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Key Points

The RSPB:

· Welcomes the strong commitment to statutory environmental objectives, clear direction on water efficiency and a new emphasis being placed on considering green house gas (GHG) emissions in business planning.
· Supports the position that water companies have a legitimate role in influencing land management to protect their key asset, water. However, further guidance is needed on how this applies on land outside company ownership. 

· Is concerned that un-necessary cost and carbon benefit analysis will be applied to schemes delivering statutory objectives. Instead we believe effort should be focussed on cost-effectiveness of how objectives might be met.  
· We believe stakeholders have an important role in developing future customer research would welcome clarification of how this might be taken forward.

· Would welcome greater transparency in the periodic review process and, in particular, calls for NGO observer status in the Joint Stakeholder Group.

Introduction

1. The RSPB speaks out for birds and wildlife, tackling the problems that threaten our environment. As a landowner, we have a direct interest in the water environment managing over 70 inland and 25 coastal wetland sites in more than 50 river catchments. Outside our reserves our staff work with others to protect and enhance the wider countryside for birds and wildlife. Together, with our million members, we are a voice for nature.

2. The RSPB has a long history of working with the water industry and its regulators to reduce threats to species and habitats. Most notably we have helped develop and deliver Unitied Utilities Sustainable Catchment Management Project (SCaMP) under PR04. We are actively seeking further opportunities for landscape restoration for biodiversity and water quality under PR09.  We share the water industry’s interest in low-carbon catchment management that protects water and wildlife.

3. While we acknowledge there has been a great deal of progress in protecting wildlife and improving the quality of rivers, lakes and coasts, there is still much to do.  As such, we welcome this opportunity to comment on Ofwat’s approach to the next Periodic Review (PR09).

Overview

4. There is much in this consultation that the RSPB supports. In particular, we are pleased to see a strong commitment to statutory environmental objectives, clear direction on water efficiency and a new emphasis being placed on green house gas (GHG) emissions. We also welcome guidance on land management investment and look forward to clarification of Ofwat’s position on schemes that are undertaken off water company owned land.

5. However, we are concerned that proposals to require Cost Benefit analysis and GHG benefit analysis for statutory schemes will place an unnecessary burden on water companies and, inevitably, lead to local considerations being used inappropriately to question national priorities for nature conservation. We are also concerned that, with the increased emphasis on water companies developing their own tools for economic and GHG analysis, there is significant scope for variability in approach and the quality of the results. 

6. Ultimately, even with tight regulation of business plans, there is always a risk that the choices made by industry will be skewed by underlying economic incentives. We are concerned that previous price reviews and market conditions have tended to favour capital investment that increases a company’s Regulated Capital Value (RCV). This emphasis in capital investment not only risks unnecessary price inflation, it also drives up land take, abstraction and energy costs associated with end of pipe capital investment and disadvantages less capital intensive up stream approaches such as retro-fitting efficiency devices or tackling water quality through better land management.

7. The proposal to use menu regulation may introduce incentives to innovate that help address this. However the complex interplay between economic regulation and volatile external economic factors make it difficult to assess what the full impact will be. Indeed, as the paper acknowledges there is a risk that companies will seek to maximise the value of its RCV if Ofwat gets its incentive structure wrong.

Detailed Comments

2.1.3 Draft Business Plans

8. The RSPB has welcomed the long-term planning horizon introduced by the Strategic Direction Statements (SDS). It seems entirely sensible that draft business plans should reflect the priorities signalled in these plans. However there is a risk that innovation will be discouraged because of water company concerns about the regulatory burden (real or imagined) of producing alternative draft business plans. 

9. Ofwat should address this by providing greater clarity on the requirements for alternative draft business plans where a company seeks to deviate from its SDS. 

3. The right outcome for consumers

10. The RSPB welcomes the unambiguous statement that water company plans must meet statutory requirements for the environment and take full account of the social and environmental costs and benefits of investment, including carbon impact.

3.2 Understanding consumer’s preferences

11. During PR04 the RSPB was represented on the customer research stakeholder group by Wildlife and Countryside Link. We hope that greater efforts will be made in PR09 to adequately explain to customers the benefits and need for investment prior to gauging their willingness to pay. 

12. The recent Collaborative Research Programme survey of willingness to pay for WFD provides an excellent model for this kind of research. We have supported the findings of this study and hope that stakeholders will have similar access in developing the methodology of the Stage 3 research and in scrutinising the analysis of results. Without third party involvement the objectivity of Stage 3 research could become a contentious issue.

13. We are concerned that there appears to be limited opportunities for non-statutory groups to engage with the PR09 process, and would suggest that this would be improved by inviting Wildlife and Countryside Link to provide an observer to the Joint Stakeholder Group.

3.3.1 Climate change adaptation

14. The RSPB welcomes guidance on how climate change adaptation should be considered in business planning. However, we are concerned that the draft document does not address the vital role water companies can play in helping water and wetland biodiversity adapt to climate change. 

15. The EU Green Paper Adapting to Climate Change in Europe and many of the adaptation strategies developed by UK nature conservation organisations highlight the importance of strong cross-sectoral working, integration and co-ordination of adaptation response to climate change. The water industry is uniquely placed to contribute to biodiversity adaptation because:

· The natural environment is the source of its key asset, water; 

· It places pressure on the environment through abstraction and discharge; and 

· Its large land holdings should play a key role in helping to accommodate the conservation response required to sustain the UK’s biodiversity in a changing climate.

16. Defra/UKBAP guidance
 provides a number of principles for biodiversity adaptation that are of direct relevance to the water industry that should be reflected, or referred to in the Ofwat guidance (see box 1). These principals should be at the heart of decisions about ongoing operation and future investment for environmental protection and improvement. 

3.3.2 Carbon impacts and management

17. The RSPB recognises the need to understand the GHG implications of water company investment plans. In particular we believe this could play a positive role in identifying sustainable options for investment e.g. protecting water at source rather than end-of-pipe treatment. However, we object to the requirement to balance local environmental quality improvements against the wider impacts of greenhouse gas emission, particularly for schemes required to meet statutory objectives and BAP targets. 

18. Protected sites will play a key role in biodiversity adaptation to climate change and  their protection is a matter of national and international priority. The Government is also committed to the UKBAP process which will help deliver the ecologically resilient landscape and ecological networks that will help wildlife adapt to climate change (see BOX 1). 

19. So while we believe GHG emission estimates should help inform which options are chosen to meet statutory objectives and UKBAP targets (a shadow cost-effectiveness appraisal) attempting to quantify this as wider environmental impact will simply place an unnecessary burden on water companies and should not have a role in questioning whether Government objectives should be delivered.


 3.4 Justifying proposals for service and investment

20. The RSPB objects to the requirement to apply cost-benefit analysis (CBA) on statutory schemes. CBA is a methodology used to decide if a project should be undertaken or not.   Despite assurances to the contrary we believe the use of CBA will inevitably tempt companies to cite local priorities and local willingness to pay as a reason to undermine national and international policy priorities whose benefits to society have been accepted through legislative processes.

21. That is not to say we do not accept the need to maximise efficiency of investment. However, we believe that this can be achieved by cost-effectiveness analysis (CEA) of various options to meet fixed statutory objectives. We also understand the need to identify benefits and costs of environmental policies, and address issues of fairness and ability to pay. However, these issues should be dealt with as a matter of national policy which may look at a range of options outside of the gift of the water companies or Ofwat e.g. income support for disadvantaged groups. 

22. A cost-effectiveness approach is also consistent with the economic analysis required to underpin the Programme of Measures under the Water Framework Directive.

3.4.1 CBA methodology

23. The highly devolved nature of the process, with each company developing its own customer research and Cost-Benefit-Analysis (CBA) could lead to variable quality of outcomes making comparison between companies extremely difficult. 

24. One of the contentious and rapidly evolving areas of economic appraisal alluded to in the consultation is how environmental benefits should be treated in CBA or CEA.  Quantification of benefits is often inappropriate or impossible when dealing with environmental benefits, particularly non-use values.  This can lead to an under-estimate of environmental and social benefits when only monetised benefits are considered.  For this reason, it is inappropriate to expect the quantification of all environmental benefits.  Instead, this section should acknowledge that qualitative descriptions of benefits are sometimes necessary and we would look to Ofwat to provide clear guidance on how water companies should use such information to inform investment decisions.

3.5.1 Good practice in asset management planning

25. Water supply catchments are one of the fundamental assets that need to be managed to maintain security of supply. Declines in water quality pose a real and growing threat to raw water quality, the costs of water treatment, security of supply and the life of assets.

26. To reflect this,  changes to land management on and off water company land should be assessed in business plans as one of the range of potential interventions to maintain serviceability (page 19, 4th bullet). We would welcome an explicit statement in this guidance to this effect.

3.6.1 Water Resources

27. The RSPB strongly supports Ofwat’s proposal to exclude investment in enhanced resources unless demand management options have also been considered. These options should include incentive based retro-fitting schemes (see paragraph 36).

28. We are concerned that even where companies have looked at demand management in the past the benefits (in their broadest sense) and potential water savings have been underestimated. It will be vital that Ofwat and the Environment Agency scrutinise options considered in water resource plansand the assumptions underlying the CBA analysis.

29. We also support the proposal to incentivise the use of shared resources where this is the best available option although the test for allowing higher cost alternatives should include an assessment of the environmental impact of developing any new resource. 

30. It is unclear how a water company will be able to establish reasonable need for additional abstraction under the Water Resources Act if an alternative exists. Similarly, where new resource development impinges on WFD obligations,  a derogation would have to be applied. Again, it is unlikely the tests will be met if an alternative exists. 

3.6.3 Leakage

31. The RSPB supports the Blueprint for Water coalition call for leakage targets to be adjusted to reflect environmental impacts and public concerns. 

32. The concept of Economic level of Leakage is not widely understood and failure to tackle leakage is often cited as a reason why individuals do not reduce personal water use. Therefore setting, and meeting more ambitious leakage targets will bring benefits by not only reducing environmental impacts from water company activities but also demonstrating a commitment to saving water that customers will follow.

33. We therefore welcome the current work on revising the concept of Economic Level of Leakage and request that stakeholders are given access to review and input into methodology at an early (pre-draft) stage.

3.6.4 Metering

34. The RSPB supports Ofwat’s view that metering is the fairest way to charge for water with the proviso that tariff structures protect vulnerable customers. As members of the Blueprint for Water Coalition we have called for a strategy to install a water meter in every home by 2020.

3.6.5 Water efficiency: the role of economic demand management

35. The RSPB welcomes the statement that demand management can play an important role in balancing demand and supply. Although the section on water resources reinforces the need to consider water efficiency as an alternative to resource development, it is unclear what form of water efficiency measures a company should consider. 

36. In particular we would welcome an explicit direction that under “water efficiency” (first bullet, page 23) water companies must consider both the cost-effectiveness of education based schemes and incentivised retro-fitting of water efficient devices and equipment as alternatives to resource development.

3.8 Setting the scope of the quality programme

37. We fully support the idea that water companies should explore how early action to meet statutory objectives can maximise long-term benefits. It will be important that the perceived regulatory burden of producing a second draft business plan does not put water companies off assessing the widest range of options (see paragraph 9).   

3.8.1 The scope of the quality programme

38. Ofwat should not insist upon a monetary quantification of benefits of each company project.  Quantification is often inappropriate or impossible when dealing with environmental benefits, particularly intangible non-use values (see paragraph 24). 

39. Instead, water companies should include a consideration of the broad range of cost and benefits expressed in both quantitative and qualitative terms. See response to section 3.4 for more detail.

3.8.2 The Water Framework Directive

40. The RSPB accepts there is still much uncertainty about what implementation of the WFD means for water companies. However, the approach outlined in this consultation appears to be at odds with fundamental principals of the legislation. 

41. For example, the WFD requires that its default objectives are achieved unless strict derogation tests laid out in Article 4 are met. These do not amount to identifying action that simply offers value for money. Similarly, the WFD derogations for allowing the relaxation of time limits does not include developing the least cost programme. We believe urgent action is required to align the principals of economic appraisal used in PR09 with the statutory requirements of the WFD.

42. The RSPB welcomes the statement supporting water company intervention in land management. While we are strong advocates of the polluter pays principal (PPP) we also recognise that the current emphasis on end-of-pipe treatment simply ignores the potential to make sustainable and cost-effective investments that protect a water company’s single greatest asset, clean water. 

43. Although water company investment in land management may not always embody a strict interpretation of the PPP, we believe it would be wrong to dogmatically discount the best available option simply because the perfect one is not available.

44. It is against this background that we also question the requirement that such investment should only take place where it relates to changes in land management practice to meet a defined legal requirement (3rd bullet, page 26). We believe that, if the business case is sound such investment should be allowed irrespective of external legal drivers. Indeed, in a fully competitive market one might expect such innovative solutions to emerge simply due to commercial pressure.  

45. We would also welcome clarification on the role of water company investment in land outside of its ownership.  Statements made at the latest Water Strategy stakeholder meeting and in a recent water industry seminar on catchment managment appear to have signalled Ofwat’s acceptance that intervention on non-water company land may be justified if a business case can be made. We welcome this and would like the final guidance to reflect this position. 

BOX 1 - Conserving biodiversity in a changing climate





Conserve existing biodiversity: The richness of future biodiversity, in a changing world, will depend on the diversity we conserve today


 Conserve Protected Areas and other high quality habitats: These areas will remain important because they have characteristics which will continue to favour high biodiversity e.g. low nutrient soils


Conserve range and ecological variability of habitats and species: It is impossible to predict which localities will continue to have climatic conditions suitable for given species or habitat; by conserving the current range and variability we will reduce the probability of all localities being lost although some losses are inevitable


Reduce source of harm not linked to climate: Climate change is one of many threats to biodiversity and by reducing other sources of harm we will help natural systems maintain their biodiversity in the face of climate change


Develop ecologically resilient and varies landscapes: By ensuring landscapes remain varied, and allowing space for physical processes to take place, we will increase their ability to retain biodiversity


Establish ecological networks through habitat protection, rrestoration and creation: Some species will need to move some distance from their current locality if they are to survive climate change; creating new habitat, restoring degraded habitat, or reducing the intensity of management of some areas between existing habitat, will encourage this.
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