willingness of bill payers to pay more for improved management
(beyond just water company activities but also extending to publicly
funded activities from conservation to urban runoff management
through planning or better highway management).

A large proportion of interviewees stated that as a nation we need to
value water more as a critical and extensively-beneficial resource for
both current and future generations and invest in it as such. They
commonly considered that this needed to start with improved
understanding, enabled by clear and consistent messaging from a
trusted and authoritative source.

Amongst those interviewed, there was a commonly-expressed lack of
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confidence that there would ever be the political will to take a
fundamentally different (and better) approach to managing water,
because water was perceived to “work OK". Under this scenario,
pressures would increase, the rate of progress on delivering improved
water quality and resilience would decline and potentially reverse.

This translated to a clear expression that the most critical aspect of
future water management is the ability to understand environmental
impacts well and target priority challenges and investment need on the
basis of evidence, not political expedience. It was also considered that
the focus on storm overflows was a case in point, with policy responses
based on only a partial picture, amplified by the sewage “yuk factor” and
water company dividend “outrage factor”. It was recognised that
campaign groups are increasingly broadening focus of attention to other
key areas notably agriculture and highways.



Interviews

What are water utilities and how do they work?

There was a clear position that water utilities operate as quasi-public bodies which
operate to deliver safe and wholesome water supplies to the public and other users.
Their other core function is to deal appropriately with the wastewater which results
from this use. They should undertake these activities in a way which minimises harm
to the environment.

There are elements of local responsibility within this. Water utilities should be
answerable to their local communities, reflecting particular areas of need and
catchment characteristics. Standards of service should be ubiquitous, but the
approach should reflect local need.

It must be recognised (by them, policymakers and wider society) that they operate
within a water cycle which provides goods and services for free and that this utility
should be maintained for both current and future generations. This requires efficiency
so a sufficient stock of utility is retained and there are various areas where this is not
achieved e.g. in treating all water to potable standard when use needs do not
necessarily demand this. The infrastructure legacy perpetuates such inefficiencies.
There are also externalities which impact on the utility’s ability to deliver the services.

Water utilities operate as natural monopolies. Thus, regulators exist in the absence
of effective market conditions, in an attempt to keep companies operating
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efficiently. There is no formal contract between the utility and the customer. The main
contract is between the government and the utility, in the form of the licence. This is
exercised through regulatory price controls and the focus has often been on delivering
against this process rather than on customer interest and wider sustainability
outcomes; there is considerable money and effort invested in managing the regulator
rather than these other outcomes.

The lack of an overall contract has given companies significant scope to act in the way
they see fit in terms of discharging their legal duties to shareholders and some of
these actions have been relatively short-term, in what is and should be a long-term
industry. There has been significant resistance by companies in the past to
maodification of licence conditions but Ofwat have tightened up some elements more
recently and there is potentially more openness to move on certain aspects now on the
part of companies.

Water companies operate against a limited picture of the environmental impact of
their activities. Certain activities are monitored to a greater or lesser extent but this is
typically focused on emissions rather than impacts and outcomes. To be able to
operate effectively and efficiently this needs to change so utilities can prioritise
investments on the area where most impact is being caused.
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Water company ownership

There was strong recognition that privatisation was undertaken as a means to enable
investment in infrastructure upgrades that would not have been possible (politically
or otherwise) had the industry remained nationalised. There was also strong
recognition that it worked well in the early years. The public service ethos was strong
across the companies, efficiencies achieved and significant extra investment
mobilised. This resulted in notable performance improvements in areas such as quality
of service and supply, leakage, and wastewater treatment.

There was consideration that sewerage and the maintenance thereof was often low
amongst priorities. The supply side was considered to be the priority focus for
regulators and so within the companies. Consequently investment in sewerage
suffered from relatively lower investment and teams with considerable understanding
and knowledge of local networks and their maintenance needs shrank. Consequently
the corporate understanding of sewerage and drainage, arguably a strength of the
more locally focused local authority era declined.

It was widely considered that the ethos and performance of companies shifted when
foreign equity became a major feature of the ownership landscape. There was an
evolution from a long-term institutional and public shareholder base towards one
where shorter-term investors recognised the opportunity to achieve strong returns
from a low-risk investment, enhanced by leveraging against the asset-base was
accompanied by a change in culture at senior levels. This was broadly characterised as

a greater emphasis on financial return over optimal performance and delivery against
the publicinterest.

Generally privatisation was tolerated by water company employees rather than
embraced. In many ways they saw themselves as public servants. It was widely
considered this culture still exists amongst operational staff, but less-so at senior
executive level and board level.

Amongst experts interviewed there was a broad split between a view that
privatisation along the current lines — albeit with the existing and perhaps some
additional regulatory control on profits in place —and an alternative particularly more
of @ mutual model, represented the most palatable way forward. In the latter instance,
reservations were expressed over how a workable trajectory towards an alternative
model might be constructed. No interviewees expressed a view that renationalisation
would achieve better outcomes for the environment and society, citing competing
pressures from other high priority public investment areas at a time when
considerable investment is needed in the water sector.

Amongst survey respondents the picture was more mixed with a combination of not-
for-profit, nationalised and privatised but with stronger governance around public
benefitin place dominating preference around ownership models. Only 7.5% favoured
the privatised model as it currently stands.
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The regulatory framework for the water industry (1)

It was considered that the regulatory landscape around the water industry had
become increasingly complex to deal with a growing range of issues, whether
relationships with customers or the issues they are concerned with. That pendulum
has swung depending on regulatory priorities over time and this complexity has led to
increasing effort being invested by companies in ‘playing the regulatory game’ rather
than focusing on delivering as far as possible against the public interest. It was widely
expressed that an independent review of the regulatory framework within which the
water industry operated should be undertaken to understand its effectiveness and
whether it is driving investment in the right direction / way.

Water company respondents considered that regulation had often been put in place
in response to an incomplete understanding of the impact of their operations —
limited monitoring and simplistic measures (e.g. EDM parameters). These were leading
to poorly-directed investment which wouldn't necessarily deliver environmental
improvements but could show regulators and policymakers were ‘doing something’'. It
was suggested that far more extensive (catchment-wide) monitoring of a core suite of
determinands would help to provide an overall picture of health against which the
impact of water industry activities could be measured. This did not mean core
operational monitoring should not take place but should be secondary to the
environmental health / impact picture in informing regulatory investment decisions.

Over time the regulatory approach was considered to have suppressed levels of

capital maintenance so that now there is profound tension between capital
maintenance, bill affordability, and water quality and other programmes. It was widely
considered that given the demands of the water system, current water bills are
artificially low. Opportunities to increase these to provide for enhanced investment
levels were missed in the past for reasons of political expedience when pressure on
household incomes was less acute. The five-yearly price review cycle was considered a
further impediment to long-term asset maintenance programmes and its coincidence
with electoral cycles often compounded long-term continuity.

These circumstances were set against the setting of long-term targets around a single
area of performance. Leakage was given as an example. The target outcome would be
an environmentally and socially acceptable level of water abstraction. There are many
ways to achieve this outcome and to place an artificial emphasis on leakage as a target
means is highly prescriptive. So on one hand flexibility can hamper long-term outcome
delivery and in others more may be more efficient. Such tensions were considered to
be driven more by policy rather than regulation.

Priority areas for either further regulatory tightening, and/or greater transparency
and communication of existing regulation of profit and shareholder returns included
standardised and simplified corporate structures, limits on foreign equity ownership,
regulated profits and shareholder returns tied to environmental performance, limits on
executive pay, local and customer board membership, and increased reporting
transparency.
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The regulatory framework for the water industry (2)

There was a widely expressed view pointing to a need for large-scale catchment
system thinking, holistic approaches, and outcome-based environmental and
economic regulation. This should be informed by improved catchment-scale
monitoring to give an improved picture of environmental condition. This would need a
dynamic set of benchmarks because things will vary catchment-by-catchment. It was
considered that just monitoring upstream and downstream of discharge pointsis a
very small part of the picture. A national data hub, driven and owned by the EA,
including monitoring a raft of other aspects was advocated to enable this picture.

It was recognised that the boundary of efficiency isn't necessarily within the water
company itself, but may be well outside it. In a system-based approach it doesn't
mean you won't build assets, it just means they come when they're really needed and
at other points you focus on other areas. It should be possible to enable markets to
determine which are the best interventions in the system. The key question was how
this might be orchestrated because all catchments are different. There was no clear
position on this but it was abundantly clear that what's needed is a far more fluid
approach. Many referenced Dieter Helm's catchment system operator approach as a
principle they agreed with but often considered it may be too radical to get off the
ground. This would need a lot of reform of environmental regulation along with
economic regulation.

Cooperation and collaboration were considered essential to improve water
management. A trend towards a more authoritarian approach to regulation was
observed as water companies, regulators and the government came under

increasingly vociferous criticism from campaigners and media. Whilst this was
considered understandable, from an ethical business practice and regulation
perspective this was considered unsustainable. Rather, an outcome-based
cooperation approach was advocated. This was based on the behavioural psychology
position that in the long-term, regulation-fear does not work and that human beings
achieve more when they collaborate. This requires identification of collaborative
outcomes and all parties demonstrating that they are trustworthy. Such an approach
requires open collaboration and data and will often require a horizontal collaboration
model often enabled by a stakeholder council and an independent facilitator. Other
sectors have successfully moved in this direction, e.g. civil aviation, nuclear, and
medical technology.

76% of survey respondents considered there should be additional corporate
governance measures implemented to ensure water companies act sufficiently in
the public interest if the ownership model were to remain in its current form. Even
interviewees from the water industry considered that there will probably need to be
further regulation of profits and dividends in order to restore public confidence in
companies. Greater transparency was widely encouraged, characterised as an “open-
book approach”. Survey respondents also identified government policy and regulation
on water as the area needing most improvement to achieve a healthier water
environment, both in terms of water-related policy and that relating to urban planning
and development. 50% of respondents considered existing responsibilities and duties
placed on water companies were inadequate to manage pressures on water, whereas
23% considered them adequate. In a similar vein, 60% considered policies were not
adequate to achieve healthy and resilient freshwaters and only 15% considered that
they were.
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The regulators of the water industry (1)

The privatised industry was set up with three regulators to oversee the operation of
the companies and ensure some freedom from political and monetary interference. Of
these the Drinking Water Inspectorate (DWI) seems to have been subject to the least
political influence with the Environment Agency — initially established as quasi-
independent being drawn ever-closer to government and Ofwat being an arm of
government. The imperative attached to high quality drinking water supplies has
perhaps insulated DWI from this influence, as distinct from environmental
performance and economic considerations which are arguably more discretionary and
subject to greater discretion and value-judgments.

It was considered that there has been insufficient leadership within regulators in the
past (and more recently) to push back against political pressure and to presenta
clear, accurate picture of reality, trade-offs and limitations in what is being regulated
and the implications for the environment. Regulators were considered to be under
pressure to get to grips with a challenge, including because of campaigner legal
challenges and investigation by the Office for Environmental Protection and there was
concern that this was part of the knee-jerk drive to sub-optimal / blunt and costly
approaches / solutions.

There was a broad consideration that performance and compliance declined over the
last decade or so. This was linked mainly to austerity-related reductions in monitoring
and enforcement and to a lesser extent, Covid-19-related reductions in compliance-
checking within the Environment Agency. Under this environment water companies
lost focus on their day-to-day responsibilities.

Operator self-monitoring was a widely expressed concern. Ex-regulators noted that
OSM should thearetically enable capture of more data through corporate quality
assurance processes but that it only works if backed up by sufficient check-monitoring
and auditing (should be an allowable cost under the permitting process). This in-turn
must be supported by enforcement activity (which required grant-in-aid — which got
squeezed). It shouldn’t be self-regulation but became so as enforcement teeth were
removed.

The dominance of the operational flood risk management function within the
Environment Agency was raised as a concern. This extended beyond the ring-fenced
funding streams to the impact of emergency response — which recruited Environment
and Business staff during events — and could distract from less-immediately urgent
activities.

A widespread criticism was Ofwat’s dominant position on keeping bills low. This was
considered to be largely politically-driven although a number of interviewees stated
that it was an entrenched ideology at the top of Ofwat too. It was considered that
there was a need for an economic regulator, but that the priority should be checking
the financial model is working and companies are using capital well, not setting prices.
The suggestion of a fully-independent price-setting approach akin to the Bank of
England and interest rates was mooted.
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The regulators of the water industry (2)

Ofwat had over time introduced innovative regulatory approaches and
models and has overseen a wide range of performance improvements.
At the same time, companies had massively outperformed and gamed
the system which was based on pure economics when maybe it needed
a more rounded approach. It was considered Ofwat has stuck rigidly to
an approach which may have been appropriate for an inefficient and
immature industry but hasn’t kept pace with change so companies have
out-evolved their regulator. Its more recent interventions, modifying
water company licences to restrict dividend payments and / or
executive pay where there were concerns over financial resilience or
performance (customer service or environmental) were considered
welcome if reactive, too late and potentially insufficient to assuage
public anger.

Water policies and the response to water challenges by politicians were
generally considered to be too siloed; with water needing an approach
involving a wide range of parties involved with its management
reflecting the fact that there are many dimensions to water
management, from flood through to drought.

It was considered this needed considerable ambition and commitment
across a range of government departments, agencies and policy areas
but that outside those parts of Defra immediately responsible,
awareness and interest in this complexity was low. This then translated
into a view that the public had limited appreciation of the value and
importance of water and the many facets of its management.

Interviewees considered good areas of policy were typically
underinvested in, so failed to achieve their potential. More recent policy
and legislative responses to water challenges were widely considered to
be knee-jerk in nature, made in the absence of sufficient evidence and
regulatory impact assessment, and risked unintended consequences.



Interviews

Water company performance (1)

There was a view that water quality and resource / supply resilience had
been improved over recent decades but that the pace of improvement had
slowed and there was a growing range of pollutants from diffuse sources that
were more difficult and expensive to manage, allied to increasing pressures
from a range of other system actors, as well as climate change. Examples of
success cited included bathing waters, phosphate, and ammonia discharges. It
was noted that the carbon impact of increased treatment was rarely part of the
overall assessment of these successes.

Local groups / citizen scientists presented a picture of observed decline in
water quality in recent years, including visibly poorer water quality /
ecological health of the watercourse and the disappearance of flora and fauna
previously present. There is a growing and extensive evidence-base pointing to
companies not complying with permit conditions and an ongoing investigation
by Ofwat and the Environment Agency.

Water companies argued that the current picture of performance was
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distorted by how campaigners portrayed increased levels of monitoring data
from installations such as event duration monitors and flow to full treatment.
The picture presented often lacked context and nuance and an increasingly
clear understanding of operational performance was presented as a decline,
when actually certain things were less visible before but may still have been
happening. A discharge is a discharge irrespective of concentration or impact.
The Environment Agency'’s risk-based approach reflected this nuance, but they
were under increasing pressure to be more absolute.

Campaigner and media claims, and even regulator communications around
events which ended up not being sewage-related were considered often not
corrected or acknowledged, adding to a binary picture. This did not mean
there was not poor performance, pollution, failures and a need for
improvement. However, respondents from companies considered a relatively
small number of failures or known problem points considering the size of the
infrastructure network were presented as the norm and ubiquitous.
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Water company performance (2) dividends (noting this has been tightened already), alongside improving
the understanding of the environmental picture to provide a clearer
picture of actual water industry performance and impact (and

Despite this, it was widely considered that the water industry generally

had been complacent about communicating effectively both on its own contribution to improvement). Building back confidence and trust on the

performance and the challenges it faces, with a view that if water was back of these two aspects would take significant time (perhaps a

cheap and service acceptable to customers then there was no need to decade).

invest in concerted awareness programmes.

It was considered this lack of joined-up and accessible communication
extended to regulators too. Comparative competition was regarded as a
blocker to Water UK playing such a role and to companies collaborating
as they might, added to by an underlying lack of respect for regulators.

The juxtaposition of overall industry performance against the most
egregious examples of poor corporate behaviour made presenting a
clear and contextualised picture difficult for the industry. It was
considered all that might be done to improve this situation would be to
increase the level of regulation and transparency around profits and
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Urban water management (1)

The effective management of rainwater and treating it — particularly in
the urban context where it poses risk of flooding — as a resource not a
waste, was a common theme amongst interviewees. The vast majority
of those engaged considered that water is not managed well in the urban
setting, with 90% considering road runoff, and 83% considering runoff
from other urban surfaces to be not well-managed. The impacts of this
were regarded as:

- elevated surface water flood risk, missed opportunities to store water
for non-potable purposes and ease demand on more centralised
resources,

- overloading of combined sewer networks leading to too-frequent
storm overflow discharges, and

- direct pollution of receiving waters through surface water drains with
minimal or poorly-maintained treatment devices associated with them.

Other urban water management issues identified included extensive

mis-connections of foul sewage pipes into separate surface water
drains.

A historic picture of sewerage and drainage managed by local
authorities was one in which investment was inadequate but
compensated for to some extent by experienced drainage and
sewerage engineers with a detailed knowledge of their local area and
infrastructure. This meant maintenance of assets was generally carried
out to a good standard. This meant maintenance of assets was generally
carried out to a good standard.

Following privatisation the sewerage functions were insourced into
companies and were a target for cost savings and efficiency. Local teams
were gradually trimmed and expenditure reduced through less-frequent
inspection and maintenance of assets.



Interviews

Urban water management (2)

Priority focus within companies tended to be on the supply-side, then wastewater
treatment works, then sewerage and drainage (reflected in regulatory emphasis at the
time). The emphasis in the post-privatisation years was on significant capital
investment in new and upgraded infrastructure. This was mirrored by efficiency
savings in operational functions and asset maintenance. As one interviewee put it:
“This is where some of the issues started to build up”.

With sewerage brought within water companies the remaining functions for local
authorities have become surface water flood risk management, highway maintenance,
as well as land use planning and development control which has a long-term bearing
on the downstream water management demands.

There are often conflicting pressures for new housing, transport infrastructure,
managing flooding and protecting nature and local authority budget constraints can
often hamper the ability to balance these well. However, interviewees and survey
respondents expressed that at the root of much of this conflict was a lack of
awareness of approaches and solutions across these different functions, as well as
certain corporate interests dominating the wider public interest.
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The range of drivers and pressures in the urban setting mean that the water
management landscape is a complex one. There are a wide range of risk management
authorities with differing roles to play and coordination between many of these roles
is beneficial to achieving both good outcomes and effective use of resource.

Challenges are most acutely felt by Lead Local Flood Authority (LLFA) and Highway
Authority Risk Management Authorities (RMAs) where in many instances the lack of
government leadership, coordination, and appropriate funding access is at the root of
the problem. This means RMAs can struggle to embrace good asset management,
effectively maintain and deliver surface water management infrastructure, collaborate
with other RMAs and retain and recruit staff. The frameworks for coordination and
funding within surface water management can act as a hindrance.

Despite this complexity, the key areas for attention identified were reducing inflow of
surface water into combined sewers, tackling misconnections to separate surface
water drains, and getting a grip of highway runoff pollution through a better
understanding of the picture and better treatment implementation and maintenance.
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Interactions with water company activity (1) drain into water company sewers. Moreover, the functionality of those drains

and sewers can have an impact on surface water and sewer flood risk.

Water companies are responsible for an extensive network of water supply

pipes and sewers. Most water supply pipes are the responsibility of water The Flood and Water Management Act 2010 established duties to cooperate
companies, in the form of water mains and communication pipes to property between the various RMAs and there are other legal requirements or good
boundaries or stop taps where present. Beyond these, water ‘supply pipes’ — practice examples of organisations engaging with water companies, and vice-
typically inside the boundary of the property — are the responsibility of the versa in planning and delivering development. Examples may be developer
owner. services engagement around service connections for new developments, or

collaboration in planning through drainage and wastewater management plans

) ) ) ) ) ) (here there is a duty on the water and sewerage company to engage with
There are various water quality considerations associated with the ) ) ]
) ) ) ) ) appropriate stakeholders, but this does not apply the other way which can
maintenance of this supply network, but the main source of policy and public ) o o
) ) ] ] ) make it hard for local authorities to justify resource spent on good engagement
interest is leakage. Leakage can become a contentious issue where the public ) )
) ) set against competing statutory demands).
are encouraged to act, e.g. during droughts when temporary use bans are in

place and certain water resources (such as aquifers which supply rare chalk
streams) are under particular pressure.

Interactions with other areas of water management are far more extensive in
relation to sewerage and drainage because many forms of development and
infrastructure (particularly buildings and highway drains) can connect and



*FRESH

WATER

Interviews FUTURE

Interactions with water company activity (2)

Certain solutions can deliver benefits against the areas of responsibility
of a number of organisations. Individually they may work to deliver these
benefits and do so through planning and funding mechanisms which are
different, rarely synchronised, set to different timescales and different
funding rules.

This means that pooling funding on multi-beneficial solutions can be
challenging and expensive, which reduces the chance of projects
delivering the widest range of outcomes in the most cost-efficient way.
Water companies often have the biggest budgets to work with, over a
comparatively long timescale (five years — when local authority budgets
for activities like surface water management or highway maintenance
are often confirmed annually).

It was commonly expressed that a more effective collaborative
approach to urban water management would be necessary to progress

towards a much more integrated approach. This would involve a long-
term, collaborative programme of works with the various parties
committed to the investment. It would always need a lead partner and a
lot of the time this could be water companies who have the contractors
and framework to enable it.

Within the system then, companies have significant resources and
capacity but they lack democratic accountability. Other actors in the
system — particularly local authorities — have democratic accountability
but lack the resources and capacity to deliver outcomes to the extent
required. Only 5% of survey respondents considered local authorities had
sufficient capacity to enable them to manage urban runoff adequately.



Interviews

The regulatory framework for urban water management (1)

The regulatory framework relating to urban water management is
influenced by a wide range of legislation and regulations including the
Water Industry Act 1991, Town and country Planning Acts 1947 and
1990 and the National Planning Policy Framework, the Highways Act
1990 and the Flood and Water Management Act 2010. Key regulators
are the Environment Agency, Ofwat and the Planning Inspectorate with
Defra, DLUHC and DfT the principal government departments.

Broadly it was considered that legislation and regulation was adequate
for the purposes of managing water in the urban environment although
the current automatic right for new development to connect to the public
sewer was frequently identified as a legal instrument hampering good
management.

The major issue identified was a failure of water companies to provide,
improve and maintain the sewer network and ensure it is “effectually
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drained” and its contents effectually dealt with, but also that companies
were expected to deal with whatever new development came their way
with minimal influence over the water-sustainability of that.

A fundamental issue was the siloed nature of water issues and their
management. Australia was identified as a recent example where water
was becoming managed in a more integrated way with better
collaborative management between water utilities, local authorities and
land managers. As in other areas of water management, a far stronger
catchment-system approach to identifying priority challenges,
solutions and brokering / facilitating the necessary collaborative
investment and delivery was considered necessary.

In the context of highway runoff pollution, there were mixed views on
whether extended producer responsibility schemes might be used to
support investment in improved treatment delivery. Just over half of
respondents suggested they should be used more widely, with just under
half saying they didn't know. Products identified included tyres and fuels
/ oils.



Interviews

The regulatory framework for urban water management (2)

The regulatory framework relating to urban water management is
influenced by a wide range of legislation and regulations including the
Water Industry Act 1991, Town and country Planning Acts 1947 and
1990 and the National Planning Policy Framework, the Highways Act
1990 and the Flood and Water Management Act 2010. Key regulators
are the Environment Agency, Ofwat and the Planning Inspectorate with
Defra, DLUHC and DfT the principal government departments.

Broadly it was considered that legislation and regulation was adequate
for the purposes of managing water in the urban environment although
the current automatic right for new development to connect to the public
sewer was frequently identified as a legal instrument hampering good
management.

The major issue identified was a failure of water companies to provide,
improve and maintain the sewer network and ensure it is “effectually
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drained” and its contents effectually dealt with, but also that companies
were expected to deal with whatever new development came their way
with minimal influence over the water-sustainability of that.

A fundamental issue was the siloed nature of water issues and their
management. Australia was identified as a recent example where water
was becoming managed in a more integrated way with better
collaborative management between water utilities, local authorities and
land managers. As in other areas of water management, a far stronger
catchment-system approach to identifying priority challenges,
solutions and brokering / facilitating the necessary collaborative
investment and delivery was considered necessary.

In the context of highway runoff pollution, there were mixed views on
whether extended producer responsibility schemes might be used to
support investment in improved treatment delivery. Just over half of
respondents suggested they should be used more widely, with just under
half saying they didn't know. Products identified included tyres and fuels
/ oils.
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Urban water management performance (1) delivery of water management measures, of varying quality and
effectiveness. Interviewees considered that of all relevant bodies, local
Planning guidance for water management was consolidated with the planning authorities had the greatest influence and responsibility in
introduction of the National Planning Policy Framework in 2012 which management of urban runoff pollution.
replaced a more extensive suite of Planning Policy Statements. Since
2012 it has been periodically revised; the last comprehensive revision The Flood and Water Management Act 2010 introduced, in its Schedule
occurring in 2021. 3, a comprehensive and clear mechanism for incorporating sustainable
drainage into new development, in a form which would also unlock wider

- . nefits includi water li I ity.
Through these revisions there has been greater emphasis on benefits including to water quality and local amenity

incorporating more trees and green infrastructure into new

development, alongside a general requirement to prevent development In 2014 government took the decision not to commence this Schedule
from causing “unacceptable” levels of pollution (including to water), because of perceived costs and complexity, stating that SuDS would
where possible improve water quality and to take account of river basin instead be encouraged through the planning system.

management plans.

Sustainable drainage systems (SuDS) are required in flood risk zones and
for major developments unless clear evidence of inappropriateness
exists. These NPPF policies are considered to have resulted in patchy
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Urban water management performance (2)

Further to increased focus on storm overflow discharges from
overloaded combined sewer networks, in 2021 government announced it
would review the implementation and in 2023 confirmed it would
commence Schedule 3 subject to consultation.

Several interviewees pointed to the stop-start, ad-hoc approach to
SuDS as a missed opportunity to get more ahead of the problem of
overloaded combined sewers arising from new development. Many
pointed to the need to retrofit them into existing development to reduce
pressure on combined networks alongside achieving the other beneficial
outcomes SuDS can achieve.

There was widespread concern expressed over the management of

highway runoff. A general picture was presented of resourcing cutbacks
leading to un-maintained oil interceptors / gully pots, poor knowledge of
sewer and drain networks, and of highway SuDS being either abandoned
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or re-engineered to save money on maintenance, compromising their
performance.

Generally, interviewees considered that highway runoff is barely-
managed and its impacts very poorly understood. This picture was
considered particularly stark on local roads because National Highways
at least had some kind of programme for improving runoff management
albeit this was not considered adequate.
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Agricultural / land and water management (1) There was sympathy with farmers generally relating to their financial

capacity to deliver outcomes desired by society but not enabled by their

Interviewees widely pointed to considerable scope to improve water core business of producing food. Interviewees were supportive of

. . . idies for level of general hi Il r
management in agriculture. Areas of focus for this ranged from a more subsidies for a good level of general stewardship, as well as targeted

. . . I fun rt interventions in hmen r icular pr re.
strategic approach to planning water resources for agriculture (which is unds to support interventions in catchments under particular pressure

being developed), increasing the frequency of monitoring and There was consistently expressed concern at the loss of cross-

. . . mpliance rul nder the shif Envi L
enforcement against the Farming Rules for Water, and the effective compliance rules under the shift to the Environmental Land Management

management of pollution at a catchment, rather than individual farm Scheme (ELMS) in England, with sign-up rates to the voluntary

ccale Sustainable Farming Incentive (SFI) not yet making up for this. There

were fears that in the short-term at least, this could lead to a reduction

in levels of good farm water management practice.
A wide range of approaches and outcomes were proposed linked to

reducing farm runoff pollution, managing flood water, improving water

e ) Balance between enforcement and sufficiently attractive financial
infiltration to enhance water resource recharge, managing water

) ) - incentives was considered to be crucial for the next government to find.
resources more collaboratively and dynamically, as well as providing

mitigation services for other areas of economic activity (such as nutrient This would need to be underpinned by accessible advice and guidance on

- : : ood practice. Increased interest in cover cropping and regenerative
schemes and biodiversity net gain to enable development). & P PRIng &
techniques shows there is appetite amongst farmers to manage their
land more sustainably but this needs to be underpinned by regulation

which effectively targets poor practice.
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Agricultural / land and water management (2)

It was considered that a range of sources could play a role in supporting
improved water management at a landscape scale, e.g. food supply chains,
water companies as well as public money through land management schemes
or flood risk management budgets. Because agriculture is a very
disaggregated industry compared to others that are more nationally-
coordinated, developing and coordinating the guidance, standards and
investment in improved practice is challenging. However, this will be necessary
to mobilise private sources of finance.

Interviewees widely considered a land-use framework would be beneficial in
helping to target where farmers could unlock the most value, and therefore
returns out of their land whether this be for food production or other,
strategically-important ‘public goods' services. A framework would need to be
informative and supportive rather than prescriptive and work alongside land
management schemes to improve uptake levels.

Interviewees consistently pointed towards a tension between environmental
regulators also often being the major source of advice for farmers. Widely,

they considered that farmers often worked more enthusiastically and openly
with organisations other than the regulator (such as rivers trusts or water
companies) when making land management changes to support improved
water management.

Interviewees consistently noted that there is plenty of good agricultural and
land management practice going on which caniillustrate the effectiveness of
certain approaches in improving water quality, drought and flood resilience,
and input efficiency. However, mainstreaming this is undermined by
insufficient enforcement against poor practice and a market failure in food
production which has for decades not fully reflected all the costs involved.

Whilst there may be frustrations with how environmental land management
schemes are developing, it was recognised they are trying to do things
differently and will need to evolve as they mature. It was widely considered
that the scale of the water health and resilience challenges faced now are such
that investing more in improved practice is essential to avoid increasingly
severe impacts.
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The regulatory framework for agricultural / land and water management

Compared to other areas of water management, there is a far lower level of
regulatory focus on agricultural land management. Standards within guidance
attached to subsidy and other grant schemes exist at a relatively rudimentary
level, strategic planning for water management outcomes is at an embryonic
stage and monitoring and enforcement of compliance is sparse. This reflects
that compared to other sectors that interface with water, farming is very
disaggregated in terms of the high proportion of small businesses. The
Environment Agency regulates pollution and water abstraction and Natural
England supports higher level delivery of the subsidy schemes. 68% of survey
respondents considered regulatory enforcement to be inadequate whilst 5%
considered it adequate. Interviewees pointed towards the end of cross
compliance meaning less consequence if rules were broken. The slow advent of
ELMS also appeared to be providing a window of opportunity in which farmers
could undo previous beneficial actions, e.g. remove buffer strips and change
cropping without consequence.

Against this pattern, it was widely regarded that it would be resource-
intensive to undertake considerably more inspections and that these should
be targeted to problematic catchments. It was also noted that targeted advice

and support, such as in relation to catchment sensitive farming, was achieving
good outcomes. It was noted that water quality monitoring and attribution to
different sectors to identify mitigation measures is improving.

Opportunities for strategic development were seen in the area of managing
the costs of inputs more effectively, as well as regulating environmental
impacts at more of a catchment level rather than the individual farm scale
(with an example of the failure to do this identified as the Wye catchment).
Water resources was identified as an example, with improved digital returns
for abstraction licensing enabling a more dynamic approach. Water resources
planning for agriculture was being developed with the Water for Food Group
and support of regional water resources groups. Abstractors are increasingly
working together to respond to withdrawal of historic abstraction licenses by
working cooperatively or setting up single companies to secure a single licence
for multiple abstractors, enabling trading. Other work was being done with
academic institutions to map farm water storage regionally and identify
locations of particular need. Such approaches will be more effective where
water availability is a business risk.
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Agricultural / land and water management performance

It was considered that farming’s contribution to pressures on water and
reasons for failure against WFD targets resulted from a combination of poor
understanding of water, insufficient incentives to improve, a lack of strategic
planning and a lack of enforcement against poor practice. There was
considerable scope to improve water management but this requires a
widespread mindset-switch to reconnect land with rivers and whilst it was
considered that farmers connect to and value land, they generally expect of
rivers.

Interviewees believed there to be widespread scope for innovation. Water
resources planning and abstraction licensing could drive improvements, along
with improved catchment monitoring to enable targeted interventions. A self-
contained advice and regulatory system was suggested in which every farm
business paid into a fund providing parametric insurance, enabling farmers to
apply for a grant to deliver innovative water management if they suffered from
drought or alternative measures if experienced repeated flooding.

The common factor behind poor water stewardship was typically a lack of
financial means to invest in improved management and resilience measures.
It was emphasised that UK investment in agri-environment outcomes is low
compared to many other nations and this has a clear impact on outcomes
delivered.

It was suggested that with the agricultural food supply chain worth £110
billion there should be some scope to support improved strategic planning and
practice generally. Firstmilk was held up as an innovative cooperative driving
regenerative farming, with members rewarded per litre of milk sold for
delivering more interventions from a member of options, as well as for being
peer-to-peer advocates. Such approaches were considered to be models of
how food supply chains could invest in improved practice.
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A survey was promoted via sector networks, targeted emails and social media.

This featured a range of quantitative (multiple choice) and qualitative (open 4. Please describe your area of activity

field) questions.

@ Central Government 7
@ Regulator 38
354 responses were received. 324 individuals responded alongside 30 @ Local Government 21
organisations. @ Water Company 61 120
. Consultant 115 100
Respondents came from a wide range of backgrounds, but were dominated by @ Contractor 7 80
consultants, followed by employees of water companies and regulators. 34 @ Product Manufacturer 2
interested members of the public responded. @ nfrastructure Operator 2 %0
. Farmer or land manager 2 40
49 per cent of respondents considered themselves to be ‘interested and @ Academic 20 20 I I I
informed’ whilst 46 per cent considered themselves to be ‘expert’. @ National-level NGO A o M I __ Jy—— I =
@ Local Campaign Group 5
5. How would you define your knowledge level on water issues? @ interested Public 34
@ other 29
@ cxpert 164
. Interested and informed 175
. Interested, not informed 7

@ other 8
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The majority of respondents thought that water bodies were in an Unsurprisingly it was considered high priority areas for attention were water
unfavourable state generally, i.e. critical, poor or in decline. Only 37.5 per cent company and agricultural activities. More than this though, respondents
of respondents considered water bodies to be in a positive or improving state. pointed to the need for government to lead on action.
8. Where do you see the most need for action on water management to improve
6. Do you consider the health of freshwater to be: freshwater health and resilience? Please identify your top three priorities.
120
@ Government policy and regulati... 271 300
Excellent 2
: 100 . Water company activities 226 250
Good 21
80 . Farming and land management ... 235
. Moderate, improving 108 200
60 . Urban planning and development 130
. Moderate, declining 116 150
. Highway infrastructure design a... 20
. Poor 78 40
@ Products and chemicals standar... 54 100
. Critical 24 20
. . @ Consumer / Customer / Publice... 86 50
0 = @ oOther 12 0 - . —

Overwhelmingly, respondents pointed to wastewater and sewerage activities

and agriculture as the main sources of this poor or declining state. Other In this context, respondents called for stronger government commitment to
factors including water abstraction, urban runoff, population growth and stewarding water in general. From stronger enforcement of the polluter pays
demographic change, and climate change as being wider contributors. principle (particularly on water company and farming activity — underpinned by

better-resourced regulators), to more source-control of pollutants, and a far
better link-up between development planning and delivery, and its
downstream impacts on water.
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Water company ownership is a high profile, contentious issue. Whilst widely it
has been pointed out that there is no clear or direct correlation between 11. What is your preferred model of water company ownership?
ownership models and environmental pollution, the question does point to

120
levels of confidence and trust, values and motivations and satisfaction with the

current approach. @ rrivatised (current model in Eng... 17 100
. Privatised but with stronger gov... 69 80
. Not for profit (e.g. Dwr Cymru ... 104
There was no overwhelming signal on an alternative ownership / governance 60
. . . Nationalised (e.g. Scottish Wate... 85
model. More respondents favoured a not-for-profit model akin to Welsh
. . . . Government-owned, contractor... 13 40
Water’s than any other with a nationalised model also popular. There was also ®
L . R Other 1 20
significant support for stronger governance measures applied to a privatised - -
industry. 0 -

L . These requirements were widely characterised as greater reporting
Where there was an overwhelming signal, was in only a small number of ) ) )
. ) ] o transparency, simpler, clearer ownership structures, robust rules on executive
respondents favouring the status quo. This clearly signals that practitioners — o ) ) )
) ) ) o ] pay and dividends linked to environmental performance, stronger social
as well as the public — are widely dissatisfied by how water companies operate . )
o purpose and regulators given the resource and capacity to properly understand
currently. 68 per cent of respondents wanted to see additional governance .
] o o o and keep on top of this performance.
requirements placed on water companies if the privatised model remains in

place.



Survey — water company activities

It was widely considered (63 per cent) that the current responsibilities and
duties placed on water companies were not optimised to managing current
and future pressures on the water environment. It was recognised that the
core direction to water companies relates to public water supply and
sanitation. The standard of delivery against this function to customers should
remain, but respondents pointed to modern challenges falling in relation to
climate resilience and environmental quality / health and greater emphasis
within the regulatory framework as a whole was needed on these aspects. This
should also direct an investment focus on the activities and issues having the
greatest impact on the health of water bodies locally, rather than meeting
blanket performance standards for certain asset types.

Respondents extensively pointed to a need for greater strategic
consideration of water pressures as a core part of development planning and
policies. The location, design and standards for new and regenerated
development were considered to have extensively neglected water
considerations with delayed, cancelled or un-implemented policies relating to
development over the last decade or more exacerbating the pressures put on
water resources and infrastructure.
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It was recognised that plans for water management would need to engage a
wide range of stakeholders with water companies central to this. Duties to
cooperate were not considered to always fall equally amongst parties making
effective collaboration challenging. Overall, there was a broad consensus (67
per cent) that the current regulatory framework and guidance within which
water companies operate is not driving optimal delivery of safe and reliable,
affordable water supply and sewerage services alongside healthy, resilient
freshwaters.

19. Do the policies and guidance of water company planning and investment drive
optimal delivery of safe and reliable, affordable water supply and sewerage services
alongside healthy, resilient freshwaters?

® ' 51
® no 198
. Don't know 48

FUTURE



Survey — agriculture / land management

Extensively, practitioners believed that there was considerable scope to

manage land to deliver beneficial outcomes for the freshwater environment.

This should harness the principle of using public money to pay for public goods

through environmental land management schemes, albeit supported by more -
robust application of the polluter pays principle and a fairer price to producers

*FRESH

WATER

FUTURE



