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Agenda

Aim: To understand views of what benefits related to the environment should have financial 
incentives and the options of how PR24 (or future price reviews) provide them. 

13:00 Introductions

13:05 Presentation by Ofwat

13.15       Breakout session 1: What benefits should have financial incentives?

13.35 Presentations by Yorkshire Water and United Utilities

14:05 Breakout session 2: How do we provide incentives?

14.35 Feedback

14.55 Conclusions and Look ahead

15:00 Close
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Recap
At the meeting in March we discussed how do we promote investment that delivers 
multiple benefits over the long term, while improving compliance with statutory 
standards?

The summary of the discussion was
• Should be evolution and will take time to get it right;
• Need to be able to discuss risks and consider flexibility and a tolerance for 

failure in order to innovate;
• Most systems are set up for single agencies and need to evolve to allow multiple 

agency models;
• What should be done within the water company regulated business? There 

needs to be a clear line of sight from what customers want companies to deliver 
as part of their statutory duties to how CBA is conducted and how incentives are 
specified;

• Should focus on outcomes not outputs;
• Agreement we need better metrics to incentivise natural and possibly social 

capital improvements;
• Metrics are difficult to specify including that benefits may accrue over time; 

and
• Should metrics attempt to measure absolute levels across companies or 

differences made by projects?
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Multiple Benefits – Example London Strategic SuDS Pilot Study

What should be 
financially 
incentivised in 
order to support 
long term 
decision making?

https://www.susdrain.org/files/resources/briefings/2105_briefing_the_benefits_of_distributed_suds_in_london_final.pdf
https://www.lotag.co.uk/london-strategic-suds-pilot-study
https://www.lotag.co.uk/london-strategic-suds-pilot-study
https://wixlabs---dropbox-folder.appspot.com/dropbox/view?inModal=true&folderMode=true&pageId=b6cqa&compId=tpaModal_rtby_comp-knysypt3&viewerCompId=tpaModal_rtby_comp-knysypt3&siteRevision=1546&viewMode=site&deviceType=desktop&locale=en&regionalLanguage=en&width=172&height=170&isInModal=true&origCompId=comp-knysypt3&instance=BVPGJywOhC-_OwrcwoXR1INlyuQ6u8XYYDXsrI2_7qA.eyJpbnN0YW5jZUlkIjoiNzUxZjJkZWUtYmQwYS00MDNiLWE4YzUtYjQ0ODg1OTE1ZjdmIiwiYXBwRGVmSWQiOiIxNDkyNDg2NC01NmQ1LWI5NGItMDYwZi1jZDU3YmQxNmNjMjYiLCJtZXRhU2l0ZUlkIjoiMzUwMTI3MTMtYWI2ZS00NjdiLWEwZDctYTZjYTBkMTFiMWE2Iiwic2lnbkRhdGUiOiIyMDIxLTA3LTAyVDE1OjAwOjE1LjAwOVoiLCJkZW1vTW9kZSI6ZmFsc2UsImFpZCI6IjA2NTZmZTljLTczYjMtNDdhYS04MzQxLTk1MWFmZDE0YzI1NSIsImJpVG9rZW4iOiI0MDFlMGFmZC0xNjY0LTA2NDAtMDgxMi0xMjgyODg4MGVlZDkiLCJzaXRlT3duZXJJZCI6ImQ5ZjYzZDFlLTAxZTYtNDk4My1iY2VkLWFlODMyNzllNTNmOSJ9&commonConfig=%7b%22brand%22:%22wix%22,%22bsi%22:%22d08498c8-5bd3-4906-95a7-390d8296cc07|1%22,%22BSI%22:%22d08498c8-5bd3-4906-95a7-390d8296cc07|1%22%7d&vsi=5a77dfde-f3ff-4c83-932f-4ca210027266&file=4.%20Appendix%202%20-%20LSSPS%20Modelling%20Report.pdf&token=&id=acdf999a8ffcd051fd6a425e5b767d76bd396f73238d311a71587c83fd7d0000843cc6b00de9ed3f672c11d65510183707353b289849b73e8a61e87e3dc56b67d99553cfea3f75ead952bb710f2b6fda0018ec2a6ff4
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Principles for public value

Some of the recently published principles have particular relevance:

Principle 2: The mechanisms used to guide activity and drive decision-making should facilitate the 
delivery of social and environmental benefits that are measurable, lasting and important to 
customers and communities.
Principle 4: Delivery of public value outcomes should not come at greater cost to customers 
without customer support.
Principle 5: Companies should consider where and how they can collaborate with others to 
optimise solutions and maximise benefits, seeking to align stakeholder interests where possible, 
and leveraging a fair share of third-party contributions where needed.

Issues How we might address

Lack of confidence regarding that PCs do 
accurately measure benefits that customer’s
value.

Put restrictions on the level of incentive
AND/OR
Regulators have more involvement in the 
measurement of benefits.

Lack of clarity of how costs and benefits are 
shared/attributed across partner organisations

Benefits may not be sustained. Pay the incentive as the benefit occurs (and 
have a mechanism for periodic review of the 
benefits), rather than when the scheme is 
completed.

Risk that the world moves on Have a process to update guidance outside 
the price review
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Possible approach

Absolute measurement  
across the company

Incremental
improvement (could be 
modelled or measured)

Benefit of improvement 
(ie monetarised net 
benefit)

When it may be most 
suitable

Where measures are robust 
and the costs of the 
measurement are justified.

Where it may not be cost 
effective to measure the 
factor across the company 
area, but it is of sufficient 
importance to have an 
individual measure that can 
be applied on a more targeted 
basis.

Where measurement of the 
individual factors is not 
justified and/or providing 
companies with greater 
flexibility to target the most 
appropriate benefits to 
provide.

Examples of where it 
could be used

- Bathing waters
- Operational GHG 

emissions

- Biodiversity
- Phosphorus

-Recreation and amenity
-Health and well being
-Air pollution / heat / 
noise
-Wider flood risk

There are a range of approaches that we could ask companies to take in reporting 
environmental PCs 
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What should have 
financial 
incentives in the 
outcomes 
framework?

Breakout session 1

- River water quality
- Bathing water quality
- Greenhouse gas emissions
- Biodiversity
- Recreation and amenity
- Health and well being
- Air pollution
- Wider flood risk (ie not sewer flooding)
- Urban heat
- Noise
- Which of these and anything else?
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Options for financial incentives

Value 

PC
1

PC
4

PC
2

PC
3

PC
5

PC
8

PC
6

PC
7

PC
9

PC
12

PC
10

PC
11

Value 

Option 1 – Give every important 
benefit its own PC.

Option 2 – Most important benefits 
are measured by individual PCs, 
other benefits are added together 
in a further “value” PC

Option 3 – PCs act as minimum 
standards, but positive incentives 
are based on overall value

Option 4 – Incentives are based on 
overall value.

PC
1

PC
4

PC
2

PC
3
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Potential example: Options for PCs related to river water quality

Option 1 
(Option 3)

Option 2 Option 1 Option 1 Option 1 Option 4
(Option 3)

Pollution
incidents

Pollution
incidents

% water bodies 
failing good 
ecological status  
- phosphorus

% water bodies 
failing good 
ecological status 
for reasons 
where water 
company has a 
significant role 
(eg ammonia, 
oxygen levels, 
BOD, total 
phosphorus)

% water bodies 
good ecological 
status

Natural capital 
(£m)

Treatment works 
compliance

% water bodies 
failing good 
ecological status  
- Ammonia

Treatment works 
compliance

Average number 
of storm overflow 
spills 

% water bodies 
failing good 
ecological status  
- Oxygen levels

Monetarisation
of improvements 
beyond normal 
delivery (£m)

% water bodies 
failing good 
ecological status  
- BOD

Package A Package B Package C Package D Package E Package F
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How do we 
provide financial 
incentives?

Breakout session 2

1. What should have PCs that directly measure 
improvements?

2. How should PCs measure performance 
(absolute or increment)?

3. Should we have a PC for which the 
measurement is to monetarise a number of 
benefits? If so what and how?



Yorkshire Water



United Utilities
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How do we 
provide financial 
incentives?

Breakout session 2

1. What should have PCs that directly measure 
improvements?

2. How should PCs measure performance 
(absolute or increment)?

3. Should we have a PC for which the 
measurement is to monetarise a number of 
benefits? If so what and how?
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Look ahead

We suggest the following draft 
dates and subjects, although 
this is subject to change.

w/c 13 September Package of common PCs
w/c 11 October TBC – Follow on from September
November ODIs and innovation
December TBC
January Setting ODI rates
February Measuring outcome risk – options
March Caps and collars


