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WATER PRIVATISATION: ENVIRONMENTAL PROTECTION

Thank “you - for youri‘letter sof 117 Tl - o lcam sorry. that L was
not able to meet your deadline of 18 April.

Like you, I was disappointed that there was need for me to raise
these issues. I have to say that they had virtually all been
raised in discussions between our officials. If the solutions

you are now proposing had been offered then, it would have avoided
the need for correspondence between us on the great majority of
points.

I am nevetheless grateful to the further consideration that has
now been given to the various points in my letter. In particular
I find that the explanation you have given me on water environment
protection zones, together with the redrafted paragraph, both
clarify the position and resolve my concerns. I am therefore
content.

I am also pleased that you have been able to meet most of my other
points or provided the necessary reassurances. I still consider
it unfortunate that you are unable to agree to the deletion of the
reference in paragraph 1.5 of the consultation paper, to the
increasing attention to the protection of the marine environment
in consultation with our European partners. As I said in my
earlier letter I feel this could be taken as endorsing the recent
EC draft directive for disposals at sea. If you remain convinced,
that this reference is necessary for wider considerations, I will
not continue to oppose. But I must warn that the reference may
lead us into difficulties at a later date.

The one point on which I do feel that a change is necessary is
that the paper should mention the possibility of introducing
charges ror the work which our respective Departments CATLY .out
in considering applications for discharges. This falls squarely

/ within the Polluter




within the Polluter Pays Principle and should not be dismissed until
it has received full consideration. If it is then shown impractical,
so be it, but I must request that the paper leaves the way open and
gives recipients the opportunity to comment.

I am copying this letter to the Prime Minister, Malcolm Rifkind,
Paul Channon, David Young, Nicholas Edwards, John Moore and
Sir Robert Armstrong. , 470

MICHAEL JOPLING
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WATER PRIVATISATION : ENVIRONMENTAL PROTECTION

Thank you for your letter of\;6/April about water privatisation
and our environmental consultation paper. As you will know,

there has been extensive inter-departmental discussion on earlier
drafts of this and we have made considerable efforts to meet the
points which we knew were of concern on the agricultural side.

It is therefore disappointing that your letter should now be
raising so many matters but I will try to meet them in a way which
will be satisfactory to both of us.

I cannot agree that we should drop the reference to water
environment protection zones, but I think we can present what we
mean by these rather better. Introducing these zones does not
constitute a "new measure". The powers are all there at present
in Section 31({5) of the Control of Pollution Act 1974 which was
implemented last year. Other powers do not tackle the risks of
pollution arising some distance up stream. The powers to vary
discharge consents are of no assistance. The problems arise not
from regular consented discharges but from spillages and
negligent disposal of wastes and other pollutants. It would

not be a satisfactory alternative to implement the powers given
to water authorities in section 46({1-3) of COPA. Water
authorities regard these powers as burdensome and virtually
inoperable, and we are proposing that they should go.




Nor do I believe that the proposals put the voluntary approach
to conservation at risk in any way. They are intended to

catch practices which are likely to result in criminal offences.
We could not defend applying the voluntary principle in such
circumstances - especially since the offences can be prevented
a good deal more cheaply than their consequences can be remedied.
While I do not therefore see grounds to delete this section,

I appreciate your concern that, used increasingly, it could
damage legitimate agricultural interests. I have therefore
recast the section (as attached) in a way which ties it clearly
to pollution risks and circumscribes its use to their problems
which we clearly need to tackle. I hope you will feel that
this reformulation meets your concerns.

Your more detailed points cause me less difficulty: the order
below follows that in your letter:

(i) On COPA Section 32 I do not believe we can deregulate
and at the same time emphasise continuing control by central
guidance. But we will indicate that such guidance will be
provided when appropriate.

(ii) Taking paragraphs 4.11 - 4.14 as a whole I do not believe

that what we say about compensation for variation of consents
will cause difficulties. However, if it will help, I am
prepared to say, in the final sentence of paragraph 4.12 "in
this case also the payment of compensation might (rather than
'would') not be appropriate”.

(iii) I am prepared to amend the text to make it explicit

that we would not expect to make regulations under section
31(4) of COPA on any agricultural practices effectively covered
by the Code of Good Agricultural Practice (rather than just

the two most important - silage and slurry - to which we expli-
citly refer). But this is on the clear understanding that

if the present advisory code is not enough to reduce the current
level of pollution incidents within a reasonable period we

must look to other measures. I am concerned that the River
Quality Survey may soon show that the long-term improvement

in water quality has halted or gone into reverse, particularly
within the agricultural regions, so we must be seen to have
adequate powers available. :

(iv) I confirm that I have no present plans to amend Section
39(2) of COPA which allows us jointly to hear appeals in certain
circumstances.




(v) I do not think we should at this stage raise the possibility
of charging discharges consent applicants for the time your
department gives to commenting on certain categories of
application on which they are statutory consultees. We would
have to extend it to local authorities who see all such consent
applications. Such a charging system could quickly collapse
under its own complexity;

(vi) I do not believe that a statement that "The Government
is giving increasing attention to protection of the marine
environment" risks implying any change of stance on disposals
at sea. I believe it is the least we can defensibly say on

a matter of increasing concern.

(vii) I accept your point about the reference to anti-fouling
paints.

It is inevitable that environmental policies affect a wide

range of interests, and agriculture more than most. I hope

that you will feel the changes I am able to make reasonably

meet your main concerns, and that we can now move immediately

to publication. As we have to allow 2 months for consultation,
and our final instructions have to be sentfcounsel in July,

it is wvital that we publish this month, and if you have any
problems about agreeing to my proposals, I must ask that you

let me know by Friday at the latest. Other colleagues, as

you know, have already agreed the draft. I am copying this to the

recepients of yours.

W~

KENNETH BAKER

The Rt Hon Michael Jopling MP




Proposed Revision

7.11. But smaller areas are also important. Here the proposed
means of protection are the powers in the Wildlife and Countryside
Act for the designation of Sites of Special Scientific Interest.
Under present plans the Nature Conservancy Council expects

that some 9%of the water courses may be so designated. Aquatic
plants and animals may however be affected by pollution originating
at some distance. In circumstances where pollution injurious

to flora and fauna is arising, designation of an SSSI or use

of other powers under COPA may not be appropriate. In these
exceptional circumstances the Government will consider use

of protection zone powers under section 31(5) of COPA (described
in section 5 in relation to the protection of sources of water
supply) to regulate those activities giving rise to the pollution,
whether in the water or on the banks or associated land. This g
could prove a helpful addition to the existing machinery for
conservation of the water environment.
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WATER PRIVATISATION: ENVIRONMENTAL PROTECTION

Thank you for sending me a copy of your letter of %K/March to Nick
Edwards together with a draft of the consultation paper foreshadowed
in the Water Privatisation White Paper.

In terms of the overall structure of the paper, it is important to
strike the right balance. On the one hand we must be seen in the
context of privatisation to be maintaining effective protection
for the environment. In addition, the forthcoming legislation
will provide a useful opportunity to consolidate and, where
appropriate, extend the environmental gains of recent years. On
the other hand, any changes must clearly be seen as justified and
appropriate. They must take account of the costs to be borne both
by the WSPLCs and the individuals affected. They must not be of a
nature likely to frighten .off potential investors. Finally they
must be consistent with our policy on deregulation.

A number of the options outlined in your letter are relevant to my
areas of responsibility. I am glad to note that, as a result of
discussions between our officials, many of our concerns have been
met. The resulting draft which you have circulated now presents a
useful basis for preparation of the final version. I do, however,
have a few remaining concerns which need to be resolved before the
consultation paper is issued and I fully agree with David Young's
views on the need for a summary and preliminary compliance cost
assessments.

I would like firstly to comment briefly on the overall style of
the draft. I accept that we must be as clear as possible about
our intentions. Not least, we must, show the environmental lobby
that there will be no lowering in standards following privatisation.
But we must also consider the impression we give to potential
investors on whom the success of the whole enterprise depends. I
must say that, viewed in this light, I do find the present ‘flavour
of the document rather draconian and interventionist.

Turning to points of substance, my principal outstanding concern
relates to Chapter 7. Although in general it strikes the right
balance by signalling the Government's continued support for adequate
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conservation measures, I do not see the need for further protectio
in the form of Water Environment Protection Zones, which woul
control activities on water, banks and associated land. The case
for new measures of this sort is not made in your letter and it is
not clear to me why such additional controls are considered necessary,
bearing in mind the existing arrangements, including provisions to
vary discharge consents in Section 46 of the 1974 Act, the separate
arrangements for Sites of Special Scientific Interest and other
provisions 1in the Wildlife and Countryside Act 1981. The new
powers would involve an important element of compulsion and no
provision for compensation. This would mark a fundamental change
in Government policy, which presently relies upon a voluntary
approach to nature and landscape conservation. It might well be
seen as running counter to the Government's policy on de-regulation.
I believe the creation of these powers would be seized upon by
those who wish to argue that the voluntary approach has failed.
This is not so. It is important therefore to exclude this proposal
from the consultation paper.

My other comments are more on matters of detail. I " dccept’ that
Section 32 of the 1974 Act can benefit from some changes (Chapter
4 of paper) but we still have reservations over leaving the decision
on whether a consent for discharge is necessary to the discretion
of WSPLCs. I am therefore strongly in favour of appropriate
central guidance being given and believe the consultation paper
should state that this will be done, instead of merely referring
to. 1t as .one ‘option (in ‘paragraph=4.7). Such guidance should
incorporate the guidelines agreed last year in respect of agricultural
discharges.

In paragraphs 4.11 and 4.12 you discuss the extent to which the
existing provisions to vary a discharge consent might be implemented,
and I find it helpful that the text clarifies the extent to which
compensation 1is available. However the concluding sentence of
4.12 suggests that compensation would not be appropriate under the
new arrangements. This is a delicate issue and I do not consider
it appropriate to rule out the possibility of compensation at this
stage of the consultation process. I must therefore ask you to
adopt a more open wording in this passage so that we are left free
to take appropriate decisions in the light of responses to the
document.

Paragraph 4.13 proposes the repeal of Sections 46 (1) to (3) of the
1974 Act, in view of the new measures in Chapter 7. You may of
course wish to reconsider this proposal in the light of my earlier
comments on Water Environment Protection Zones.

In chapter 5 you rightly highlight the importance of the Code of
Good Agricultural Practice in helping to minimise water pollution
from farming activities. Paragraph 5.7 is particularly helpful in
suggesting that regulations under Section 31(4) of the 1974 Act
are unlikely to be necessary for the storage of silage and slurry
(two of the activities covered in the Code). I would suggest
however that the reference could be extended to all the activities
included in the Code. The Section would then read "... The most
important is the Code of Good Agricultural Practice, covering
activities described in paragraph 5.4 above. In view of the Code
it is unlikely to be necessary to make regulations for such farming




activities, but the Government ...". This is an important statement
in that it recognises the role of the Code in avoiding pollution,
highlights the Government's view that results are best achieved
through the voluntary approach, and makes it clear that we are not
looking for changes in respect of agricultural practices so soon
after the adoption of the Code and other arrangements made last
year.

The section of the paper dealing with Water Source Protection
Zones is for the most part acceptable. However, I am uneasy about
the ' proposal: to ‘remove the right of an individual to a local
public enquiry in advance of controls being imposed. I recognise
that the possibility of appeal to you, which might be followed by
a public enquiry, would remain as a safeguard. However, in this
case, controls which might have a severe impact on, for example, a
farm business, would already have come into force. I consider
that we should pay careful heed to any representations made on
this possible change during the consultation process.

The Control of Pollution Act 1974 presently provides, in Section
39(2), that where there is an appeal against the withholding of a
consent for discharge, a certificate can be obtained from this
Ministry stating that the activity is good agricultural practice.
The appeal 1is then considered jointly between ourselves. In the
absence of any reference to this procedure in the consultation
document, I would be grateful for your confirmation that it will
continue.

On the fisheries side, my officials are, of course, consulted on a
statutory basis on discharges into coastal and estuarine waters
ana I “am glad - o -note: ‘that - this provision: wil¥.continue  after
privatisation. I also fully support the concept set out in Paragraph

3.6 of the draft consultation paper that you should set objectives
and quality standards for estuarial and coastal waters with an
appropriate timetable for implementation. I welcome the extension
of the polluter pays principle as enshrined in Section 6, which
has been developed here through the charges levied under the Food
and Environment Protection Act 1985 (FEPA) and through the proposed
introduction of charges for authorisations under the Radioactive
Substances Act 1960. But I do not think that it goes far enough
in that no provision is made in Section 6 for recovery of the
costs that our respective Departments incur 1in considering
applications to discharge. While the position may not be entirely
straightforward from a legal point of view, I consider that it
would be prudent at this stage of the exercise to put up a marker
that the Government is considering the concept. Our officials can
then look into the position in more depth during the consultation
period and, of course, take on board any comments that are made by
recipients of the consultation document.

There are also two presentational points on the fisheris side that
I would like taken on board. First, despite advice to the contrary
by my officials a reference to the marine environment still occurs
in paragraph 1.5. I fail to see the relevance of this to the
privatisation issue unless it is intended as a reference to water
quality standards. If so, the reference should be specifically to
that aspect of the marine environment; otherwise I fear that the
draft as it stands will be interpreted as a change of stance on




disposals at sea, which would be a particularly unfortunate
development, bearing in mind our proposed 1lin on the drafit EC
Directive. Secondly I note that a reference to anti-fouling paints
has now been introduced at Paragraph 7.6. This gives the impression
that existing powers to regulate their use may be adequate. I
thought it was clear that the current sanctions under COPA were in
fact inadequate and that was why consideration is now being given
to controls under Part III of FEPA. In these circumstances, I do
not consider the reference to the paints problem to be at all
appropriate and would prefer this sentence to be deleted.

I am copying this letter to the Prime Minister, Malcolm Rifkind,

Paul Channon, David Young, Nicholas Edwards, John Moore and Sir
Robert Armstrong.

MICHAEL JOPLING
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WATER PRIVATISATION: ENVIRONMENTAL PROTECTION 25

K
Thank you for sending me a copy of your letter of 26 March to
Nicholas Edwards, which enclosed a draft of the consultation
paper you propose to issue on this subject.

Your letter emphasised the need to take account of the concerns
of the environmental lobby about the possible implications of the
proposed transfer of regulatory functions to private sector
companies. As I am sure you recognise, this concern is not
confined to environmental interests. Industry too is concerned
with the proposal that manufacturers discharging effluent into
rivers etc should be subject to regulatory controls exercised by
what are in effect competitor companies.

The proposals in your draft consultation document are under-
standably designed principally to allay the fears of environ-
mental rather than industrial interests. While some are welcome
- for example, your proposal to adopt cost recovery charges for
pollution control, rather than incentive or distributive charges
- others, for example, your proposals to extend reguletion in a
number of areas are less so. 1 share your reservations, for
example, over the reference in paragraph 6.10 to the possibility
that WSPLCs should be required to levy penalty charges where

effluent discharge consents are exceeded.

BOARD OF TRADE
BICENTENARY




While I am content that the consultation paper should be issued,
I must therefore reserve my position on the detailed changes
proposed until we have had an opportunity to consider responses
from industry and others to the consultation exercise. I should
be grateful if your officials could keep officials here in touch
with developments.

I have one comment to offer on the drafting. The paper includes
a large number of proposals in a variety of forms - the bringing
into force of some existing statutory provisions, the abolition
or amendment of others, and some wholly new powers. I think it
would aid the reader greatly if a chapter were to be added
listing in summary form the main changes proposed.

I am copying this letter to the Prime Minister, Nicholas Edwards,
Michael Jopling, Malcolm Rifkind, David Young, John Moore and Sir
Robert Armstrong.

S G

PAUL CHANNON
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Thank you for copying to Malcolm Rifkind your letter of 26 March and
your consultation paper on environmental protection.

As you know we have quite different arrangements in Scotland for the
provision of water services and for the protection of the aquatic
environment. These arrangements appear to be working very
satisfactorily and we have no plans to go for privatisation at this time.
Nevertheless we have been watching the development of your proposals
on environmental protection with interest. Your officials have
helpfully let mine see an earlier draft of the consultation paper and the
present version takes account of the points we made. I have therefore
no comments to make on the paper itself.

We are conscious, however, that many of your proposals would lead to
amendment of the Control of Pollution Act 1974 which generally applies
to the whole of Great Britain. There is no need for us to adopt all of
these changes but we have identified a number on which it would be
helpful and sensible to maintain a common line. I recognise that there
will be many demands on the Water Privatisation Bill but I would be
grateful for your acceptance that our proposals, which are modest,
should be accommodated in the Bill. I am leaving it to my officials to
convey the details to yours but I shall, of course, be keeping in touch
with developments.

I am sending a copy of this letter to the Prime Minister, Nicholas Edwards,
Michael Jopling, Paul Channon, David Young, John Moore and

Sir Robert Armstrong. \y
=

MICHAEL AECRAM

E21C2803.046
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WATER PRIVATISATION: ENVIRONMENTAL CONTROLS

Thank you for copying to me your letter of 26Myé;ch to
Nicholas Edwards about new regulatory arrangeffents for the
protection of the water environment.

I view with some alarm any consultation document that has
seven long and complex chapters. I hope that the final
version will carry a summary which distinguishes clearly
between new controls that would affect new water companies and

those which would directly affect existing industrial and
agricultural businesses.

I notice that some of the latter type of new proposals are
still tentative, for example 'water source protection zones'.
If, as a result of your consultation, you decide to proceed
with these it would be most helpful if your officials could
provide preliminary compliance cost assessments for the
Enterprise and Deregulation Unit.

I am copying this letter to the Prime Minister, Michael
Jopling, Malcolm Rifkind, Nicholas Edwards, Paul Channon, John
Moore and Sir Robert Armstrong.

/ et
S //j;ﬁ//ﬁ

(Approved by the Secretary
of State and signed in his absence)
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WATER PRIVATISATION - ENVIRONMENTAL PROTECTION

T am‘replying, - in his absence to:your detter of March to
Nicholas Edwards.

We fully share your view that the protection of the water
environment is a matter of the highest importance in the
context of Water Privatisation and believe that the
environmental lobby are going to prove a difficult group to
persuade of the merits of our proposals. I agree that the
consultation paper goes a long way towards meeting some of
the likely objections they will have. It is necessary,
however, to do all we can to demonstrate that our intention
to protect the water environment is genuine and I am sure
that the national policy proposals, supported by a statutory
framework of controls overseen by the Government through an
Inspectorate, is the right way forward. I am broadly
content with the proposals set out in the paper, although my
officials will continue to be in touch with yours on some
minor drafting points which need to be addressed.

I am copying this letter to the Prime Minister, Michael
Jopilding., Malcolm Rifkind,. Paul' Channon, David Young, -John

Moore and to Sir Robert Armstrong.
)

MARK ROBINSON AT
The Rt Hon Kenneth Baker MP

Secretary of State for the Environment

Department of the Environment

2 Marsham Street

LONDON
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My ref: B/PSO/12899/86

Your ref:

& april 1985

WATER METERING
Thank you for your helpful letter of 17 Matrch.

You are right that the metering of distribution networks and

the development of tariff structures for use in the trials

can proceed in advance of legislation. Both these things are

being done. I fear however that existing powers on building
regulations and bye-laws are insufficient to allow us to requir

new houses to be constructed so as to facilitate meter installation.
So we will need provisions on that in our Bill.

I am copying this letter to other members of E(A) and to
Sir Robert Armstrong.

/
KENNETH BAKER W

The Rt Hon John Moore MP
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WATER PRIVATISATION: ENVIRONMENTAL PROTECTION

As you know, John Patten and I have all along seen protect
the water environment as a matter of the highest impcrtanc
context of water privatisation.

3' O

i
ce in the

This is partly because transferring a reanlatory system to the
custody of private companies is unusual, and raises genuine
concern to ensure that they operate their powers fairly, and in
the public interest. It is partly because of genuine concern that
private bodies may not have sufficient regard to the conservation
of the environment. It is also because there "i’l be a number cof
other concerns, justified or otherwise, whi the increasingly
powerful environmental lobby will bring to the fore as our
proposals go forward.

That was why we devoted a whole section of our White Paper to the
subject. There has been a muted response to this so far. A recent
Times leader questioned whether private bodies ocught to be
exercising regulatory functions, and there has Dbeen a limited
amount of press and other public comment in the same vein. There
are signs that we can expect more criticism of this kind uniess we
can show convincingly that our intention to protect the water
environment will be given good effe, . In the White Paper we
promised to produce a consultation paper on this subject and I

- VR WY -~ o~ no v d
attacthr-aaratts

This has been produced following very helpful discussions at
official level with your own and other Departments. We have tried
to reflect a wide variety of departmental concerns and I very much
hope that vou and colleagues will agree that this has been done.
The draft of course builds on section 5 of the White Paper. Its
most important recommendations are:

a. retention by Ministers and privatised water authorities
of their essential responsibilities, with some development of
these where essential;
b. river quality objectives to be given statutory

rom which water

from present

1lution;




e. development of the “polluter pays" principle;
f. simplification of effluent discharge consent procedures.

in my view, this set of proposals will provide a much needed
measure of improvement in our arrangements for environmental
protection. It should go some way to settling the
environmentalist's concern, whilst at the same time not imposing
any unreasonable burdens - and indeed producing some benefits -
for those who use our river system for discharging effluent.

Could I please have any comments by Friday 11 April? I will need
to issue it by mid April if we are to take account of public
comments in the drafting of legislation.

I am sending a copy of this letter to the Prime Minister, Michael

Jopling, Malcolm Rifkind, Paul Channon, David Young, John Moore
and Sir Robert Armstrong.

A A

/f.’/pw/’/%%/ -
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™
KENNETH BAKER

The Rt Hon Nicholas Edwards MP
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THE WATER ENVIRONMENT: THE NEXT STEPS

The Government's Consultative Proposals for Environmental

Protection under a Privatised Water Industry.

Introduction

Environmental Protection: the New Framework
Environmental Quality Objectives

Regulation of Discharges

Reducing Pollution Risks

Incentives and Charging

Progress in Conservation




INTRODUCTION

1.1 On 5 February 1986, the Government announced its intention
to transfer to the private sector the ten water authorities
in England and Wales. The proposals are set out in a White
Paper 'Privatisation of the Water Authorities in England

and Wales', HMSO, CMND 9734.

1.2 The main elements of the White Paper are as follows:

(a) River basin management of the water cycle will be
maintained.

(b) The Water authorities will be converted, with their
present boundaries, into Water Services Public Limited
Companies (WSPLCs) which will be responsible for all
functions of the present authorities with the single
exception of flood protection and land drainage.

(c) Financing and co-ordination of flood protection and

land drainage will become the responsibility of special bodies which will

have close links with the water authorities.

(d) A Director General of Water Services will be appointed
to regulate. the main services cof WSPLCs through a licensing
system. Licences will specify price, and service standard
controls for the utility services, and can include other
requirements, giving them legal force.

(e) The Director General will appoint committees to represent
the interests of customers of each WSPLC.

(f) There will be new and strong safeguards for the water
environment. Existing statutory duties relating to
recreation, conservation, navigation and fisheries will
continue.

(g) A Bill will be introduced to give effect to these
proposals at the earliest opportunity.

(h) WSPLCs will be transferred to private ownership at

intervals thereafter.
X3 This paper develops the proposals in chapter 5 of the
White Paper for the strengthening of safeguards for the

water environment.

1.4 An important aspect of unified river catchment management




.'is that a single body is responsible for protecting rivers
and other sources of water supply, including ground water,
as well as for supplying to customers water which must reach
rigorous standards of wholesomeness. This provides a strong
incentive for ensuring that all water resources are properly
protected from pollution. The ability to develop the fisheries
and recreational potential of rivers and other inland waters,
also provides an incentive to effective pollution control
and water resource management. Retention of unified river
basin management therefore will help to ensure that, under
privatisation, the environmental responsibilities of WSPLCs
will be properly discharged. This paper considers whether
the companies will have adequate powers to discharge that
responsibility, and also considers changes which privatisation

will itself make desirable.

f AN The Government has already taken important steps

safeguard and strengthen protection of the water environment.

It has implemented Part II of the Control of P Oollution Act

1974, which provides for more effective protection of inland
surface and underground water, the extension of controls

to coastal waters, and public involvement in the control
system. I+ has launched and put its weight behind the initiative
to tackle the severe pollution of the Mersey river system

on “a . .firm timetabile. n .co-operation with 'its partners

in the European ommunity it is giving increasing attention

€
to protection of the marine environment.

1.6 Since thei lishment in 1573 the ten water authorities
have had. the uti responsibility for conserving the
water environment in England and Wales. In that period,
the quality of rivers has been protected in spite of increasing
demands upon themn. Plans are in place for the improvement
of the main industrial estuaries, and maintenance of current
s

over the next ten or fifteen years would enable

nd
investment level
ce

the main sources oif sewage contamination or coastal waters

to be remedied.




At the same time authorities have reflected, and contributed
to, the widéning interest in the conservation of 1landscape,
flora and fauna. They have considerably extended the
consultation they carry out before undertaking works with
a major environmental impact. River corridor surveys have
been carried out, conservation officers have been appointed
and codes of conservation practice have been written and
brought into effect. The Government believes that through
integrated river basin management the authorities have succeeded
in reconciling these objectives with wider provision for
amenity and - recreation. The table below and associated
map indicate the extent of the commitment which the authorities

now make in this area.

Recreational Activities at Water Authority Reservoirs in England

and Wales 1985.

Total Number of Reservoirs 530

Number with provision for:
Fishing 474
Sailing 91
Sailboarding 68
Canoeing 45
Sub-aqua 42
Bird Watching 295
Horse riding 40

1.7 '~ Privatisation means that new measures will be required
to ensure that the water industry continues to attach due
weight to environmental protection. It also provides an
opportunity to consolidate and extend the environmental
gains achieved in recent years. In deciding 1its approach
the Government has had the following main objectives in
mind:

(a) the need for a clearer framework of national environ-

mental policy within which local decisions and 1local

action on matters such as the protection of particular

stretches of river can be taken;




(b) the need for regulatory systems to be simple, clear,
justifiable and affordable, with firm safeguards against

abuse;
(c) the need for the public to have adequate access to

information;
(d) the need for financing and charging systems to allocat

costs effectively to those whose actions give rise to those

costs.

1.8 This consultation paper is written against that background,
to set out in more detail the proposals in chapter 5 .08
the. White Paper. Section 2 describes how the general framework
for environmental protection can be improved. The following
sections deal with separate elements of the system. The
Government invites views from organisations and from members
of the public with an interest. Comments should be sent
to Mr adrian Straw, Room A434, Romney House, 43 Marsham
Street, London SW1. Comments on aspects of the proposals
which may be of special significance in Wales should Dbe
copied to the Welsh Office: Mr. L. Pavelin, Welsh Office,
Cathay's Park, %3 CEFl 3N@w Comments should arrive

no later than 20




SECTION 2

ENVIRONMENTAL PROTECTION: RESPONSIBILITIES AND A NEW FRAMEWORK

2.1 Privatisation will make a fundamental difference to

the constitution of the Water Industry in England and Wales,

and the Government is concerned that when it happens the
arrangements for safeguarding the environment and for promoting
amenity should be consolidated and strengthened. Changes

in these arrangements are in any case necessary because

since the Water Act 1973 was enacted there have been important
developments in environmental policy: it has had to respond

to European Community legislation and it has been necessary to define
more clearly a national framework of policies and priorities

within which regional policies can be set.

2.2 This section describes new arrangements which the Govern-
ment proposes to introduce with privatisation. It considers
in particular the part to be played by the Secretary of

State, the WSPLCs and the Director General of Water Services,
and ‘it has these principal objectives:

i. to provide for national environmental policies to

be clearly identified.

ii. to ensure that adaquate powers exist to give effect

to these policies and

iii. to ensure that WSPLCs act in conformity with national

policies and the public interest.

Responsibilities of the Secretary of State: Establishing

National Policies

2.3 After privatisation overall policy for the environment

and for setting general objectives and priorities will remain,
as it must, the responsibility of ministers answerable to
Parliament. It will be their duty to ensure that national
policy requirements are met including directives of the

European Community. It must therefore ultimately be for
ministers to ensure that WSPLCs give due weight to environmental
considerations. At present, the Sscretary of State's

responsibilities are defined by section 1 of the Water Act




1973 under which the Secretary of State for the Environment,

the Secretary of State for Wales and the Minister of Agriculture,
Fisheries and Food are under a duty 'toc promote jointly

a national policy for water in England and Wales' and it

is the duty of the different ministers to secure the effective
execution of that policy in relation to their respective
functions. Under privatisation, where Ministers will no

longer be responsible for appointing members of water

authorities and WSPLCs will be outside the public sector,

relationships between Ministers and WSPLCs will need to

be more clearly defined, and Parliament will expect that
the Secretary of State's own obligations should be more

precisely formulated.

2.4 There are two main areas in which this will be necessary.
The first is the availability and quality of water resources.
At present the duty to initiate and carry through surveys
of future demand for water, and surveys of water resources,
is placed by section 24 of the Water Act 1973 on the water
authorities. Assessments undertaken after the 1973
reorganisation identified regional deficiencies then foreseeable
up to the end of the century, and the water authorities
have promoted schemes to meet these deficiencies. As the

" demand for water has increased less steeply than was forecast
in the early 1970s, it has not yet been generally necessary
to extend water resource planning and to secure further
supplies for the future. But this may become necessary
from time to time, and the Government must be in a position
to see that necessary assessments should be carried out
as the need arises. It is therefore proposed that there
should be a duty on the Secretary of State to require this
to be done as and when it appears to him to be necessary,

so that the implications can be fully considered.

2.5 The second main area is the setting of quality objectives
and standards to which main surface waters - ie rivers,

lakes, streams and other natural wyater resources - should

be maintained or improved. These objectives are at present
imposed upon themselves, voluntarily, by the water authorities.

They are fundamental to the health of our rivers and therefore




. to the entire basis of water protection policy. Imposition

2 by the Secretary of State will ensure that his overall
responsibility for the water environment is given direct
statutory force, in the area where it matters most. Chapter
3 sets out more fully the background to this proposal and

what it would entail.

Powers of the Secretary of State

2.6 If environmental quality objectives are to be clarified
and‘given greater statutory force, it is essential that ‘there
are adequate powers to ensure that they cenbe given effect.

Such powers must lie primarily with the Secretary of State,
in view of his central responsibility for policy, though
adequate powers must also be available to the WSPLCs to
enable them to carry out their fesponsibilities.

2.7 The Secretary of State will require a number of specific

powers to discharge his remit. These will include

(a) A. power to ensure, subject to Parliamentary procedure,

that WSPLCs implement specific national environmental

policies:

Inevitably new requirements of national, including
European Community environmental policy will from

to time arise. Ministers should have powers, subject
to Parliamentary procedure, to require that these

policies are given effect by WSPLCs.

Powers to prescribe precautions to be taken by anvone

with custody or control of substances likely to pollute

or impair water resources; and to designate zo

nes
within which any activities likely to damage water

resources can be requlated;

Maintenance of river water quality can be jeopardised
not only be regular discharges but also by accidental
spillages and the unintended consequences of normal
activities. Adequate powers to control such risks

are increasingly important.




Section 5 describes how existing powers in section
31 of the Control of Pollution Act 1974 might be adapted

and used to this effect.

A power to establish inquiries on any matter relevant

to maintaining the guality of natural waters;

There are already powers for the Secretary of State

to establish local inquiries on individual abstractions
and discharges and the local application of regulations.
These should extend to quality objectives and standards
when the arrangements described in section 3 are in

place. When executive operation of environmental
protection is the responsibility of private bodies

the Secretary of State should also have powers to
establish inquiries on any matters relevant to maintaining
the quality of natural waters to ensure that the public

interest can be properly taken into account.

A power to require WSPLCs to furnish such information

as Ministers may reasonably need to fulfil their duties.

: authorities
While water authorities are within the public sector- and the ‘members of /
are appointed by Ministers, exchanges of information

with Government are continuous, with little need for

formal arrangements. Once the authorities are privatised

it will be appropriate that there be formal powers

to require WSPLCs to furnish information on environmental
matters to the Secretary of State. Existing information
requirements will be reviewed with a view to

simplification, avoidance of duplication and ensuring thak

they can be discharged by WSPLCs as cost effectively

as possible.

Responsibilities of the WSPLCs

2.8 Historically, the principal means of ensuring water
quality has been control over discharges of trade and sewage
effluent to rivers, lakes, streams and other natural water

courses, a control exercised to a system of formal consents.
No such discharge is allowed unless it complies -/ith th

1

conditions set by the water authority (or formerly by the




river authority), and these conditions limit the amount

of polluting material emitted from pipe or sewer. This

system of controling individual emissions is vital to protection
of the water environment and will continue when the water
authorities are privatised. Section 4 describes more fully

the current system, the role of the Secretary of State in
ensuring that it is operated fairly, and proposals for

improvement.

2.9 As part of their general responsibility for river basin
management water authorities also discharge a wide range

of other responsibilities for the protection of water quality.
They undertake systematic monitoring of water quality and
develop plans for improvement. Their pollution control

staff play the principal role in the enforcement of section

31 of the Control of Pollution Act which forbids the entry

of polluting matter to water, by policing water areas and
undertaking prosections when necessary. They handle pollution
emergencies and take appropriate remedial measures when

they occur. Water authorities have major responsibilities

tin the field of conservation. ubseguent sections will

explain how all these responsibilities will remain following

privatisation, and how in some cases they will be developed.

Monitoring and Enforcement

2.10 The Secretary of State will need adequate powers to
ensure that WSPLCs discharge their own duties in relation

to pollution control. It will be important to ensure that

the monitoring by WSPLCs of rivers and estuaries is carried
out adeguately and on a broadly consistent basis as to the
number of sampling points and frequency of sampling. Sampling
of discharges must also be carried out with regard to the
requirements of particular areas, but also with regard to

sound and broadly consistent criteria.

2.11 Water authority inspectors undertake general supervision
and policing of water areas to enforce the controls on dumping,
spillages and other entries of polluting matter. This extends
to the general planning and management of natural waters.
These activities are difficult to quantify or express in

terms of output measures, but they are central to the general




nanagement of water areas. WSPLCs will have a continuing
interest in and responsibility for undertaking them. While

the Government does not see a need for any substantial changes
in current practice, its importance to environmental protection
means that the Secretary of State should be in a position

to impose requirements of a general character as to its

scale and nature.

2.12 The Government has a wide range of powers on which

it can rely in exceptional emergencies but in most incidents
it will be the water authorities on which the obligatioas
will: fall. They operate, and review periodically, standard
guidelines for dealing with emergencies. The Government
will wish to ensure that this continues after privatisation,
and to be able to satisfy itself from time to time that

the procedures operated are sound. Proposals in a consultation
paper 'Water and Sewerage Law' published on 21 March 1986
review certaié of the powers ovf water authorities

in relation to their functions for controlling others'

operations (eg powers of entry) and these are relevant.

2.13 The above proposals for ensuring that monitoring and
sampling are carried out adequately and consistently may

most appropriately be implemented through regulations, statutory
" codes or as conditions of the operating licences under

which WSPLCs will be regulated by the Director General of

Water Services. Such approaches will allow greater detail

and flexibility to be achieved. It will be for the Secretary

of State to oversee and support WSPLCs in their role as
pollution control authorities. To provide guidance on these
matters, and in particular to monitor their own performance

as abstractors of water and dischargers of effluent, a

small inspectorate will be established within the Department

of the Environment and Welsh Office. This will be an important

new development.

Expenditure and Charges

2.14 As at present, it will not for the most part be possible
for WSPLC's pollution control and environmental service
functions to be undertaken on a profit-making basis. Some

aspects of pcllution control are susceptible of direct charges




(see section §) and in some areas of recreation there will
be greater scope for enterprise activities. Nevertheless

a deficit on these activities may need to be accepted in

the public interest and it is right that this should be
recoverable by WSPLCs from the charges raised from customers

of water and sewerage services.

2.15 It is therefore important that investors in the new
companies, as well as those who enjoy the non-profit-making
services, should be aware of their financial implications.
The.figures below are extracted from the authorities' 1984/85
accounts. They show how much the 10 water authorities spent
on the five environmental services, what income they received

from each, and how much support these activities had from

environmental services charges - ie from the bills of water

customers and- users of sewerage services.

Water £000s

Quality Pollution Recreation
Regulation Alleviation & amenity ' Fisheries Navigation TOTAL

Expendiﬁure 17,328 4,445 6,961 8,296 4,346 41,376
Income 115 91 2,630 4,290 1,859 8,985

Support from

the Environ-

mental

Services

Charge 32,391

Thus for all environmental services, the extent of support
from the Environmental Services Charge in 1984/85 was a
little over £32m. The Government is committed to the principle
that the costs of these activities should be recovered to
the fullest possible extent from those who benefit from
them. However the Government also considers it right that
they should receive a reasonable measure of support from

the main services. At present this support amounts to less
than 2 per cent of the authorities' gross turnover. The
Government considers this to be a p%gégﬁébie~burden on the
consumers of the main services, and intends that the WSPLC's
licences should provide for support of this order to be

continued.




2.16 The Director General will have a general interest
in WSPLC's exercise of environmental functions, but will

in particular be concerned with matters of finance and consumer

representation. As explained in the White Paper (paragraph 15),

he will be given the responsibility of determining from
time to time the extent to which the environmental services
should be supported from charges raised from customers for
water and sewerage services. In this task he will need

to take account of obligations WSPLCs may Dbe reqﬁired to
fill by changing national or EC environmental policies and
have regard for the interests both of consumers and
shareholders. In striking this balance he will be assisted
by the decision announced vn the White Paper that he should
in future appoint the members of Consumer Consultative

Committees, including those responsible for environmental

matters.




SECTION 3
ENVIRONMENTAL QUALITY OBJECTIVES AND STANDARDS

3.1 then the water authorities are converted into Water Service Public Limited
€ompanies, they will continue toc be the agencies responsible for protecting the
water environment - as they must be if the benefits of integrated river basin
management are to be preserved. As now, they will be the agents of naticnal policy
for the environment, and their efforts in that direction will be governed by

a system of environmentzl quality objectives which, henceforth, will be set on a

statutory basis by the Secretary of State.

3.2 The water authorities established u he Water Act 1973 inherited a
situation in which many discharges were subjected to standard condition

their predecessors unrelated to the e the discharges on the receiving
waters. Some of txe conditions were unnecessarily stringent while others

not stringent enough. Water author i.lea in carrying out the Secretary of

duties to restore and maintain its wholesomeness of rivers were not required

to produce programmes for improvement of these rivers. This situation led to the
National Vater i1 (IWC),after extensive work and consultation,issuing in
197% the pblicy statement "River Water Quality: The Next Stage.” The NWC
recommended amongst cther things that river quality objectives to provide a better
basis for setting consents and for planning investment to improve water

quality should be determined by water authorities as far as practicable for rivers

canals and major streams. The then Government endorsed the NWC's statement.

3.3 All water authorities have set quality cbjectives for individual stretches
of watercourse directly related to the use or potential use of the water, for

water, support of fisheries, recreation, amenity

short term reflecting current use, or long term representing a

target use. The objective for each stretch of river can be expressed in terms
of a quality classification, stating broad categories of use which can then be further
expressed in terms of limiting quality criteria for such things as biochemical
oxygen demand and ammonia content. The NVWC produced a classification of river
quality in which the highest classification, for example, is Class 1 which
applies to water of high amenity value and high quality suitable for abstraction
for drinking water and game fisheries. The quality criteria for this class includes
a biochemical oxygen demand 2 than 5 milligrammes per litre and an

ammonia content not greater




@

3.4 River classification criteria alone however were not sufficiently precise
to form a basis for protection of rivers. Water authorities therefore also
set quality standards which generally represented the maximum guantity of a
substance, for example metals, which could be present in the viater if its .
current or future use has to be maintained or achieved. Discharge consent conditions
were then set individually in the light of levels of substances already in the
water. This system of limiting the amount of a substance in the water itself
rather than applying an across the board linit on the amount permitted in any
discharge has added importance in that it can also be used to give effect to the
requirements of EEC Directives on water quality.
3.5 As part of the neec to restore and maintain the wholesomeness of rivers, water
authorities have thus used three mechanisms - the setting of water guality
objectives and the complementary water quality stancards plus detailed control
over discharges through individial consents. €onsents are discussed in

Section

4 and the remainder of this eszs%er considers how the existing procedures for

objectives and standards shoulid be adopted and built upon in the future.
3.6 Environmental quality objectives and standards have three main functions:

a. they provide a basis for the planning and investment necessary to

maintain and improve water quality;

explnc_n
b. they provide anlssiessifie) framework for controlling discharges

of effluent, through discharge consents

c. 1if published, they inform the community at large about goals for water

quality and permit informed discussion about their adequacy.

Under the present vocluntary angements they have proved helpful at a regional
level. The Government considers that they could also play an important role

nationally. If they were laid down centrally, they could help to establish

national priorities, such as the Mersey Basin Campaign, for environmental
improvement and conirol. The Sovernment also believes that they could be usefully
xtended beyond their present application almost solely to inland waters to

cover all types of water protected under Part II of the Control of Pollution

Act 1274. The Government thersfore proposes that the Secretary of State should be

empowered to set objectives and quality standards, initially for all significant




inland waters, and subsequently for estuarial, coastal and underground waters, and

to specify a timetable within which they are to be achieved. VWSPLCs will be
‘required to assess applications for discharge consents in the light of the objectives
and standards. Objectives and standards will also be one of the matters which

the Secretary of State will take into account in considering the WSPLCs' own
applications for discharge consents, and in determining appeals by third

parties against their decisions. WSPLCs would, however, be able to set more

stringent objectives and standards in the light of local circumstances.

3.7 In order to launch this new system quickly and on a firmly established clezak
basis the Government propcses to use initially the objectives which the water
authorities have already adopted. These objectives are widely understood, have
been the subject of local consultation, and can be related to the classifications
used as a basis for water quality measurement in the 19230 River Quality

These classifications will again be used in this way in the 1885 Survey

published in 1986. Using them at the outset will ensure continuity and provide a

good basis for comparison between progress in different WSPLC areas, and between the
fu

present situation and any ture review.

A Qualify objectives for a stretch of river may not be appropriate on a once
and for all basis. y be amended to reflect changed circumstances.
The Secretary of State wi { have a power to review objectives at
intervals of not less than 5 years. Quality standards will also need to be
reviewed, particularly to take account of the requirements of EEC Directives.

No restriction on the frequency of reviews of standards is proposed.
q prop

3.2 Public participation, backed up by adequate access to information, provides
a major stimulus to effective environmental protection. There will therefore be
publicity for the reviews of objectives carried out by the Secretary of State.
One possibility might be to consult local authorities, WSPLCs and other bodies
with a particular interest during the early stages of a review, and then to
allow general public comment on a published set of proposals. An alternative
might be to consult a specified, but wide, group of environmental, local
government and industrial interests. In either case, the Secretary of State
would be empowered to hold a public inquiry in connection with any or all of the

revised proposals.




3.10 Clearly the relevant information on quality objectives and existing water
quality must be publicly available. This could be achieved either by the publication
of a special report open to inspection at specified locations, or by the extensior

of the existing public registers to accommodate this information. The same applies

to availability to the public of information on quality standards.

3.11 Thus under the government's proposals the principal day-to-day tasks

involved in the protection of the water environment will continue after
privatisation to fall to the present authorities, as they must if the benefits of
integrated river basis management are to be preserved. But the lynch-pin of arrang
ments for safeguarding the environment will be the system of environmental quality

objectives set, on a statutory basis, by the Secretary of State.

3.12 In summary, such objectives will ensure a consistent basis for national policies
and allow the Government's objective of maintaining or improving the quality

of river and estuarial waters to be carried forward. They will provide guidelines

for VWSPLCs in discharging their operational functions and benchmarks against

which their performance can be measured. They will provide a clear basis

for informal public discussion of water environment policies and resources.




SECTION 4
REGULATION OF DISCHARGES

4.1 Water authorities are charged by statute with exercising a number of
fesponsibilities of a regulatory nature, involving the granting of licences and
consents which determine the rights of others to use or enjoy natural waters.
These include abstraction licences and fishing permits, but the most important
for environmental water quality are the comprehensive controls they exercise on
discharges of trade and sewage effluent. They are also of great importance to
industry in relation to their ability toc dispose effectively and economically

of their wastes and effluents.

4.2 The major controls over effluent discharges are contained in Part II of the
Contrecl of Pollution Act 18974 which reenacted and extended previous legislation

to cover virtually all waters. The 1974 Act also provided for public involvement
in pollution control: applications fbr consent are advertised and comments invited;
public registers containing details about water quality and discharge consents

have been opened. This ensures that decisions reached and action taken must be

- own discharges, can call in any application for his own determination and there
is a right of appeal to him by third parties against the decisions of water

‘authorities; these three features of the system ensure evenhandness.

. '4,3 The new powers discussed in the preceding chapters, particularly the Secretary

of State's power to set objectives and standards, will build on the 1974 Act
proQisions to provide a firmer framework of control, alsc open to public comment
capable of safeguarding water quality after privatisation.

A ;
4.4 1t is desirable for effective environmental management that the granting
: of éonsents and the ccnditions to be attached to them should lie with the bodies
responsible for integrated river basin management, but some concern has been expressed
that it is inappropriate that such jurisdiction should fall to a private body
answerable to shareholders in view of the conflicts of interest that could arise.
There could moreover be concern that WSPLCs might be inclined to require higher
standards of other discharges than they attain for their own discharges. WSLPLCs
could thus shift some expenditure elsewhere. The Government has thereforé considered
alternative arrangements. One possibility would be to transfer formal statutory
responsibility to the Secretary of State and permit the WSPLCs to operate the
controls as his agents and subjeét to the terms of an agency agreement. While

this might allay anxieties its practical effect in ensuring equity and even-handedness




would be less than the very considerable safeguards against abuse which have recently
been built into the effluent discharge consent system and which will continue

after privatisation. In particular the key safeguard - the right of appeal direct

to the Secrefary of State - would not be exercisable if the body granting the

initial consent did so as his agent.

4.5 The Government concludes therefore that it is safer to rely on the present
comprehensive safeguards - the power to call-in and the obligation to include

all relevant documents in public registers as well as the appeal provision - rather
than effect a formal transfer of responsibility which would be of little practical

effect.
4.6 There is a case, nowever, for seeking so far as practicable to simplify and
streamline existing procedures so that they are easier to understand and to operate.

The rest of this section consider ways in which this might be done.

Special Provisions as to Discharge Consents

]
wo

4.7 "Section 32 o I 74 Act extended discharge consent requiremen

alia to: : - £

a. discharges of trade and sewage effluent from buildings and fixed plant

to land and land-locked ponds and lakes; and

b. discharges of other matter from a drain or sewer to waters controlled

~ by the Act.

The purpose of these provisions was to enable every kind of discharge which might

conceivably pollute water to be controlled. In practice however controls in the

first category apply to many harmless discharges while controls in the second

category apply almost exclusively to rainwater. Control of disgharges which do

not cause pollution consumes time and resources which could be more effectively

used. It is therefore proposed to remove the compulsory control over these discharges
and to substitute a discretionary control which could be used in the rare cases

where pollution could occur. The Government is considering whether published
guidance on the use of the diséretionary controls would be helpful.

s '

=X




4.8 Vater authorities already have a discretionary control over highway drainage.

This would be continued with the new discretionar%éontrols. In both cases WSPLCs

would have the power to serve a notice applying the 1974 controls to any specified
discharge. There would be the normal right of appeal to the Secretary of State

against the refusal of consent or the terms and conditions of any consent given.

4.9 Under EEC directive 80/68/EEC on the protection of groundwater against pollution
caused by certain dangerous substances (17 September 1979) significant discharges

of certain dangerous substances (eg cadmium and lead) must be controlled even

if made indirectly to underground water. It is therefore proposed that the Secretary
of State should have power should circumstances prove necessary to prescribe substances
the ‘discharge of which, if made into the ground without WSPLC consent, would

constitute an offence. Anyocne wishing to discharge such a substance would need

to apply for consent (unless the discharge were the subject of a waste disposal

licence issued under Part I of the 1974 Act) and normal procedures would apply.

4.10 The Secretary of State has the power (under section 37(2) of the 1974 Act)
to direct that any consent should be varied or revoked. This power is linked
with a duty of water authorities to review consents. Neit! he Secretary of
State nor the authorities can vary or revoke a consent within a specified period

unless the discharger agrees.

4.11 Part of section 38 of the Act which has not yet been brought into force

. provides for a water authority or the Secretary of State to vary consents early

if it is considered necessary to do so for the protection of people likely to

be affected by discharges. Where consents are varied early compensation ié payable
unless the variation is needed as a consequence of a change, which could not have
been reasonably foreseen when the consent was granted, in the information availzble
relating to-fhe discharge. Compensation would not be payable, for example, where
if was discovered that one discharge was reacting with another to produce a harmful
effect if the reaction could not reasonably have been predicted:_

4.12 The Government is considering whether to bring this provision into force

or whether to limit the power to direct early variation solely to those circumstances

where compensation would not be payable under the 1974 Act. The right of appéal

to the Secretary of State against the terms and conditions of a varied consent

would remain. Another possibility would‘be to provide that only the Secretary

of State could direct an early variation:.restricting the grounds for such a

variation to the protection of public health or the implementation of essential

national policy (for example to give effect to international agreements). In

this case also the payment of compensation would not be aporopriate.




4.13 Water authorities may also vary consents early when aquatic flora and fauna have
been harmed by discharges of effluent (Section 46(1)-(3), also not yet in force).

The Government considers that more effective protection for aquatic life can be
provided on éhe basis of the measures described in Chapter 7 below rather than

within the framework of the discharge control system. In particular those measures
are addressed to preventative as opposed to remedial action. It is therefore
proposed to repeal section 46(1)-(3). WSPLCs would however retain the power provided
by section 46(4)-(7) to undertake operations to protect or restore flora and fauna.
As an additional séfeguard the Secretary of State would be empowered to direct

the early variation of a consent governing a discharge found to be seriocusly damaging
to aquatic flora and fauna. WSPLCs will inherit the water authorities' duty to

take account of the effects of discharge proposals on flora and fauna before setting
consent conditions. Early variation is likely only in cases where damage to aquatic
life could not have been reasonably foreseen. A question for consideration is

whether there should be any provision for compensation in these circumstances.

4.14 There are cases where a discharger wishes fo make a discharge for a period
less than two years and there is some doubt whether temporary consents can be
‘issued in view of the minimum period specified in the Act.

will be proﬁision for consents of less than two years, with the discharger's

agreement.
Publicity

' 4.15 Section 36 of the 1974 Act requires water authorities to advertise applications
for discharge consent. An authority may, however, waive the requirement to advertise
an application if it intends to give consent and is satisfied that the proposed
discharge will have no appreciable effect on the receiving water. If the proposals
outlined in‘paragraphs 4.3 to 4.5 above are adopted most discharges of this nature
will no longer be the subject of applications. It is doubtful that any discharge
for which an application must be made could be classified as having so slight
an effect as to merit exclusion from advertising. t is therefore proposed that
all applications should be advertised with the exception of those which are the
subject of an exemption certificate issued by the Secretary of State under section
42 of the Act. Dischargers are already required to pay for the advertisement
of consent applications. Since all applications would have to be advertised under
these proposalé it would minimize delays‘if the discharger placed the advertisement
before making a formal application to‘ggéLC. Evidence that the proposed discharge

had been publicised would then need to be submitted when the application was made.

This would be in line with procedures for plénning applications.




4.16 At present advertisements must be placed in the London Gazette as well as
local newspapers. It has been suggested that this involves additional expense
for the discharger which is not warranted by a comparable increase in the
audience reached. While it is true that applications for discharge consents will
be of most interest to local people who are likely to consult local papers it

is also the case that many national organisations, particularly environmental
bodies, will wish to be aware of proposed discharges. It is doubtful however

if this amounts to a sufficient justification for the requirement to advertise

jn the London Gazette, and it is proposed that this should be discontinued.

Public Registers

4.17 Since July 1985, when the water authroities instituted registers under the
Control of Pollution Act, 1974, records have been avzilable for public inspection
of discharge consents and their conditions - ie what water authroities or others
are permitted to discharge into rivers and other contfolled waters; and the results
of monitoring each discharge for compiiance with consent conditions. Thus these
registers enable the public to keep an informed eye on the way in which dischargers

are complying with what is required of them. The Government's aim is that registers

g

should make a substantial contribution to protecting water guality.

recorded in registers; eg particulars of aquatic flora and fauna, or data on river
“flows, or factual rec¢ords of incidents giving rise to pollution. The Government
would like at this stage to consider seriously the possibilities for improving
" the value of registers; and before moving to make the registration of further
information obligatory, the Government would wish to satisfy itself that the extra
information fulfilled a valuable purpose, and that this value was not outweighed
by considegations of practicality or cost. The Government would welcome proposals

which helped it to take these various considerations into account.

Minor Amendments

4.18 The Government is also considering revision of the following matters:

Specified underground water: the existing definition requires a water

24

authority to specify the use to which underground water are being or will
be put. This has proved a practical difficulty and it does not fit well
with the requirements of EEC Directives. The type of map required by the

Act has also proved restrictive and less useful and informative to the public




than expected. The current definition may therefore be inadequate to idehtify
the underground water which needs protection. One possibility might be to
redefine it in terms of water in underground strata as in the Water Resources
Act 1963. This however might be too wide a definition in cases of casual
pollution covered by section 31 of the 1974 Act. The Government would welcome

advice from water authorities and others on the best approach.

Restricted waters: these are defined as waters in tidal rivers designated

by regulations and water in other areas prescribed by the Secretary of State
where vessels are moored in ciose proximity to one another; no regulations

or prescriptions have yet been made. Restricted waters appear in Part II

of the 1974 Act in two contexts. People are prohibited from dumping solid
waste in restricted waters, and there are controls on wastes discharged from
vessels. The former controls seem of little real value, since there is adequat
protection in the Food and Environment Protection Act 1985 and private harbour
legislation. For the latter it would be possible to apply the powers tTo

make byelaws contrclling vessels (section 33) automatically to tidal rivers
thus obviating the need for regulations. References toc restricted waters

would be repealed.

Solid refuse from mines and quarries: section 31(3) of the 1974 Act provides

-

a defence against the charge of causing or permitting polluticn if the offence
charged results from the entry of mine or quarry waste deposited on land

with the consent of the water authority. It is unclear whether this provisiocn
is still of relevance and the Goyernment would welcome information about

the number of consentis issued for this practice and the need for the defence

to be continued.

\ 2 : A ;
Contrblled waters: portions of certain estuaries fall outside the present

definition of controlled waters and therefore cannot be protected under the
1974 Act. The Government intends to remedy this by extending the Secretary

of State's power to prescribe additional parts of the sea as controlled waters.

Sewage effluent: the definition of sewage effluent covers all effluent from

the sewerage works of a water authroity and thus includes surface water
discharges. Other surface water discharges are not classed as sewage effluent.
The Government is considering whether this should be amended to place water

authorities' surface water discharges under the same controls as other surface

water discharges.




Water authorities' areas: the definition contained in section 56(4) taken

with provisions in the Thames Water Authority Constitution Order 1973 means

that the greater part of the Thames estuary falls within the areas of three
water authorities. Amending legislation will be necessary to restore pollution
control in the estuary to the sole jurisdiction of the Thames Water Authority.
All discharges to the estuary made by WSPLCs will continue to be controlled

by the Secretary of State.




SECTION 5

REDUCING POLLUTION RISKS

5ad Whilst there are effective systems to control regular
effluent discharges, there have wuntil recently been few
comparable arrangements to prevent damage from pollution
incidents arising from other sources. There has been a-
steady rise, for some years, in pollution from occasional
spillages and other accidents and these can do serious damage
to surface and ground water sources. The Government has
considered that this 1is the most important area in which
to strengthen water pollution policy and therefore brought
into force last year a number of powers within the Control
of Pollution Act relevant to these problems. This section
explains how-" the Government expects +them to be used after

privatisation.

Increase in pollution Incidents

el Pollution incidents represent a continuing risk to

surface and underground waters:

The number arising from industrial socurces continues
to show some increase. In Severn Trent WA area there
were 2014 in 1984-5 - the highest number yet recorded.
While the great majority were minor, incidents such as
those recently on the River Dee in Wales show the continuing
risks of widespread pollution of supplies, especially
since 30% of water supplies still come from river

abstraction, often direct without bankside storage;

The rate of growth of significant incidents from agricultural
sources has been even more marked - to nearly 3000 last
year. While the increase may partly reflect increased
water authority vigilance and changes in reporting practices
there is widespread recognition, both within the agricultural
community and more widely of the need to reduce pollution

from such sources.




These problems have their cost. They consume a rising
proportion of water authority pollution control resources
=S now. - about’ 30%% Although 1in absolute terms the costs
may not be large, it is desirable to reduce them if that
can be achieved in ways which are cost effective both

for the authorities and the community at large.

5.8 Until recently water authorities have had to depend
largely on informal and voluntary arrangements +to protect
their resources. Some have prepared valuable Aquifer Protecticn
Policies but these rely ultimately on persuasion and voluntary
co-operation. Others have been 1led to purchase extensive
tracts of the gathering grounds they consider need protection.
Others have relied heavily on local by-laws: while effective,

it is doubtful if in the 1longer term they will represent

the best way_  of tackling what are often general rather than

local problems.

5.4 The Government has already taken a nuﬁber of measures
recently to reduce pollution incidents. In particular,
the Code of Good Agriculturél Practice, made under Part
II of the Control of Pollution Act 1974 recommends practices
relating to the use of fertilizers, manures, farm wastes,
silage and pesticides, which, if followed, would largely
avoid water pollution arising from these sources. Additionally
the Ministry of Agriculture, Fisheries and Food has introduced
new provisions for capital grants on various environmentally
attractive investments and arrangements whereby water
authorities are consulted at an early stage in respect of
those investments that have a high pollution  potential,
for example silage storage facilities. Beyond this the
Agricultural Development and Advisory Service continues
to provide advice through a wide range of scientific, technical
and business management services including ways of minimising

the risks of pollution.

o 2% Nevertheless the Government considers that especially
after privatisation, there: should be =anforceable powers
addressed specifically to the avoidance of pollution incidents.

Below are set out the ways in which the Government envisages

using three of the 1974 Act powers brought into force last




. year: section 31(4) which provides for the making of regulations
dealing with precautions people must take to prevent harmful
material from polluting waters; section 31(5) which provides
for the prohibition or restriction of potentially polluting

activities in designated areas; and section 46(4) to (7)

which empowers a water authority to remedy of foéétall the

entry of poiscnous, noxious or polluting matter into water.

General Precautions

546 Section 31(4) 1is an important general power. While
some Planning and Health and Safety legislation can reduce
pollution risks, - this 1is the only provision for general
precautions specifically against water pollution. It ishoula
provide a major instrument of water environment policy after
privatisation; and the Government will <consider whether

any amendment or widening of its terms is appropriate.

5.7 The precautions must be specified in regulations.
These should be relevant generally rather than to particular
kinds of area. While there 1is no restriction or what the
regulations can cover. so long as the purpose is to protect
the water environment, the Government considers that they
will primarily be applicable to the location, construction
and maintenance of storage facilities. This might include
prcvision for adequate Dbunding, or an impermeable base,
for such substances as fuel, o0il, 1liquid and soclid chemicals
and biocides. Regulations may also be relevant to the disposal
of surplus chemicals and their containers to the extent
that other statutory provisions are not relevant. on: &
number of these matters the Government has published  advisory
codes in recent years. The most important 1is the Code of
Good Agricultural Practice, which, amongst other things,
makes provision for stcrage of silage and slurries. in
view of this code it 1is unlikely to be necessary to make
regulations to cover silage and slurries but the Government
will be prepared to consider making regulations on these
if it is clear that advisory codes are not proving successful

in reducing pollution risks.




Water Source Protection Zones

5.8 In the Government's view section 31(5) - which allows
regulation of specified activities in designated areas -
will mainly be useful for the protection of sensitive water
resources, for example underground water used for abstraction,
from the indirect pollution which can be caused by normal,

everyday practices.

559 At present the power can be applied only in specified
locations, and there is provision for a local inquiry to
be held when a new location 1is proposed. The power could
be useful but there is at present no power to apply controls
on a more generic basis for the protection of particular
kinds of water source. Aquifers, stretches of major rivers
from which there 1is direct abstraction and I gathering
of grounds of reservoirs are cases in point. General powers
of designation of this kind could largely supersede existi:

by-laws, make existing informal policies for resource protecti

more effective and provide a common and simplified regim

for key areas at risk. This would be helpful both to

environmental protection generally and to WSPLCs in maintaining

protection of the resources on which they depend.

.10 Since Parliament enacted the ' of Pollution
Act a good deal of research by water authorities and others
has been done on common causes of i the routes
which polluting substances take <through courses and
aquifers, and the areas over which controls may need to
operate to be effective. Most authorities have identified
about three rivers where major stretches may merit particular
attention. One authority, particularly dependent on aquifers
for supply has about / X / boreholdes of major importance
where special precautions against pollution risks may be
justified within a radius of perhaps 1 km or 50 day's travelling
time for polluting substances. Only in the upland gathering
grounds of major reservoirs might extensive areas of contrcl
appear necessary. Controls may be necessary on storage
of o0ils and chemicals; mining; o0il and gas drilling; and
the location of farm waste storage, for example silage effluent

tanks and slurry stores.




o1l In the circumstances the Government considers that
it may be desirable to amend section 31(5) to facilitate
designation of protection 2zones for major water sources
on a standard and simplified basis. The two main features

would Dbe:

(a) a power to designate areas without individual 1local
inquiries; and
the application of common regulatory regimes, including
a requirement for the consent of the WSPLC to specified

activities.

5.12 At present the Act requires that any regulations proposed
under section 31(5) should be advertised and objections
considered. If objections are not withdrawn the Secretary
of State must hold a 1local inquiry. Once regulations are
made the consent of the water authority must be obtained
and any reasonable conditions abserved if the activities
specified i the regulations are to be undertaken. There
is a right of appeal to the Secretary of / State and until

the is determined the consent conditions are not

binding. Either a further local inquiry or a hearing must

be held if the appellant requests.

5.13 The requirement to hold an inquiry if there are objections
to the regulations 1is necessary yhere proposals are purely
local in effect and raise issues ecultar to . a- - ‘specitic
Location. Water Source rotection Zones would, however,
be designated on a generic basis covering kinds of activities
known to cause pollution and types of area known to be at
risk. Local inquiries would be inappropriate because uniquely
local issues would not arise. There remains, however, the
need to protect individuals whose livelihood may be affected
by excessively stringent use of controls on activities which
would otherwise Dbe wunrestricted. This 1is provided by the
requirement that consent to undertake or continue an activity
must not be withheld unreasonably and by the right of appeal
to the Secretary of State. The appellant's right to require

a hearing or inquiry will also remain.




5.14 An effective protection zone policy would be a major
advance in water pollution control policy. It would be
a discriminating control over particular water sources and
particular risks, without the need for cumbersome and repetitive
local designations. Protection 2zone policies are widely
used in our EEC partner countries and experience there will
be helpnful | in: <he detalied planning *if, - in the . lighti of
comments; ‘the Government concludes that it would be sensible

to extend use of section 31(5) in the way proposed.

Tackling Emergencies

518 The  ‘provisions of section 46(4) to (7) are:  of great
importance and are already proving their worth. They provide
authorities with the power to undertake any operations necessary
to prevent polluting matter from entering inland, underground
and coastal waters or to clear up and dispose of such matter

if it is already in the water. The power includes operations

to restore water and the flora and fauna in it. The cost

can Dbe recovered from the person who was 1likely to cause
or who caused the pollution to occur. While these are wide
ranging powers for private bodies to posses, they must be
available to WSPLCs after privatisation. The Act requires
that any costs should be incurred necessarily and unnecessary

costs can be challenged so there is protection against abuse.




. ~ SECTON 6

INCENTIVES AND CHARGING

6.1 In line with Council Recommendations of the OECD in 1972 and of the European
. Community in 1975, successive governments have for some years been comnitted to the
Polluter Pays Principle, that is that those who cause pollution or whose
activities make protective or remedial measures necessary should bear the
resulting costs. That is the only fair approach; and gives actual or potential
polluters the incentive to find ways to minimize the harm or damage they cause;
thus it also promotes responsible practice. This section describes how the

£

Government proposes to introduce charging, where practical, to the main areas of

pollution control. Charges will apply both to authorised regular discharges and

to pollution incidents.

Charging for Sewage and Trade Effluent Discharges

6.2 Water authorities at present levy charges to cover the costs of trade
effluent discharges to sewer. The primary purpose of this is to cover the costs
of treatment within the authority's sewage treatment system. No corresponding
service is provided by the authority in the case of direct discharges to rivers
and estuaries, and for this reason any proposal to charge for direct discharges
has been unpopular with industry. Section 52 of the Control of Pollution Act 1974

empowers authorities to levy charges in respect of discharges to rivers but has

- mot hitherto been implemented.

6.3 Effiuent discharges to water nevertheless impose appreciable costs on
pollution control authorities. These extend beyond the administrative costs of
processing consent applications to include in particular the costs of monitoring
the discharge and its impact oa the receiving waters; and any survey costs which
may be entailed by the initial consideration of the consent application.

6.4 Some member countries of the EEC have wide-ranging systeﬁ; of charging
direct dischargers and following a recommendation in the Tenth Report of the House
of Lords Select Committee on the European Communities (1982/3 Session) to do so,
the Government has reviewed arrangements in other member states and their possible
implication for Britain. (The research report considered during this review can

be obtained at cost from Environmental Resources Ltd, 106 Gloucescter Place,.London

N,

0y

WIH 3DB).




.i There are 3 main options:

a. Incentive charges: make the polluter pay towards any damage his effluent

may cause to the environment. This applies even where such effluent is
within existing consent conditions. The aim is to give the polluter an
incentive to reduce his effluent further where it is cost-effective to do
so. Such charges would be based on the amount of harmful substances in
effluents,-and if possible also on cﬂe vulnerability of the local
environment. To be fair they would have to be levied on all direct
discharges, including those from WSPLC sewage treatment works.

b. Distributive charges: are the same as incentive charges in most respects

except for what happens to the charges. These are collected by a central
agency and returned to dischargers as subsidies for improved pollution
control, typically as a percentage subsidy on investment in new coantrol

equipnent.

c. Cost recovery charges: remove from direct dischargers only the costs

directly attributable to the control of water quality, such as costs of:
- granting and administering discharge consents
- monitoring compliance with consents

- preventing or cleaning up after pollution incidents where direct

dischargers accidently or otherwise greatly exceed their consents.

-~

6.6 The first two options depend on some assessment of the relative costs

imposed by the toxicity or other hamful effects of the various substances

discharged. This is complex and requires much work in estimating the relative

polluting effects of different substances and the degree to which concentrations
and quantities of substances should be taken into account in the charging formula,

while some experience in Europe suggests that acceptable and practicable formulae

can be established, it is doubtful whether early conclusions could be reached

which would command general confidence.

6.7 Although distributive charges may appear the more acceptable course given
their more direct contribution to reducing water pocllution, both incentive or

~
distributive charges might be seen as a tax on direct dischargers' uses cf the

water environment which until now have been regarded as a right granted free of




.zarge, within the consent conditions laid down by the water authorities. It will

not be appropriate for WSPLCs to levy charges of this nature both because they
will be privately owned companies and because they would be liable to pay the
charges on their own discharges. The Government does not propose to adopt either

of these options at present. .

6.8 The third option, which the Government proposes to adopt, has the merit of
relating charges directly and clearly to costs incurred by the water authority or
WSPLC. It is much simpler and less controversial than incentive or distributive
charges, although these also have advantages. Where a discharge is particularly
noxious, particularly large, or not effectively controlled, this will be partly
reflected in the WSPLC's costs which will be passed on to the discharger under the

proposed cost recovery system. It will provide an incentive for improvement.

6.9 1In the light of the responses to this consultation paper, the Government
will develop and discuss with water authorities, and other interested parties,
detailed criteria and scales of charges which are fair, equitable and can be

properly audited.

6.10 It has also been suggested that pollution control authorities (ie Government
Departments in respect of discharges by WSPLCs, and the WSPLCs -in respect of all
other discharges) should be required to levy penalty charges where effluent
discharge counsents are exceeded. Imposition of penalties could not be
discretionary and penalties would have to be at 2 rélatively high level if they

were to be effective. So this would be a major innovation.

6.11 There are practical difficulties in such a system. Sampling and monitoring
arrangements would have to be standardised and relatively inflexible, and any
penaltieg imposed would have to be subject to challenge in the courts. It could
nevertheless be an effective deterrent and the Government will therefore consider
the issues further. At this stage, however, it seems doubtful if such powers
would be appropriate to pollution control authorities and it is difficult to see
how they could be made to relare satisfactorily to existing f;medies through the

courts against non-compliance with consents.

Costs of Pollution Incidents

6.12 As described in Chapter 5 the number of pollution .incidents, from industrial
and agricultural sources, has risen raﬁidly in recent years and now accounts for

about 30% of pollution control costs. In July last year the Government brought




into force section 46(5) of the Control of Pollution Act 1974 to enable water
authorities to recover from those respcnsible the costs of preventing pollution
incidents or of remedying their effects. These cost recovery powers must be used
in a fair and reasonable manner and the Act requires that the Authority be able.to
show that costs were not incurred unnecessarily. In view of this protection
there is no reason why the powers should not be retained by WSPLCs after

privatisation.

Other Costs

6.13° Much of the work on pollution control, inspection and sampling is concerned
with the general condition of rivers and estuaries and does not relate to

individual discharges. The costs involved could be apportioned amongst industrial
dischargers but this would be unfair in that they are incurred for the benefit of

the whole community. They should instead be covered by main service charges,

along with any other pollution control costs which cannot be allocated to

particular polluters. As-described in Section 2, the Director General will be
able to take such costs into account in reviewing the price formula in the

operating licence.
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. 2. PRCARESS IN CONSERVATION

T53 All the measures discussed 1in the earlier sections
of “this paper’ are relevant to conservation. This reflects
its essential character. It cannot be confined to a particular
set of actions or policies. With utility services in particular
it is an attitude or approach which must influence all its
operations. Recognising this the Government in the Wildlife
and Countryside Act 1981 extended water authorities' obligations
under the Water Act 1973 to have regard to the desirability
of conserving the natural environment to a wider duty to
perform all their functions so as to further conservation.
The Government continues to support this approach - not
only for habitats, . but also for landscapes and the
archaeological and historical heritage - and therefore propeoses

to ensure existing statutory duties continue after privatisation.

2 While such general obligations can be valuable,
arrangements in four particular areas will be critical for
ensuring further progress 1in conservation. The key questions

are:

g Will controls on polluting discharges harmful to

aquatic life be under ° - full and effective control?

- Will good practices be followed in regulating conflicting

recreational and other uses likely to hinder conservation?

s Will there be adequate powers for the special protection

of particular habitats and landscapes?
P

- How can good conservation practice be ensured in water

supply, sewerage, drainage and other functions of WSPLCs?

The Government's proposals to ensure continuing progress

in each of these areas are summarised below.




Protection from Pollution

13 With the withdrawal of COPA exemptions announced by
the Environment Minister on there will be
comprehensive control of polluting discharges and section
4 Jescribed how their effectiveness would be maintained.
In particular Ministers will be provided with effective
means to ensure that polluting discharges to beaches and

coastal waters can now be brought progressively under control.

7.4- The Government recognises however that controls on
casual entries of polluting matter - spillages and dumping
- ‘are not quite complete. In particular, water which is
land-locked and does not discharge into other water - ponds
and some lakes - have generally been excluded from pollution
controls. Part II of COPA only protects such enclosed waters
from dischages of trade and sewage effluent made from buildings
or fixed plant, although individual ponds and lakes and
enclosed waters of a specified type could be protected by
means of regulaticns made under section 356(3). Ponds and
lakes constitute a valuable habitat and source of food for
a rich and varied range of animal and plant life, and there
is some evidence that this environment may be under increasing
threat from pollution. The Government therefore proposes
to consider, in the 1light of responses to this consultation,
whether section 31 of the 1974 Act should be extended to
make it an offence to cause or permit any poisonous, noxious

or polluting matter to enter any enclosed water.

Conflicting Uses

145 As indicated earlier the Government believes that water
authorities have a good, and steadily improving, record
in managing conflicting recreational and other uses of water
and reconciling them with conservation. The decision to
privatise authorities on their .present integrated basis
- allied with their general duty to further conservation

- will enable this to continue, but +the Government has

considered whether it could be assisted by any further specific

measures.




4.6 On balance recent experience of the difficult problems

associated with anti-fouling paints

on boats - suggest that existing powers for regulations and

vy-laws, for exceptional problems of this kind, may be adequate.

It is however for consideration whether there are adequate

powers for the general control of the boats and pleasure

craft now drawn in increasing numbers to attractive areas

of watar , including tidal waters which are rich in flora

and fauna. fflControlling boats, and in particular discharges

effluent
of sewage /from them, is important toc conservation.

Py Sections 33,47 and 48 of COPA, which deal with those
matters, have not so far been brought into force. They

provide:

(a) a - power for water authorities to make by-laws
prohibiting or regulating the wuse on non-tidal rivers
of boats with sanitary appliances which discharge into

water;

(b). a prohibition, rigins: to take effect

on all boats with 1 ¢ appliances

non-tidal rivers;

() a power for Ministers, by order, to extend the
prohibition to tidal waters and areas where vessels are
moored in close proximity;

(a) a duty for water authorities to arrange for the
collection of waste from vessels prohibited from dischargin
into water and to provide washing out facilities for
such vessels;

(e) a power for water authorities to provide sanitary
and washing facilities for boat users;

(£) a power for water authorities to make by-laws
prohibiting non-registered boats from specified inland water-
ways;

(g) a right for people on registered vessels to use

facilities provided by water authorities free of charge.

1.0 During the 10 years that these provisions have remained
unimplemented, little evidence has been drawn co the

Government's attention of the need for them. Many of them




would apply in areas where they are not needed, and would
require a cumbersome procedure to ensure that they are applied
in areas where they are needed. Enforcement would be very
grff et WSPLCs would have to provide facilities, the
costs of which could only be recovered by punitive charges
and this would discourage observance of +the controls. In
the end the costs would come back to all those paying water
charges. 1In the absence of clear need, the Government considers
on balance, that these provisions can be repesaled with the
exception of the Dby-law provision ((a above) in section

33(i) which is valuable and should now be implemented.

IR, This by-law making power could ensure proper regulation

in places where it was needed. It could be consolidated
with other by-law making powers to provide a general power
dealing with- the regulation of activities 1likely to cause
pollution. It should also be extended to cover the tidal
reaches of i If a WSPLC failed to make by-laws where
these were clearly necessary, the Secretary of State could

designate a ol rotection zone.

Areas for Special Protection

1310 Some water areas are of exceptiona importance for
conservation because of their special landscapes, flora
or fauna, and the Government will continue to ensure <they
receiv=2 =2xcen*ional treatment. For instance, it proposes
to introduce . at the earliest possible opportunity
a Bill to provide a strengthened Broards Authority for better

conservation of this unique area.

Load AL But smaller areas are also important. Here there
are the existing procedures for Sites of Special Scientific
Interest, but the Government proposes that there should
be scope for further: protection, where necessary, by use
of the recently implemented powers of section 31(5) of the
Control of PollutionACt.In effect these make possible, inter
alia, designation of the Water Environmen:t Protection

where activities 1likely to polilute water - and hence

the flora and fauna dependent upon it - can be resgul




by a requirement that they be undertaken only with the consent
of the water authority. The controls can be applied to
activities conducted either on the water or on the banks
and associated land, so it 1is a measure of considerable

potential significance for conservation.

HalZ Designation under this provision is by the Secretary
of State, on his own initiative or after representations
from WSPLCs, the nature Conservancy Council, the Countryside
Commission or other interested bodies. Operating the controls
would impose some limited costs on WSPLCs which would, like
some of the other environmental protection activities, Dbe

recovered through main service charges.

Promoting Good Practice

Y448 B Effective conservation of the water environment depends
not only upon how WSPLCs can continue to regulate the actions

of other users of water space, but also upon how they conduct

‘their own operations of water supply, sewerage and drainage.

7.14 A number of water authorities have 1in recent years
developed codes of practice on conservation, in consultation
with the Nature Conservancy Council, the Countryside Commission
and other conservation bodies. Privatisation provides an
opportunity to consolidate and extend progress in this  area.
The Government proposes to invite the water authorities,
the NCC and the Countryside Commission to review these codes
and so to develop a model which could be imposed on ail WSPLCs.
This might be done on a statutory basis or through the operating
licence. The code will have to follow the best of current
practice and to focus (without unnecessary detail) on matters
important to environmental protection in general and to special
flora, fauna and natural habitats in particular. It should
provide for consultation with a broad range of conservation
interests on matters of general concern and with the NCC
and other relevant bodies on detailed matters affecting

particular species or habitats.

1+X5 The Government recognises the important and positive

role played by the various conservation bodies, both nationally




‘and local, in helping to safeguard the environment, and

recognises that this has in many cases already involved working
closely with the Water Authorities. The proposals above
should enable this partnership to continue and develop.
The views of conservation bodies will be of particular interest
both on developing the code of practice mentioned above,
and also more generally on the matters canvassed 1in this

consultation document.

7«16 While the Government will stand ready to take such
further measures as may prove necessary, action in the four
areas described above should provide a firm basis for ensuring
that recent progress in conservation cof the aguatic environment

is maintained.
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I have read your minute of D}/ﬁz;ch to the Prime Minister and
agree that the course you outline is the most sensible way forward.
It would be a great pity if metering were discredited through
precipitate action. As you say, the privatised industry will
have every incentive to introduce metering where it is cost
effective and I think it would have an adverse impact both on
our privatisation proposals and upon the introduction of metering
if it were to be seen as a centrally imposed burden.

WATER METERING

There are, however, two important areas where progress can be
made before the legislation required for compulsory metering
trials reaches the statute book. First, we should develop our
thinking about the suitable tariff structures and with this in
mind I agree that the metering of distribution networks should
proceed as quickly as possible. Secondly, bylaws are required
to ensure that building regulations require “Hew  nouses—to—pe
constructed so as to facilitate meter installation. If 0 ae .l
expect, the results of the trials are positive, the introduction
of more wide spread metering can then be implemented as quickly
and cheaply as possible. I think that your Department should
therefore regard the establishment of the necessary bylaws as
a priority. .

I am copying this 1letter to other miembers of E(A) and to
Sir Robert Armstrong. ~

(s
i EVE~
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10 DOWNING STREET

From the Private Secretary 17 March 1986

WATER METERING

The Prime Minister was grateful for
your Secretary of State's minute of 11 March
about plans for taking forward the development
of domestic water metering following the
Watts Report.

The Prime Minister agrees - albeit
reluctantly - that the proposals set out
in the minute represent an acceptable way
forward.

I am copying this letter to Private
Secretaries to members of E(A) and to
Michael Stark (Cabinet Office).

(David Norgrove)

Robin Young, Esg.,
Department of the Environment.

CONFIDENTIAL
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My minute of 3/9écember set out my plans for taking forward the

development of domestic water metering following the Watts Report.

You suggested firmer proposals, such as a power for the Government

to require the EEEEéd introduction of compulsory water metering.

It is obviously right in principle that people should pay for what

e —

they take and be made fully aware of the value of the service they

are getting.

e rgagi=ay P T 3
P

Roy Watts' report represents a major advance, in that it has

established for the first time that in some circumstances domestic

metering of whole areas could be cost-effective. That is so in

R

particular where peak demand is currently at levels which would

—

require major investment before long to increase supply capacity.

Of course, in much of England and Wales, water is abundant and the

marginal cost of changes in demand is low. The study which Coopers

S——

and Lybrand carried out for Watts suggested that installation of

meters for every household would cost over £1 billion. This

compares with tqgglfannual income of water companies and water
Qqauthorities (net of income already based on measur;g volumes)

4 which is running at less than £1.9 billion a year. We need to be
very confident that such an investment would give value for money
before imposing it on the industry.

The Coopers study concludes that, on present information,
'metering the average consumer would lie on the borderline of
economic viability'. Coopers' estimates are, inevitably, tentative
and they, and Watts, recommend that they are tested. But they do

—— -

make allowance, drawing in particular on extensive foreign
s R s

experience, both for likely economies of scale in meter production

and installation and for likely reductions in consumption.
- R e R

e ——————— —
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That is why John Patten and I agree with Watts that the next step

must be a series of controlled large-scale experiments to

establish where and how we can get good value out of metering. We
simply do not know enough yet, for example, about how consumers
would respond to consumption-based charging and about the pros and
cons of simple meters operating with simple tariff structures and
more sophisticated ones which would permit high charges at times
of peak demand.

We need new powers to allow for compulsory metering of houses in

the trial areas. The installation programme, and our testing of

—

costs, cannot therefore begin until the privatisation Bill

receives Royal Assent next year. But we can press ahead in the

meantime with putting meters at key points in the distribution

network. That will give us essential information about present

patterns of consumption. It will then take a year or two for
customers to adjust to the new regime before we can assess the

impact of metered charges on their consumption.

You suggested that we should require meters to be installed in all
new dwellings, rather than provide for them to be constructed so
as to facilitate meter installation. I fear however that that
would set back rather than advance the cause of consumption-based

(%UJAL’charging. Metering scattered over new properties would be

9‘*‘ conspicuously costly and would thus tend to discredit the policy.
e AE—

%;%:Jufhe major prospect of economies of scale lies in metering all
o

e ~properties within compact areas. Only in that way will we bring

WE J*the unit costs of installing the meters and reading and billing

(nw”d right down; the scope for savings is much greater here than it is
in the production of the meters themselves, particularly if we can
apply successfully the emerging technology of customer telemetry.

Our privatisation proposals also have a bearing on the issue. In
future, with their prices and standards under firm regulation, the

water undertakers will be looking to greater efficiency as the
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main source of profit for their shareholders. More cost-effective
charging arrangements could have an important part to play in
this, and there will therefore be every incentive on the WSPLCs
and water companies to introduce metering wherever it makes good
commercial sense. With that motivation in the industry and until
we have the results of the experiments, I do not consider that we
should take powers to compel them to introduce one method of

charging rather than another.

I hope that you agree that my proposals represent an acceptable
way forward. I shall be working up the details in consultation

with the industry and consumer interests in the coming months.

I am copying this letter to the other members of E(A) and to Sir
Robert Armstrong.

KA.

|| March 1986
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2 MARSHAM STREET

LONDON SWI1P 3EB
01-212 3434 .
My ref: B/PS0/11843/86

Your ref:

226 February 1986
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THAMES WATER AUTHCRITY AUDIT: ARTHUR ANDERSEN & CO
QA

Thank you for your letter of lB/f;bruary. 3L
agree that the Treasury Solicitor should be
consulted about how the reappointment exercise
is carried out, and my officials will make

the necessary arrangements.

Copies of this letter go to recipients of

yours. )Lbetqﬂv\
{
Ve

KENNETH BAKER

The Rt Hon Sir Michael Havers QC MP
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ROYAL COURTS OF JUSTICE
LONDON, WC2A 2LL

FIXHO% X706 KIXEX
01-936-6020 18 February 1986

The Rt Hon Kenneth Baker QC MP
Secretary of State for the Environment

2 Marsham Street ( (S{?fxq
LONDON S W 1 ; g\\
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THAMES WATER AUTHORITY AUDIT : ARTHUR ANDERSEN & CO
Thank you for your letter of TT/;ebruary 1986

indicating your intention to reappoint Arthur Andersen as
auditors for the Thames Water Authority.

I accept that there are policy reasons that justify
your desire to reappoint Arthur Andersens as auditors and
I note your intention to impose the condition that no
member of the firm who was engaged upon the audit of
De Lorean should have any contact with this audit.

However, as the litigation with Arthur Andersens is
still in progress and the Treasury Solicitor has the
conduct of this, I think it would be desirable to ensure
that he is consulted about how the reappointment exercise
is carried out. As 1 indicated in my letter of 30 April
1985 to Norman Tebbit, particular care has to be exercised
in such situations.

Copies of this letter go to Tom King, Paul Channon,
on colleagues on E(NI), Sir Robert Armstrong, the Head of
the Government Accountancy Service and to the Treasury
Solicitor.

P (AN -
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2 MARSHAM STREET
LONDON SWIP 3EB

01-212 3434

My ref:

Your ref:

)I February 1936
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THAMES WATER AUTHORITY AUDIT: ARTHUR ANDERSEN & CO

I feel that I should let you know that, because of special
circumstances, I am intending to reappoint Arthur Andersen
as auditors for the Thames Water Authority.

In the context of forthcoming privatisation it will be necessary
to obtain an accountant's report of the financial position

and results of the Water Authority over the last five years.

It would be highly awkward to have te appoint new auditors,

who would have to do that within their first year of appointment.
The advice of the Eead of the Government Accountancy Service

is that, in these circumstances, it would not be in the public
interest to involve another firm at this stage, given that
Arthur Andersen have performed well on this particular audit.

I shall, of course,

the firm whc was engaged upon the audit of De Lorean shoulad

have any contact with the audit of Thames Water.

I am copying this letter to Tom King, Paul Channon, other
colleagues on E(NI), Sir Robert Armstrong and ,the Head of
the Government Accountancy Service.

7@% A

KENNETH BAKER

The Rt Hon Sir Michael Havers QC MP




STATEMENT BY THE SECRETARY OF STATE FOR THE ENVIRONMENT
‘PRIVATISATION'OF WATER AUTHORITIES

With permission, Mr Speaker, I will make a statement about the

future of the water authorities in England and Wales.

On 7 February 1985, the then Minister for Housing and Construction
my hon. Friend the Member for Easthourne, announced that the
Government would examine the prospects for privatisation in the
water industry. A discussion paper followed in April. 1In the
light of the responses, and of professional advice on the financial
issues, the Government has now decided to transfer the ten water
authorities in England and Wales to private ownership; already,

25% of water is supplied by private sector water companies.

With my rt.hon. Friends, the Secretary of State for Wales and
the Minister for Agriculture, Fisheries and Food, I have today
presented to Parliament a White Paper setting out our proposals.
Legislation will be necessary, and we shall put the water

authorities on the market as soon as possible thereafter.

Our privatisation programme already covers a wide range of busin-
esses. But transferring water to the private sector will offer
unique opportunities and challenges. The water authorities are not
merely.-suppliers of goods and services. They are managers of
natural resources. They safeguard the quality of our rivers.

They control water pollution. They have important responsibilitiés
for fisheries, conservation, recreation and navigation.. These

functions are:inter-dependent and inseparable.

.

We will maintain the principle of integrated river basin management
and we will maintain existing boundaries. The water authorities
will be privatised with all their existing responsibilities but

for the one exception of land drainage and flood protection.
Financing and co-ordination of that function will kemain aspublic

sector fesponsibility.

The authorities are largely natural monopolies. The public will,

rightly, expect us to set up a firm requlatory framework. 'We will
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ppoint a Director General for Water Services. He will control

the authorities through an operating licence. This will lay down
strict condjtions on pricing and on service standards. The
system of promoting the interests of consumers will take into
account a report which I am publishing today from Professor
Littlechild of'Birmingham University. Under the Director General
there will also be strong machinery for representing consumer

interests and investigating complaints.

Water authorities are responsible in England and Wales for the
implementation of national policy for the water environment.

Necessary existing safeguards - including appeals against water
authority decisions on discharges and Government controls on the
authorities' own discharges - will continue. And we shall

.strengthen the system of pollution control in two main ways; first,

we shall legislate to make their river quality objectives subject

to Ministerial approval; second, we shall provide for any new
requirements to be laid down through a Parliamentary procedure. In this
way we will use the opportunity of privatisation to improve

environmental standards on a continuing basis.

Mr Speaker, over the last seven years considerable progress has been'
made in improving the management efficiency of water authorities.
Their operating costs have been reduced in real terms, even while

the demand for their services has been growing. Manpower has been
ieduced by 20%. The number of Board appointments has been reduced
even more dramatically - from 313 to 123. 1In 1979 their

investment was falling; in regi'terms it is now above its 1979

level and it is rising. 1In the last six years we have made the

water authorities fit and ready to join the private sector. And,

as reportea to the Public, Accounts Committee, the quality of

water services has been improving in almost all regions.

Privatisation is the next logical step. It will bring benefits

to customers, to the industry itself and to the nation as a whole in
improved quality, more efficient service, greater commitment of the
staff to the work they are doing, and greater awareness of customer

preference.

With the disciplines and freedoms of the private sector I expect

the industry to move from strength to strength. I know these
proposals will be welcomed.




With permission, Mr Speaker, I wish to make a statement about the

privatisation of the Welsh Water Authority.

As my Rt Hon Friend, the Secretary of State for the Environment, has told

the House, the Government have decided to transfer the water authorities in

England and Wales to private ownership and a White Paper setting out our

proposals has been presented to Parliament.

The House will be aware that the Water Authorities in England and Wales
were established so that a single body controls water and sewerage in river
catchment areas; and that the Welsh Water Authority excludes that part of

mid Wales which drains into the Severn but does cover those parts of

England that drain into the Wye and Dee.

[N

-~

During the consultation that followed the publication of our discussion
paper last April the Welsh Water Authority urged that the present

integrated river basin management should continue if the industry was
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privatised. We agree with that recOmmendation and the Authority will
therefore be privatised with its existing boundaries and functions intact,
with the exception of the co-ordination and financing of flood defence and

land drainage.

The privatised Welsh Water company will operate under a licence from the
new Director General of Water Services who will lay down strict conditions
on pricing and service standards. The Direétor General will appoint a
Regional Consumer Committee representing all consumer interests and in

Wales this Committee will be assisted by divisional committees.

The privatisation of the WWA will for the first time enable employees and

customers in Wales to have a direct stake in the industry.

The regulatory regime will provide general powers with regard to the supply
of water in bulk between undertakings. The right of appeal will remai&-
when water undertakers are unable to agree terms for such transfers, SLt
this will be to the Director General, rather than the Secretary of State.

In determining appeals, he will apply the same general principles as apply




to other aspects of charging policy in that charges should be cost related

and should not be discriminatory.

Considerable progress has been made since the Authority was reorganised in
1982. Services and efficiency have been greatly improved and a large

investment programme undertaken. I pay tribute to the Chairman, Board and

employees for these achievements. I believe that privatisation will enable

them to get on with their job with greater freedom and without the
constraints on financing which public ownership imposes. Customers will

benefit from the improving service that will result.
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PRIVATISATION OF WATER AUTHORITIES: STATEMENT /

Your letter to David Norgrove dated 31 January enclosed the draft
statement on water authority privatisation that your Secretary
of State intends to make this Wednesday.

As I told you on the telephone, the Financial Secretary has the
following comments:

F ) the draft says that land drainage and flood
protection will remain in the public sector. 167
is not however intended that operational activities
related to these responsibilities will remain and
the statement should refer to "decisions on the
financing of land drainage and flood protection"
remaining.

¢i1) The statement emphasises that water authorities
are natural monopolies. This is of course true for
most of their activities in most places but the
possibility of competition should not be ruled out.
The statement should say "largely natural monopolies".

(iii) The draft says that the regulatory system
for promoting the interests of consumers will Dbe
based on Professor Littlechild's report. This goes
too far given that Ministers have not yet considered
the detail of +the report and the statement should
say no more tha: - system of promoting the interests
of consumers wi! ske into account advice contained
ik & report i.x.




C()h | ‘ll,)f 1\ :Mxi/i\ L

(iv) In talking about strengthening the system
of pollution control, the statement says that "We
shall provide for new requirements to be 1laid down
through a Parliamentary procedure". This: coulds be
taken as meaning that all sorts of new requirements
are waiting in the wings and it would be better to
say "We shall provide that any new requirements will
be laid down through a Parliamentary procedure".

(v) The statement says nothing about the
Government's intentions towards water companies.
There will be quite a lot of interest in this, not
least in the market, and they deserve an explicit
mention.

I am sending a copy of this letter to David Norgrove at No 10,
to the Private Secretaries to members of E(A), to the Private
Secretaries of the Lord President and of the Chief Whips of both
Houses and to Michael Stark in Sir Robert Armstrong's office.

%%
(/{ /m 25 b7 o

VIVIEN LIFE
Private Secretary




10 DOWNING STREET

From the Private Secretary 3 February 1986

Deor e

PRIVATISATION OF WATER AUTHORITIES: STATEMENT

The Prime Minister has seen the draft
statement attached to your letter to me
of 31 January, and is content, subject to
the views of colleagues. The Prime Minister
found it admirably clear.

I am sending copies of this letter
to the Private Secretaries to members of

E(A), Joan MacNaughton (Lord President's
Office), Murdo Maclean (Chief Whip's Office),
David Beamish (Government Whips' Office,
Lords) and Michael Stark (Cabinet Office).

QS;N/JW R WLT
Al

-

(David Norgrove)

Miss Sue Vandervord,
Department of the Environment.
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PRIVATISATION OF WATER AUTHORITIES: STATEMENT

I attach the draft of a statement which my Secretary of State is to
make on Wednesday about the privatisation of water authorities.

The Secretary of State will be working on it over the weekend but, as
time is pressing, I thought it might help if I circulated this text
now to see if there are any points which you or copy recipients wish
to have taken on board. I should be grateful for comments on Monday 3
February if at all possible.

I understand that the Secretary of State for Wales is also to make a
statement. The draft as written covers both England and Wales. We will
need to consider this aspect of handling next week, and perhaps Colin
Williams could contact me on Monday about that.

I am sending a copy of this to the Private Secretaries to members of
E(A), to the Private Secretaries of the Lord President and of the
Chief Whips of both Houses and to Michael Stark in Sir Robert
Armstrong's office.

Youo &nCenslj
Se Uw\,@{m/v/\ra

MISS SUE VANDERVORD
Private Secretary

David Norgrove Esqg
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DRAFT STATEMENT BY THE SECRETARY OF STATE

PRIVATISATION OF WATER AUTHORITIES

With permission, Mr Speaker, I will make a statement about the

future of the Water authorities in England / and Wales /.

On 7 February 1985, the then Minister for Housing and Construction,
my hon. Friend the Member for Eastbourne;announced that the
Government would examine the prospects for privatisation in the
water industry. A discussion paper followed in April. 1In the
light of the responses, and of professional advice on the financial
issues, the Government has now decided to transfer the ten water

authorities in England and Wales to private ownership.

With my rt hon. Friends, the Secretary of State for Wales and
the Minister for Agriculture, Fisheries and Food, I have today
presented to Parliament a White Paper setting out our proposals.

Legislation will be necessary, and we shall put the water authorities

on the market as soon as possible thereafter.

Our privatisation programme already covers a wide range of
businesses, from motor manufacturing to telecommunications. But
transferring water to the private sector will offer unique opport-
unities and challenges. For water authorities are not merely

suppliers of goods and services. They are managers of natural

resources. Tﬁey safeguard the quality of our rivers. They
T ————— st ———— e A e e roaes B A8

control water pollution. They have important responsibilities for

fisheries, conservation, recreation and navigation. These functions
are inter-dependent and inseparable.

el —— S
With one exception - land drainage and flood protection, which will
remain in the public sector - we will privatise the authorities

with all their existing responsibilities and on their existing

boundaries. s
RN

The authorities are, of course, natural monopolies. The public
will, rightly, expect us to set up a firm regulatory framework.

r————— S R oy o




We will appoint a Di{ggggg General for Water Services. He will
control the authorities through an operating licence. This will
lay down strict conditions on pricing and on service standards.

The system of promoting the interests of consumers will be based on
a report which I am publishing today from Professor Littlechild

of Birmingham University. Under the Director General there will
also be strong machinery for representing consumer interests and

investigating complaints.

Water authorities are responsible in England and Wales for the
implementation of natiqgii policy for the water environment.

Necessary present séggéuards - including appeals against water
authority decisions on discharges and Government controls on the
authorities' own discharges - will continue. And we shall strengthen
the system of pollution control in two main ways; first, we shall
legislate to make their river quality objectives subject to Ministerial
approval; second, we shall provide for new requirements to be laid

down through a Parliamentary procedures. In these ways water
environment policy will be both more effective and more explicit

than before.

Mr Speaker, when we came to power in 1979 the water authorities

v’
showed signs of public-sector-itis. Since then their operating costs

have been reduced in real terms, even while the demand for their
services has been growing. Manpower has been reduced by 20 per cent.
The number of board appointments has been reduced even more dramat-
ically - from 313 to 123. When we came in, investment was
falling; it is now above its 1979/80 level and rising. In 1979/80
(half) their investment was fiﬁgggéd by borrowinng;ext year they
will be 90 per cent self-financing. In the last six years we have
made the water authorities fit and ready to join the private sector.
And, as reported to the Public Accounts Committee, the quality of
water services has been improving in almost all respects in almost

all regions.

Privatisation is the next logical step. It will bring benefits

to customers, to the industry itself and to the nation as a whole.

With the disciplines and freedoms of the private sector I expect the
industry to move from strength to strength. I know these proposals

will be welcomed.
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10 DOWNING STREET

From the Private Secretary 29 January 1986
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WATER PRIVATISATION - WHITE PAPER

The Prime Minister has seen the revised
version of the White Paper on Water Privatisation
attached to your Secretary of State's minute
of 22 January, and has noted that the aim
is to publish it on Wednesday 5 February.

I am copying this letter to the Private
Secretaries to members of the Cabinet, Murdo
Maclean (Chief Whip's Office), David Beamish
(Government Whips' Office, Lords) and Michael
Stark (Cabinet Office).

o T

Bo 2

(David Norgrove)

’

Robin Young, Esq.,
Department of the Environment.
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WATER PRIVATISATION: DRAFT WHITE PAPER

Thank you for your 1letter of 21 January. I have now seen the
revised - draft  covered by : Kenne Baker's letter to the Prime
Minister of 22 January and am very content with the way in which
the points I raised earlier have been handled.

Kenneth drew attention to a change in the reference in
paragraph 3.9 to the public bodies which would assume
responsibility for flood defence after privatisation. On the
understanding that this leaves quite open our eventual decision
on the precise type of body to be set up, I can support, and
indeed would prefer, the new formulation.

I understand that our officials have agreed a number of small
drafting points on this draft. Only one difficulty now remains
to be resolved. In paragraph 4.X1s “threat of takeowver" -is
described as a spur to efficiency. Until our thinking is clearer
on the circumstances in which we would regard takeovers as
acceptable and those in which we would regard them as
objectionable, I think that it would be wiser to drop this
reference. It will, I feel, simply, raise te spectre of foreign
takeovers and of diminished competition between authorities as
a result of amalgamation which I do not think would be helpful
until we are clearer about the appropriate riposte if indeed
we decide in due course that takeover is desirable. It may also
cause problems in relation to wider share ownership and employee
involvement.

I am copying this letter to the recipients of Kenneth Baker's.

“JOHN MOORE
CONFIDENTIAL
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PRIME MINISTER

WATER PRIVATISATION - WHITE PAPER

With my minute of 23 Decemp@r I enclosed a copy of the draft of the

White Paper on Water Prdivatisation. Your Private Secretary wrote in

—

response on 13 January, and I have also had helpful comments from a

number of colleagues.

Generally, we have been able to accept colleagues' points and I am
writing to them individually to explain how we have handled the issues
of substance which they have raised. We have also made our own
revisions, to tighten the drafting and in particular to spell out more
clearly the benefits which will arise from privatisation. The text is

much improved.

I should draw attention to one point where I am now proposing to draw

back from what we agreed in E(A), namely on the future arrangements
— ——

for a public body to finance land drainage and flood protectlon. i

believe we should keep our options open on this pending advice from

officials in the Interdepartmental group on the Financing and

Administration of Flood Defence, and have wrltten to Michael Jopling

accordingly.

We aim to publish the White Paper on Wednesday 5 February and delay
aln ok

must be avoided if we are to meet our timetable for legislating in the
next session. I am circulating this revised text in the expectation
that colleagues will not be seeking further changes. If they do,
however, I must have them please by midday on Friday 24 January. If we

do not hear by then, we will assume colleagues are content.

I am sending a copy of this to members of the Cabinet, John Wakeham,

Bertie Denham, Sir Robert Armstrong and Brian Griffiths.

LA

K B
227 January 1986




WFE21P285 - 1RH2 CONF IDENTIAL

DRAFT WHITE PAPER
PRIVATISATION OF THE WATER AUTHORITIES IN ENGLAND AND WALES

LIST OF CONTENTS

SECTION 1 - INTRODUCTION

Why private ownership? (paragraphs 3 to 4)

Who will benefit from private ownership? (5 to 10)

The new shape of the water industry (11 to 15)

SECTION 2 — THE WATER AUTHORITIES NOW
Integrated river-basin management (1 to 4)
Constitution and functicns (5 to 9)
Present state and progress of the industry (10 to 17)
water supply (11 to 12)
water quality (13)

sewerage (14)

pollution control (15 to 17)

Operating efficiency and financial performance since 1979 (18 to 20)

Investment needs and plans (21 to 22)

SECTION 3 - STRUCTURE OF THE PRIVATISED WATER INDUSTRY

Scale of operation (3)

Statutory companies of PLCs (4)




.1 atutory water companies (5)

..werage (6 to 7)

'und Drainage and Flood Protection (8 to 10)

sranchising and competition (11 to 12)

ywgulatory Responsibilities (13)

fovirommental services (14)

SKCTION 4 — REGULATION AND CUSTOMER PROTECTION

vhe need for regulation (1 to 4)

ljperating licence (5 to 8)

jimiting charges for customers (9 to 12)

gervice standards (13 to 16)

Form of regulation (17)

(harges (18 to 22)

fustomers (23 to 24)

SECTION 5 — SAFEGUARDING THE ENVIRONMENT

Environmental water quality (2 to 9)

Enviromnmental services (10 to 15)




CONF IDENTIAL

Wildlife and conservation (11 to 12)
Fisheries (13)

Navigation (14)

Recreation (15)

Public information and consultation (16 to 18)

Management and finance (19 ‘to:21)

SECTION 6 — NEXT STEPS

ANNEX - FURTHER INFORMATION




CONFIDENTIAL

1: INTRODUCTION

1.1 On 7th February 1985, the Minister for Housing and Construction announced in
the House of Commons that the Government would examine the prospects for
privatisation in the water industry. At the beginning of April, he published a
discussion paper, to which responses lave been received from the water industry
and others. After studying the reponses and examining the issues, the Government
has now decided to transfer the ten water authorities in England and Wales to

private ownership.
1.2 This White Paper sets out the reasons for the decision and the basis for the
legislative proposals which the Government intends to put to Parliament as soon as

possible.

Why private ownership?

1.3 The Government believes that the privatisation of the water authorities will
benefit their customers and employees, and indeed the nation as a whole, in the

following ways:

* the authorities will be free of Government intervention in day to day

management and protected from fluctuating political pressures;

* the authorities will be released from the constraints on financing which

public ownership imposes;

* access to private capital markets will enable more cost-saving investment
and higher standards of service to be achieved than would otherwise have been

possible;

* the financial markets will be able to compare the performance of
individual water authorities against each other and against other sectors of

the economy. This will provide the financial spur to improved performance;

* a system of economic regulation can be designed to ensure that the

benefits of greater efficiency are systematically passed on to customers in
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the form of lower prices and better service than would otherwise have

occurred;

* measures will be introduced to provide a clearer strategic framework for

the protection of the water environment;

* private water authorities will have greater incentive to ascertain the
needs and preferences of customers, and to tailor their services and tariffs

accordingly;

* private authorities will be better able to compete in th2 provision of

various commercial services, notably in consultancy abroad;

* privatised authorities will be better able to attract high quality

managers from other parts of the private sector;

* there will be the opportunity for wide ownership of shares both among

employees and among local customers;

* most employees will be more closely involved with their business through

their ownership of shares, and motivated to ensure its success.

1.4 The Government has therefore decided to seek from Parliament powers to turn
the water authorities in England and Wales into water service public limited
companies (WSPLCs) and to transfer them to private ownership as rapidly as
possible. Aerospace, motor manufacturing, oil, ports, road transport, shipping,
telecommunications and other businesses have already been privatised; plans for
airports, airways, buses and gas have been announced. Water will be a substantial
addition to the privatisation programme, setting free 10 major businesses and
adding a further 51,000 jobs to the 400,000 that have already been transferred to

the private sector.

Who will benefit from private ownership?

155 The interests of customers, employees, the environment and the nation will

not only be safeguarded in privatisation but will also benefit from it.




16 Customers in particular will benefit from the prospect of higher standards,
greater efficiency in the provision of services, a charging policy designed to
pass on efficiency savings and keep bills down, and the opportunity to hold shares
in the undertaking. There will be protection from monopoly power over charges, and
ljevels of service will be defined. Drinking water quality standards are already

laid down.

1.7 Employees will benefit from employee shareholdings, closer identification

with their businesses, greater job satisfaction, better motivation, and the

prospect of the rewards that enterprise has brought to those who work for other

industries that have been privatised. Water authority pensions lorm part of the
Local Government Superannuation Scheme, and the Government will consult the
industry about future arrangements. Employees will be entitled to preserve

pension rights already accrued in the Local Government Scheme.

1.8 The environment will benefit from a new system of Govermment approval for
the objectives set for each river and estuary, defining the standards to which

each is to be maintained or improved.

1.9 By setting explicit objectives for drinking water quality for river quality,
and for other key service standards before the authorities are sold into private
ownership, the Government will protect the consumer and the public. Prospective
shareholders will also be able to take stock of obligations inherent in explicit

objectives, when assessing the businesses in terms of assets, worth, and

profitability.

1.10 The nation as a whole will benefit from higher standards and greater
efficiency in the provision of services which are of key importance to industry

and public health, from greater job opportunities arising from new enterprise, and

the prospect of higher earnings through successful endeavours overseas.

The new shape of the water industry

1.11 The principle of integrated river-basin management - a single body
controlling water and sewerage in each river-catchment - has worked well since it

was introduced by the Water Act 1973, and should be retained. The water
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authorities will be pfivatlsed on the basis of their existing boundaries. The

Government intends that the water authorities should continue to carry out their
responsibilities for the management of rivers, control of pollution, fisheries,
environmental conservation, recreation and navigation. Special arrangements will
be made for land drainage and flood protection, and these are discussed in
paragraph 3.8-3.10. An overall aim will be to keep the structure of the industry

as simple as possible.

1.12 Water authorities regulate other users of their water including abstractors
of water and dischargers of waste. At the same time the authorfties are themselves
major abstractors and dischargers. There will continue to be strong safeguards and

a proper channel of appeal to ensure that the new WSPLCs act even—~handedly.

1.13 To protect the interests of the customer, the Government will appoint a
regulator to prevent the abuse of monopoly power through charges, to see that

standards are observed and to be responsible for consumer consultation.

1.14 The Government also intends to modernise existing water and sewerage law
much of which has its origins in the 19th Century, and parts of which are unclear

and outdated.

1.15 The proposals in this White Paper represent a significant extension of the
Government's successful programme of privatisation, and will put a major national
industry onto a new and dynamic basis, while protecting the interests of all who

use water, and safeguarding public health and the environment.




CONFIDENTIAL

SECTION 2: THE WATER AUTHORITIES NOW

Integrated River-Basin Management

2.1 The nine English regional water authorities and the Welsh Water Authority
were set up under the Water Act 1973 on the principle that a single body should
plan and control all uses of water in each river catchment. Previously, nearly
1,600 local undertakings had been responsible for water services. There were
inevitable working difficulties and conflicts of interest, whicl the water
authorities were created to overcome. The authorities assumed responsibility for
water supply, sewerage and sewage disposal, as well as for water—resource
planning, pollution control, fisheries, flood protection, navigation, water
recreation and environmental conservation. The area of each authority comprises

one or more river basins; boundaries are shown on the map opposite.

2.2 The River Thames is a classic example of integrated river basin management.
The catchment area supports 3,500 abstractions - 1,200 for agriculture, 500 for

water supplies (by statutory water companies and the Thames Water Authority

itself), and 1,800 for industrial and other uses. The river receives 6,500

discharges from industry and 450 discharges from the Authority's own sewage
treatment works. In addition, the river is used for fishing (193,000 rod licences
are issued annually) and for boating (19,000 boats are registered and a milliom
passages a year recorded through the river's 45 locks). The river and its
tributaries are regulated and managed to ensure that discharges do not pollute
water supplies and abstractions do not lower the level of the river and put at

risk natural life or the enjoyment of those who use the river for recreation.

2.3 As the water authorities control and regulate all the uses to which their
rivers are put, they have generally been able to meet all requirements even in
conditions of extreme difficulty, and they have been able to plan for increasing
demands at least cost and without detriment to existing users. During the drought
of 1984, when rainfall in its region was less than half the average for the months
April to July, the South West Water Authority, with one of its three strategic
reservoirs still under construction, went to exceptional lengths to tap new
resources, to reduce river levels, and to pipe water from one river basin to
another; the public exercised exceptional economy, and although certain

inessential uses of water were
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prohibited the Authority was able to maintain supplies without resort to water
rationing, and without detriment to the rivers themselves and the natural life
they support. Water shortage of a different kind will be overcome by the Southern
Water Authority by anmother application of the principle of integrated river basin
management. The Authority will meet increasing demands for water in East Kent and
East Sussex not only by taking more water from the North Downs aquifer, but also
by improving the quality of the River Medway through more stringent coanseants for

industrial discharges, so allowing more water to be taken from it and transferred

across country.

2.4 The catchment-based structure of the water industry has worked well in
practice. It has been recognised throughout the world as being a good and
cost-effective model for other countries to follow. It is the main reason why the
Govermment intends to retain the structure of the water authorities essentially as

they stand in the transfer to private ownership.

Constitution and Functions

2.5 The water authorities are large undertakings. They employ some 51,000
people; their annual turnover is about £2,600m; and their capital investment for
1986/7 will exceed £900m. Their assets include 137,000 miles of water mains,
141,000 miles of sewers, 6,500 sewage treatment works and 1000 water treatment
works. An analysis of the authorities' capital and operating expenditure is shown

in Figures 1 and 2.

2.6 Until 1983, the authorities were run by large boards with a majority of local
authority representatives. The Water Act of 1983 set up the present boards, which

are smaller and more business-like. All members are appointed by Ministers.

2.7 Over 992 of the population of England and Wales is counnected to a public
water supply. The water authorities supply about 75% themselves; the privately
owned statutory water.companies supply the remainder. About 96X of the population
is connected to a public sewer. The water authorities own and are responsible for
the sewers, and undertake all sewage treatment and disposal. Before the 1973
Water Act, local authorities built and maintained the sewers, and in most areas

district councils continue to do so on an agency basis.
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2.8 In addition to providing these main services, water authorities also regulate
other users of water. They control through a licensing system the abstraction of
water from rivers and other sources. Their consent is needed for the discharge of
effluent into lakes, rivers and other places where water might be contaminated by
the discharges. They grant licences and consents in the light of the standards of
quality for each stretch of river and coast. The Secretary of State approves
water authorities' own discharges and hears appeals against their decisions on

abstractions and discharges by others in the few cases where these are made.

2.9 Water authorities are also responsible for environmental cunservation,

fisheries, navigation, flood defence and land drainage. These account for less

than 107 of the authorities' operating expenditure but are important areas of

activity.

Present State and Progress of the Industry

2.10 The water authorities' ability to operate on the basis of integrated
river-basin management and to plan and develop water resources regionally has

enabled them to improve their services and to keep pace with rising demand.

- Water Supply

2.11 Between 1961 and 1971, domestic water supply rose from 2,400 million gallons
a day to 3,100 million gallons a day. By 1984, it had increased to 3,600 million
gallons a day. In addition, about 6,600 million gallons a day were abstracted in
1984 for non-domestic purposes, about a third of this being used by the Central
Electricity Generating Board, mainly for cooling.

2.12 The authorities' improved ability to cope with demand for water was
demonstrated by their performance in the droughts of 1976 and 1984. 1In 1976,
Anglian Water was able in a period of weeks to lay a main from Rutland Water to
the River Witham, establish a new treatment works at Etton, and reverse the flow
of the Ouse to increase supplies from Grafham. The drought also provided some
useful lessons, so that by the time of the 1984 drought many schemes for
safeguarding water supplies had been completed and more are in hand. The

Yorkshire Water Authority, for instance, had developed a regional water grid which
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allowed it to transfer supplies to many areas of acute shortage. It has now
extended the grid to serve fully the conurbations of West Yorkshire and South
Yorkshire. All the authorities mobilised resources of finance, management and
engineering to tackle shortages in ways which would have been impossible before

the 1973 Water Act.

- Water Quality

2.13 The quality of water supplied has been maintained and in some cases

improved. In the Summer of 1985, in accordance with the Drinking Water Directive
of the European Community, the Government completed a review of the quality of all
drinking water supplies and an assessment of the shortcomings. 90% of supply areas
meet all the requirements of the Directive. The water authorities are putting
right all defects arising from lead or microbiological pollution. The Government
has granted derogations within the terms of the Directive for nitrates, manganese,

iron and other standards, where it is satisfied that there is no risk to health.

— Sewerage

2.14 In the last decade, the industry has developed sophisticated techniques of
sewer survey and renewal by remote control. Although much has been said about the
need for heavy investment in the renovation of Britain's sewers, about half the
140,000 miles of sewers in England and Wales have been built since the Second
World War, and less than a quarter predate 1914. Properly laid and maintained,
sewers last a very long time, and it is not generally realised that most failures
are due to blockage rather than collapse. The Water Research Centre's Sewerage

Rehabilitation Manual has codified the best available techniques for dealing with

seﬁer dilapidations and the problem is now technically manageable. So substantial

progress has been made, but much also remains to be done to establish the scale of

the problem and to make good the dilapidations of the past.

= Pollution Control

2.15 River quality lies at the heart of the water authorities' performance of
their functions. The benefits of clean rivers for the local enviromment and for
making an area more attractive to potential investors are immense. The authorities
have tackled pollution both by controlling their own discharges and those of

others. The discharge of raw sewage into rivers such as the Tyne and Mersey has
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been a major cause of pollution. In many areas, the sewage works inherited by
water authorities were small, outdated and inefficient. Where possible,
authorities have updated or replaced them in projects such as Severn—-Trent Water
Authority's Black Country strategic sewage treatment scheme, which will
significantly improve the quality of the River Tame. The North West Water
Authority has started cleaning up the Mersey by means of a 25-year, £2.5 billion
scheme, combining higher investment in sewage works, increased sewerage capacity
and a progressive tightening of consents for industrial discharges. A similar

programme of works has already improved the quality of the Tyne estuary.

2.16 The last national survey of river quality showed that grossly polluted rivers
had been reduced in length from 792 miles in 1975 to 506 miles in 1980, while
lengths of “"grossly polluted” and “"poor” tidal river were reduced by 21%Z and 47%
respectively in the same period. The indications are that this improvement has not
been sustained in the last two years. A comprehensive new survey will be carried

out in 1986.

2.17 Many authorities are taking action to prevent the pollution of bathing waters
by sewage, in accordance with standards laid down by the European Community
Directive on the Quality of Bathing Water (76/160/EEC). For instance, Wessex Water
has built a £33 million sea outfall to free the beaches around Weymouth and
Portland from pollution and to prevent flooding. The cost of the scheme had been
beyond the means of the predecessors of Wessex Water. Welsh Water has recently
brought into service a long sea outfall at Tenby, costing £2.2 million, and plans
to spend a further £75 million on similar schemes by the turn of the century in

order to reduce the pollution of coastal waters and improve popular beaches.

Operating Efficiency and Financial Performance since 1919

2.18 Although the reorganisation of the industry following the 1973 Act enabled
water authorities to make significant improvements in the service provided, it is

only in the years since the present Government took office that they have made

comparable improvements in their operating efficiency and financial performance.

2.19 Consultants who reviewed the water authorities' budgets for 1981/2 and 1982/3
found scope for reducing costs without damaging standards of service. In additionm,

the Monopolies and Mergers Commission reported on the Severn-Trent Water Authority
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in 1981 and has published three further reports on aspects of the water industry,
which contain valuable suggestions for improvement. The water authorities have
responded positively and the Government has agreed performance aims which have
reversed the rising trend in operating costs. Targets for further cost reductions
by 1986/7 have been agreed. Nearly every authority has streamlined its
headquarters and many have cut the number of operating divisions, sometimes to
half the previous number. Table 1 shows the number of staff employed by the
authorities over the period from March 1976 to September 1985. Numbers rose
between 1976 and 1979, but since 1979 there has been a saving of nearly
one-fifth. At the same time, standards of service have been ma.:ntained and

improved.

2.20 With improved financial performance, the water authorities have become more
self-financing, and capable of standing independently as commercially viable
entities. When the authorities were set up in 1974, internal finance contributed

little to capital expenditure, but by 1980/81, when authorities' capital

expenditure was £692 million, only 41% was financed from borrowing and by 1986/87,

with planned capital expenditure having risen to £942 million, about 10% only is

to be financed from borrowing.

Investment Needs and Plans

2.21 As Figure 3 shows, the principal investment carried out by the authorities is
that needed to sustain their business and replace assets as they wear out or
become obsolete. The water industry has net assets of about £500,000 per employee

at replacement cost, so capital investment in renewing and upgrading the assets is
important.

2.22 The present position is as follows:

a. Water Resources

Water resources in most regions will meet demands (expected to grow by about
12 per annum overall) until the year 2000 and beyond. But more water is
needed in the South West (Roadford scheme in Devon), East Midlands
(Carsington scheme in Derbyshire), in the Thames area and in Kent (as
described in paragraph 2.3). Water resource schemes account for less than 5%

of the annual investment of water authorities.




TABLE 1

WATER AUTHORITY

30
September

1985

Anglian
Northumbrian
North West
Severn-Trent
Southern
South West
Thames

Welsh

Wessex

Yorkshire

Note: Figures prior to 1979 were calculated on a
slightly different basis to later figures




WATER AUTHORITY CAPITAL EXPENDITURE

TABLE 2: £ millon cash

T
Service 1978/9 | ? 1986/5| 1985,/6% |
(est)i

|

Water resources

Water supply

Sewerage

Sewerage treatment and disposail
Environmental

Other water services

Land drainage and flood
protection

" Note: 1985/6 total pased on water authorities' latest estimates.
Distribution bv service is based on 19285 plans and given only as

a guide, Il E i
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CAPITAL EXPENDITURE BY PURPOSE (1984/85)
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b. Water Supply

In a number of areas water mains need to be replaced and enlarged to
accommodate increasing demand. The authorities will be spending about £345m
on water supply investment in 1986/87, and good progress is being made in

dealing with the problems that have been identified.

c. Sewerage and Sewage Treatment

Investment has increased from about £200m in 1980/81 to about £325m in
1986/87 and the Government expects expenditure at the present level or above
to continue in the foreseeable future. The need for investment in treatment
and disposal will be affected by future quality objectives for rivers and

coastal waters.

d. Flood Protection and Land Drainage

Substantial expenditure is likely to be necessary on flood protection schemes

over the next 4 years and there will be a continuing need for such work into

the 1990s. The financing of flood protection will, however, remain in the

public sector.

The Government considers that the present level of planned investment is adequate
to maintain the delivery of services and to effect improvements where these are
most needed. The water authorities' consider that a somewhat higher level would be
justified, and they bid in their recent corporate plans for an investment level in
1988/89 no more than 13 per cent in real terms above the provision for 1986/87 (ie
£910 million). In future, WSPLCs will be free from the constraints of public
expenditure control. They will be free, therefore, to make their own plans for
meeting the required levels of service, which they are expected to do more quickly
that would otherwise have been the case, and to increase the rate at which cost-

saving technology is introduced.

2.23 The nationalised water industry in England and Wales has been transformed
into ten modern businesses. The finances of the industry have been

considerably strengthened, a great deal of worthwhile investment has been carried




CONFKF LVDENY LAL

out, efficiency and performance have been substantially improved. The industry is
now in a state where it can be privatised. This will enable it to achieve further
improvements in service more easily than it could in the public sector. Private
enterprise is both more flexible and readier to pursue energetic and innovative
approaches than the public sector. The demands of the market will give management
and staff the impetus they need to secure greater efficiency. Freeing the

authorities from the constraints imposed by state ownership will help them to

carry out their tasks with vigour and imagination.
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SECTION 3: STRUCTURE OF THE PRIVATISED WATER INDUSTRY

3.1 Once privatised, water undertakings will be able to organise their affairs
without reference to central Government and, in particular, will be free to focus
on their primary responsibility - providing a service to their customers while
safeguarding the environment. Privatisation should lead to improved standards,

greater efficiency, and a better allocation of resources within the water

industry. Provided the interests of customers are fully protected - and Section 4

of this White Paper sets out how the Government intends to do this - the water

industry, their customers, and the nation as a whole should all benefit.

3.2 In developing its plans for privatisation, the Government has thought it
right to take as its starting point the present organisation of the water
fndustry, so as not to lose the benefits of the 1973 and 1983 Water Acts,
described in Section 2. Subject to the necessary legislationm, it has decided,
therefore, to convert existing water authorities into ten new water services
public limited companies (WSPLCs) and to transfer them to the private sector with
their present functions largely intact. This Section explains the reasons for the
organisational and company structure chosen, the changes that are proposed, and

why the Government has rejected the alternative of franchising.

Scale of Operation

3.3 The Government has considered whether the benefits of unified river basin
management could be retained if water authorities were to be sold in operational
units smaller than the present authorities - say, based on their present
divisional structure. It does not believe that there would be any advantage in
this approach. On the contrary, the size of the authorities as presently
constituted allows both the planning and development of water resources on a
regional basis and the fullest use to be made of scarce professional skills. Some

of the benefits have been illustrated in Section 2q

Statutory Companies or PLCs

3.4 At present there are twenty-eight statutory water companies supplying water
to about a quarter of the population of England and Wales. They provide a

precedent for
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precedent for private-sector operations in this industry. The Government has
considered whether it would be appropriate for the water authorities to be
privatised as statutory companies rather than as public limited companies. It has
concluded that this would not be the better course. To establish statutory
companies is an out-dated method of forming a business. Powers necessary to

protect investors are already provided by general company legislation. Writing a

privatised water authority's constitution into an Act would be unnecessarily

restrictive. PLC status under the Companies Act 1985 on the other hand would
provide a framework within which enterprise can flourish. It would afford all the
normal protection of company law, and would automatically be kept up to date as
that law was revised. If necessary, additional safeguards can be made, as in
previous privatisations, through Government ownership of a "special share"” for

purposes defined in the WSPLCs' articles of association.

Statutory Water Companies

3.5 Under the Water Act 1973, some water authorities discharge their water supply
functions in parts of their areas through the statutory water companies. Financial
controls are written into the companies' statutes, limiting the maximum rate of
dividend, the size of reserves, and the amount of balances that can be carried
forward from one year to another. The Government sees advantage in ending the
constitutional link between the water companies and the authorities once they
become WSPLCs, and in bringing the companies under the same form of financial
regulation as will apply to the WSPLCs. At the same time, the companies would be
able to convert to PLC status, and take advantage of the greater scope for
enterprise that this would offer. The Government will be discussing these

proposals further with the companies.

Severage

3.6 The local authorities have proposed a return to the pre-1973 situation, when
they were responsible in their own right for sewerage. The Government does not
believe that this would be in the best interests of efficiency nor would it be
consistent with the principle and practice of integrated water management. It
would also blur the link between investment in sewers, the efficient development

of sewage treatment and disposal and wider environmental considerations.
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3.7 It would be inconsistent with the aims of privatisation for the district
councils to continue to have the presumptive right to act as sewerage agents,
which they enjoy under S15 of Water Act 1973. The choice of agents, or whether to
carry out the work in-house should rest with the privatised authorities

themselves.

Land Drainage and Flood Protection

3.8 Land drainage and flood protection, in which the emphasis nowadays is mainly
on defences against river and coastal flooding, involve capital and maintenance
expenditure of around £100 million a year. Their non-commercial nature would make
it difficult to vest them in private sector bodies having no commercial incentive
to carry out works desirable in the public interest. On the other hand, these
activities are an integral part of the unified system of river basin management

and it would be counter-productive to divorce them from other WSPLC activities.

3.9 The Government proposes to reconcile these needs by new arrangements for the
financing of flood defence activities through public bodies which will make the

fullest possible use of WSPLC expertise. Maximum use of competitive tendering for

works is envisaged to protect the public purse.

3.10 The detailed arrangements will be considered as part of the review of flood
protection and land drainage being undertaken in the light of responses to the

Green Paper (Cmnd 9449) issued in March 1985.

Franchising and Competition

3.11 The Government has considered, as an alternative to full-scale privatisation,
the possibility of requiring the water authorities to franchise out the whole of
their main operational functioms, for which potential franchisees would bid. This
system is widely practised in France, and has been advocated as a means of
introducing competition into a monopoly situation. It is difficult, however, to
see competition arising from this approach in an effective form. Competition on
this model would only arise when the franchise came up for renewal, and because of

the high cost of termination, such franchises would need to be granted for




substantial periods - say 25 years. In addition, there would be little incentive
to invest in new equipment and infrastructure, particularly during the later part
of the franchise period. Operating franchises, where the franchisee leases the
assets could be renewed more frequently - at up to 10 year intervals - but the
division of responsibility between owner and operator would be prejudicial to a

properly planned programme of maintenance, renewal and replacement.

3.12 The Government does not rule out and indeed favours franchising or
contracting out by the WSPLCs themselves. In some cases this may well produce
significant operational and financial benefits. However, the Government does not
propose to put WSPLCs under a duty to enter into such arrangements. The regulatory
system described in Section 4 provides continuing incentives for the industry's
managers to find the most efficient ways to achieve standards aud make profits.
They can be expected to franchise operations, where this is cheaper and more

effective than doing the job themselves.

Regulatory Responsibilities

3.13 In safeguarding water resources, the authorities impose costs and constraints
on other parties. At the same time, they are actual or potential dischargers and
abstractors themselves. The statutory basis of regulatory control will ensure that
WSPLCs deal with abstractions and discharges even—handedly and in the public
interest, and the existing rights of appeal to the Secretary of State on

individual cases will be reinforced.

Environmental Services

3.14 The water authorities' responsibilities for fisheries, pollution control and
monitoring, navigation, recreation and amenity services cannot be discharged on a
straightforward commercial basis. All these services receive some support from the
present Envirommental Services Charge. Expenditure amounts to no more than 2.5Z of
any authority's income. The future financing of these services is described in

paragraph 4.22 below.

3.15 To summarise, the Government proposes to make only those minimum changes to
the structure of the industry which are necessary to secure the privatisation of
the water authorities as public limited companies, or to enable the present

statutory water companies to come within a similar corporate and regulatory




framework. The safeguards described in Sections 4 and 5 avoid the need for a

fundamental restructuring of the industry, and enable the existing advantages of

integrated, regional management to be retained.
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SECTION 4: REGULATION AND CUSTOMER PROTECTION

The Need for Regulation

4.1 The water authorities are for the most part natural monopolies. The work
required to create their infrastructure makes it more efficicient for the services
to be provided by one company than by several. The services they provide are’
essential to public health, as well as to the protection of the environment.
Therefore, safeguards are obviously necessary to prevent the WSPLCs from
overcharging or providing a low standard of service, while not inhibiting their

enterprise.

4,2 Although similar in its local distribution networks, the water industry
differs both from telecommunications, where there is more scope for competition
which the Government is encouraging, and from gas, which has to compete with
alternative sources of fuel. New technology is unlikely to increase the scope for
competition in water, as it has done for telecommunications, and regulation of

prices will remain a permanent feature of the industry.

4.3 The water industry does not, however, consist of a single authority, but

ten. This offers scope for competition, even though each authority is responsible
for the provision of main services within its area. Authorities will be competing
in the capital market for funds, and there are increasing opportunities for
competition in services such as overseas consultancy and recreation. The

Government would expect that WSPLCs would expand such entrepreneurial activities

considerably. The regulatory system will enable comparison of performance to be

made between WSPLCs, and this will both act as an impetus to improvement and
- by providing a yardstick for investors to make judgements - facilitate

competition between WSPLCs on the capital market.

4.4 As with telecommunications and gas, the Government intends that the main
water services should be regulated by a Director General of Water Services,
through licences granted to the WSPLCs. The terms of these licences will limit
what customers can be charged and set requirements about standards of service. The
Director General's principal duty will be to safeguard the interests of the

customers and ensure at the same time that the companies have every incentive to
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perform well in the interests of their shareholders. He will also be responsible
for setting up and maintaining the consumer consultative arrangements described in
paragraph 4.24. The costs of the Director General and his staff will be met by
fees changed for the granting of licences. In considering the elements of the
regulatory system the Government has been assisted by a report, "Economic
Regulation of Privatised Water Authorities”, commissioned from Professor

Littlechild of Birmingham University, which is being published separately.

4.5 The licence will formally designate the WSPLCs as bodies licensed to provide
water supply and sewerage services, to conserve rivers and othei water resources,
to do so for profit, but with attendant obligations. The licences will not
replace existing statutory duties, but they will amplify those duties where

necessarye.

4.6 The purpose of the licensing system is that once the charging limit and the
performance standards have been set in the licence, the principal incentive for
the owners and the managers should be the opportunity to make profits. By making
a profit, the management of the company will satisfy its shareholders, and by
meeting the prescribed standards of performance it will satisfy its customers.
Managers will then be driven by the normal commercial motivation of the private
sector. Apart from the disciplinary measures provided for in the licence, and
applied by the Director General, they will be subject to the disciplines of the

capital market, including the possibility of management change.

4.7 CGiven the long life of assets created by WSPLCs, the licence itself would

need to run for a considerable period of time (the licence for British Telecom and
that proposed for British Gas are both for 25 years). The price formula would,
however, be subject to periodic review within that period (5 years in the case of
British Telecom and British Gas). Target standards of service would need to be
agreed over a rather longer period than prices, but interim stages could be set to
coincide with price reviews. There would be provision for the Director General to
make interim changes under special circumstances with the agreement of the
licensee. In the absence of agreement, proposals for change would be referred to
the Monopolies and Mergers Commission. The relationship between the Director
General and the Monopolies and Mergers Commission and the Director General of Fair
Trading will need to be clearly defined, and the existing powers under the

competition legislation in relation to water authorities reviewed.




CONFIDENTIAL

4.8 The terms of the licence would be enforceable in the courts. In extreme
circumstances the licence could be revoked, and the company taken over - for
example by another WSPLC. It will also be necessary to ensure that there are
adequate contingency schemes for responding to emergencies and for civil defence
provision. WSPLCs, like other private technology-based organisations, will

need a sound research and development capability. The licence would require
WSPLCs to carry out or obtain adequate research and development for their

responsibilities.

Limiting of Charges to Customers

4.9 Charges to customers can be limited in two main ways. The method with which
the water industry is most familiar is that applied to the statutory water
companies, where the principal control is a limit to the rate of dividend that
may be paid to their shareholders. However, profit controls of this kind provide
no incentive to efficiency, since increases in expenditure are allowed to feed

through directly into prices.

4.10 Price controls are more attractive. They provide an incentive to efficiency
and are therefore to be preferred. A precedent has been established with the
privatisation of British Telecom and the proposed privatisation of British Gas.

It is for further consideration what formula should be applied to the water
industry. Price controls would need to cover the main services of WSPLCs, in
which they have a monopoly. It is for consideration whether a single price
formula should be applied to these services (water supply, sewerage, and sewage
disposal), or whether separate formulae should be applied to each. The more the
application of the price control formula is differentiated, the more protection is
provided to individual groups of customers. On the other hand, a single formula

has the advantage of simplicity.

4.11 The controls will not need to be applied to services where direct competition
is possible. The Government would like to see WSPLCs expand their entrepreneurial
activities, such as the provision of consultancy services, particularly overseas.
Authorities are already beginning to enter the market for customer services, such
as meter installation and pipe repairs. WSPLCs could also compete to provide

other WSPLCs with services, such as laboratory analysis or sewage treatment, if

these were franchised out. In some instances, WSPLCs might compete directly for

customers situated on the borders of their areas.
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4.12 It would not be right to allow competitive kinds of business to be sustained
by hidden subsidy from the customers of the main services. So it will be
necessary to ensure that such businesses are run at arm's length from the main
services. The Director Ceneral, the competitors and the public will be better
able to satisfy themselves that there is no unfair subsidisation, if unregulated,

non-monopoly business is carried out by a subsidiary company.

Service Standards

4.13 The second area for regulation is service standards. Water authorities
already have a number of duties imposed on them by law but these are of a general
character. It is intended that statutory standards, relating to public health and
environmental protection should continue to be set by the Government. For
drinking water, standards are laid down in the European Community Directive on the
Quality of Water Intended for Human Consumption (80/778/EEC). Implementation of
its standards has rested on administrative interpretation of the water
authorities' duty to supply "a wholesome water” (as set out in DOE Circular

25/84). The legal basis of these standards will be clarified as part of the

privatisation legislation; but that will not alter the standards themselves or the

departures from them which the Government has already approved; in future, as now,
departures will be allowed only in exceptional circumstances with specific

Government authorisation.

4.14 The standards of effluent discharge from sewage treatment works are already
matters for Government decision in the light of river quality objectives, which
the authorities agree with Government. Section 5 sets out the Government's
proposals for putting the river quality objectives on a statutory basis; again
this change would be a change of legal form, to clarify the framework within which

effluent discharge standards are set.

4.15 In addition to their statutory duties, the water authorities already publish
details of their performance against a set of twenty-five "levels-of-service
indicators” covering such matters as response time for new connection, reliability
of water supplies and the incidence of sewer failures. They provide a basis for
setting targets for key aspects of service quality, and for monitoring progress.
Progress has been made against almost every indicator in each area. It could be a

requirement of the licences that WSPLCs should continue to publish their




CONFIDENTIAL

performance against such indicators. For some indicators, specific targets
be set by the Director General on a common basis for all WSPLCs. In some
instances, these targets would be the basis for the improvement of services

period of years.
4.16 The remaining levels of service indicators could be subject to targets
and monitored by the WSPLCs themselves, in consultation with their consumer

consultative committees (see paragraph 4.24).

Form of Regulation

4.17 In applying price controls and target standards, there is a choice between:

i. tailoring standards and price controls individually to each

WSPLC, taking account of its geography and investment needs; and

1i. setting uniform standards and price controls throughout the industry.

The first allows for greater flexibility, but would involve the Director

in complex and repeated negotiation with each WSPLC, making it difficult

the success or failure of an individual company, and leading to the risk

Director General would usurp some of the management's functions. It would also be
difficult to demonstrate even—handedness between the regulated companies. The
gecond method has the advantage of simplicity once it is in operation. The
variations in their situation would be reflected in their capital structures and
the prices they command on the market. By encouraging direct comparisons between
authorities by investors, it would also promote efficiency by means of
competition. The threat of takeover would become a spur to poor performers as
would sanctions available to the Director General himself. If the price formula
were set to reflect changes in the average performance of the industry as a whole,
it would provide two further advantages: it would pass on to the customer the
benefit of the average cost reduction, and would give WSPLCs an incentive to be

more effective than the average, and so to be more profitable.
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Charges

4.18 While the rate of increase in the average level of water charges would be
governed by price control, the general principle now expressed in Section 30 of
the Water Act 1973 that charges for water services should be cost-related and

non-discriminatory between classes of customers would still be applicable.

4.19 Most domestic customers still choose to be charged for water services on the
basis of rateable value. In the Green Paper 'Paying for Local Government' the
Government has proposed that the present system of domestic rates should be phased
out within ten years, starting in 1990, in favour of a community charge levied as
a flat rate on all resident adults. This suggests that it would in any case be
necessary to discontinue the use of domestic rateable value as the basis for water

charges, at least as regards new or substantially modified properties.

4.20 There are obvious attractions in principle in charging for water services on
the basis of consumption, particularly where private-sector companies are selling
to customers. At present, all industrial and many commercial customers are already
metered for consumption, but few domestic consumers have so far seen sufficient

advantage in this method of charging to be prepared to incur the cost of having a

meter installed. The recently published report of the Watts Committee, however,

suggests that in some circumstances compulsory domestic metering of whole areas,
installation costs being met in the first instance by the WSPLC, could be
worthwhile. This would secure economies of scale in the purchase, installation and
administration of meters. By reducing demand, it would tend to reduce, or defer,
the need for new investment in supply capacity. This Committee recommends
legislation to make more extensive trials possible. The Government will make
provision accordingly in its privatisation Bill. It would clearly be premature to
require from the outset universal reliance on metering for domestic charges, but
this is an option which could be considered by the Director General in due course

if the results of the trials were to justify it.

4.21 Another aspect of water charging policy over which the Government considers
it will be important to retain some general powers is the supply of water in bulk
between undertakings. The right of appeal will remain when undertakers are unable
to agree terms for such transfers, but this will be to the Director General,
rather than the Secretary of State. In determining appeals, he will apply the

same general principles as apply to other aspects of charging policy - that
charges should be cost-related and should not be discriminatory.
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4.22 As a general principle, WSPLCs should aim for the maximum possible cost
recovery for those services which currently receive a contribution from the
Environmental Services Charge (ie fisheries, pollution control and monitoring,
navigation, recreation and amenity services. Some areas of enterprise could well
be undertaken on a profit-making basis. However, some desirable activities may
have to continue to be run at a loss. WSPLCs will be able to meet the net cost of
these services from main service charges. The size of the contribution, which is
at present no higher than 2.5% in any part of the country, would be determined by
the Director General, after consultation with the appropriate advisory
committees. There is no question of repealing duties, whether general or
specific, currently placed upon water authorities in this area of activity. The
duties and obligations of the WSPLCs will have to be taken into account by the

Director General in assessing the reasonableness of the subsidy proposed.

Customers

4.23 Arrangements will also be made for more direct account to be taken of
customers' interests. The Water Act 1983 provided for the creation, for the first
time in the industry, of formal arrangements to represent customers' interests.

Each regional authority's divisional consumer consultative and regional recreation

and conservation committees provide a forum in which customers' representatives

discuss with the appropriate authority its policies and actions and their effect
on customers. The Government considers that these arrangements (and their Welsh

equivalents) have worked well and it intends to retain their essential features.

4.24 It believes, however, that they should be strengthened in various ways so
that consumer bodies can assume an additional responsibility after privatisation.
It therefore proposes that in future coansumer consultation, which is organised
divisionally at present, should be simplified and based on regional consultative
committees. The regional committees will be independent of the water authority
they monitor and will report to the Director General. They will be financed from
the licence fee charged to WSPLCs. In addition to their existing duties, the
Government wants them to investigate specific complaints, including complaints of
maladministration, on behalf of consumers, in cases where they have not received a
satisfactory response from the WSPLC themselves. They will have an ultimate right
of complaint to the Director General. Accordingly the Government intends to

remove water authorities from the jurisdiction of the Commission for Local
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Administration (the local Ombudsman). The Directors General's office will,

however, be subject to investigation by the Parliamentary Commissioner for

Administration (the Parliamentary Ombudsman).

4.25 Privatisation itself will encourage the WSPLCs to compete effectively in
fields where they can do so. Where this is not practical, the Government's aim is
to introduce a system of regulation which will stimulate a competitive approach.
Profit is a more effective incentive than Government controls. - 1t is-right,
therefore, that successful WSPLCs should be able to retain the rewards of their
effort. Success must, however, be achieved by genuine gains in efficiency, and
not by cutting services. By setting targets in terms of standards of service, the
Director General will be able to ensure that services are not only maintained, but
improved, and customers benefit. Customers will also benefit from the system of
price-control, which keeps price increases within limits which are pre—determined
in relation to the trend of retail prices. These are the cornerstones on which

the Government will establish the regulatory system.
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SECTION 5: SAFEGUARDING THE ENVIRONMENT

5.1 The Government has placed great emphasis on the conservation and improvement
of the water environment, and on promotion of the recreational opportunities it
provides. Last year, in particular, it implemented Part II of the Control of
Pollution Act 1974. This section describes how the Government will ensure that
sound environmental policies continue after privatisation and the part which

WSPLCs will play in them.

Environmental Water Quality

5.2 Rivers provide both a source of water supply and a means of disposing of
sewage and other liquid wastes. So the conservation of rivers lies at the heart
of the water authorities' activities. As explained in Section 3, the Government
has decided that the privatised water authorities should retain executive
responsibility for the protection of rivers and other natural waters from

pollution.

5.3 The responsibilities for water pollution control and monitoring are
important, but they do not consume enormous resources. For instance, the Thames

Water Authority, which has been notably successful in cleaning up the Thames,

directly employs about 75 people on pollution control and monitoring (out of a

total staff of 9,000) and spends about £3.3 million (including full corporate
overheads) on these purposes each year, as compared with a total turnover of some

£500 million.

5.4 The steady improvement in water quality in recent decades has been achieved
largely through the introduction of a series of enactments designed to improve
pollution controls. Their central feature is the licensing by water authorities
of all discharges of trade effluent and sewage effluent. In carrying out these
responsibilities, water authorities have developed, in consultation with local
interests, a system of river quality objectives to define the quality of water
necessary for the uses to which the river is to be put, and to show what
discharges can be safely permitted. The authorities' inspectors monitor
individual effluent discharges against the limits that have been set, and they
also monitor the river water quality. The inspectors play a critical role in the

prohibition of dumping and spillages of polluting matter.
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5.5 The authorities' regulatory functions will be retained by WSPLCs. The recent
implementation of Part II of the Control of Pollution Act 1974 has put the
regulatory system on a firmer footing. The system will work as follows.
Applications by third parties will normally be decided by WSPLCs. Their own
applications for discharge consents will, as now, be decided by the Secretary of

State. As now, there will be a system of appeal by third parties to the Secretary

of State and, as now, applications may.be called in by the Secretary of State, who

may hold a public inquiry. The WSPLCs will inherit their predecessors' expertise
in dealing with such matters, and their need to abstract water for their own

supply will provide a continuing incentive to them to maintain the quality of

rivers and groundwater.

5.6 Certain changes will be necessary to underpin the exercise of these functions
by private bodies. A clearer strategic framework of national policy for the water
environment will be needed (paragraphs 5.7-5.9), along with public involvement
(paragraphs 5.16-5.18) and a satisfactory system of finance and management for

environmental purposes (paragraphs 5.19-5.21).

5.7 The following measures will be introduced to provide a clearer strategic

framework for the protection of the water environment:

i. quality objectives,developed in recent years for rivers and estuaries,
will become part of a formal statutory system and will require approval by
the Secretary of State. They will reflect national policies for the water
environment. The Director General's licence will provide targets and
performance measures for the achievement of quality objectives. The aim will
be for the Secretary of State to approve these long-term river quality
objectives before prospectuses are issued for the sale of of the WSPLCs. This
will enable guidance to be given to investors about the cost implications of
river improvements, and those who use or enjoy the resources of our rivers

will be able to foresee with confidence the standards to which they are to be

maintained or improved;

ii. the Control of Pollution Act allows water authorities to require other
parties to take precautions and to regulate their activities in order to
avoid water pollution. These powers will provide a protective regime for the

water resources on which WSPLCs will depend and for those areas of the water
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environment of particular importance to nature conservation. These provisions
will supersede authorities' present byelaw making powers and provide a more
effective means of tackling sources of pollution not susceptible to

regulation through discharge consents.

5.8 At present the Secretary of State has the duty under the Water Act 1973 to
give effect to a national policy for the restoration and maintenance of

wholesome of rivers and for related environmental purposes. The Act gives the
Secretary of State the power to give water authorities general directions. In
practice, it has never been necessary for the Secretary of State to give such a
direction, because water authorities have readily responded to advice and guidance

given less formally.

5.9 These public sector arrangements will need revision before the water
authorities are transferred to private ownership. Ministers will remain
responsible for environmental policy, but a private company will expect any policy
instructions or guidelines from the Government to be conveyed'explicitly. A wide
power of general direction is clearly inappropriate. It will however be necessary
for the Secretary of State to have a power, subject to Parliamentary procedure, to
require WSPLCs, in their capacity as pollution control authorities, to give effect
to European Community and national environmental policies. The legislation will be
drafted accordingly, and will include the provisions described in paragraphs 5.20
and 5.21 below to enable WSPLCs to recover the costs arising from their

environmental functions and responsibilities.

Environmental Services

5.10 These arrangements will enable the Government's long-standing commitment to
maintain and improve water quality to be carried forward effectively after

privatisation. They will also provide a sound basis for meeting objectives for

the environmental services which are dependent upon it.

= Wildlife and Conservation

5.11 The Water Act 1973, the Control of Pollution Act 1974, and the Wildlife and
Countryside Act 1981, require water authorities to have regard to the conservation

of the natural environment and to exercise their other functions so as to further
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conservation. Authorities have promoted more effective consultation on
conservation issues and developed greater sensitivity in the design and execution
of capital projects. A number have produced their own conservation guidelines,
published specific objectives and standards of service, or carried out detailed

surveys of wildlife in specific areas.

5.12 The Government intends that the various activities undertaken by water

authorities to support nature conservation and protect amenity should be
continued. The privatisation of the water industry will provide an opportunity to
consolidate their achievements and carry them forward within a new statutory and
administrative framework. The measures described in paragraph 5.7(ii) will
provide a basis, when necessary, for special protective regimes for

particular areas.

- Fisheries

5.13 Water authorities have a statutory duty to maintain, develop and regulate
fisheries for salmon, trout, eels and freshwater fish. They are required to
consult affected interests through statutory fisheries advisory committees. These
duties are important to large numbers of anglers, to riparian owners and, in
coastal areas, to commercial netsmen. They also have a bearing on river water
quality, since the health of fish provides a sensitive indicator. It is the
Government's intention that the WSPLCs should retain the full range of fisheries
responsibilities. The Minister of Agriculture, Fisheries and Food and the
Secretary of State for Wales will continue to exercise the general
responsibilities placed on them under the Water Act 1973 and their specific
responsibilities for making and approving regulatory measures under the Salmon and

Freshwater Fisheries Act 1975.

= Navigation

5.14 In common with certain other private and public bodies, three water
authorities at present exercise extensive navigation responsibilities set out in
local acts in relation to a public right of navigation. The Government accept

that these responsibilities can pass to their successor bodies either through
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the amendment of existing statutes or by establishing agency arrangements. The
terms of their operating licences will leave them free to develop facilities and

levy charges in accordance with the principles of the navigation statutes.

= Recreation

5.15 Water authorities already provide wide opportunities for enjoyment of the
water environment. They have a statutory duty to make the waters they control,
and any associated land, available for recreation, as far as reasonably
practicable. As a result there has been a dramatic increase in recent years in
opportunities for active water—based recreation. These opportunities must be
preserved. Conditions within the operating licence will provide for the
maintenance of the existing range and level of facilities, including those for
private clubs. There will remain many opportunities to expand and develop the
recreational potential of the water environment. The Government considers that
WSPLCs will be best placed to undertake this in a vigorous and innovative manner
and with sensitivity to customer preference. The arrangements for privatisation

will ensure that they are free to do this.

Public Information and Consultation

5.16 The Government recently implemented the public register provisions of the
Control of Pollution Act, which ensure public access to information on discharge
consents and samples of discharges. These provisions are a model for public
information on environmental matters and enjoy wide support among environmental
and industrial interests. There is no reason to depart from the principles and
practices already established. In the light of the arrangements proposed for
privatisation the Government will comsider how to extend the provisions for
registers to include information on the receiving waters, their quality objectives

and incidents.

5.17 The Government proposes to consolidate and streamline existing requirements
for the submission of information for national and European Community purposes,

so far as possible on an annual basis. In conjunction with the River Quality

Survey, which is undertaken every five years, this information will provide a full

account of changes in environmental water quality and a basis for reviewing the

effectiveness of environmental protection measures.
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5.18 Arrangements for consultation on environmental matters will be maintained,
and it will be the responsibility of the Director General to ensure that a
reasonable balance is struck between the provision of recreation and conservation

facilities and the costs to shareholders and customers.

Management and Finance

5.19 Government approval of local water quality objectives (paragraph 5.7(i)),
provisions for the protection of water resources (paragraph 5.7(i1)), and the
specific Ministerial power of direction in matters of pollutio: control (paragraph
5.9) will ensure a consistent framework for environmental policy. The development
of public information (paragraphs 5.16-5.18) will provide a stimulus to action.
WSPLCs themselves will have every reason on the grounds of efficiency to improve
their expertise, and they will be free, as private companies, to use and sell

their skills at home and overseas.

5.20 Investors in the new companies will be concerned about the financial
implications of their environmental duties. The expenditure is not large but the
Government considers that, consistently with the polluter pays principle, WSPLCs

should be able to recover the necessary costs of carrying out their

responsibilities for environmental control and monitoring. Industrial and other

dischargers should be given a direct incentive to help maintain and improve water
quality. The Government will therefore work out in consultation with the water
industry and other interests how the costs of monitoring and controlling effluent
discharges can be assigned to those who make them, and the costs of averting or
remedying pollution incidents can be assigned to those whose actions make that

necessary.

5.21 There must also be a sound general basis for financing those amenity and
recreational services which are socially important but for which the full costs
cannot be directly recovered. To the extent necessary, the terms of their

licences will permit WSPLCs to reflect such costs in their general charges.
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SECTION 6: NEXT STEPS

6.1 The Government intends to introduce legislation at the earliest

opportunity to

- restructure the ten water authorities in England and Wales as Water Service

Public Limited Companies;

establish a system of regulating them;

modernise water and sewerage law;
permit domestic water metering trials on a compulsory basis;

- improve the legislative framework for the control of drinking water and

river water quality.

6.2 As soon as the necessary legislation is in place, the Government will
formally appoint a Director General of Water Services and convert all the
authorities into WSPLCs. Initially, they will be wholly-owned by the Secretary of
State, who will proceed to float them individually, as rapidly as market

conditions and the circumstances of the individual companies allow.

6.3 Preparatory work for the flotation of the WSPLCs will be carried out in
parallel with the drafting and passage of legislation. The Government will be
discussing with each authority the appropriate restructuring of its balance
sheet. It will also be considering the effect of its present policies for rates
of return, borrowing and investment to see whether changes are necessary, either
in relation to particular authorities or more generally. It is recognised that a
WSPLC will not necessarily and appropriately have the same board members as the
present water authorities, and the Secretary of State will select new members with
an eye to the future as appointments expire. He will no longer consider himself
committed to appoint members nominated by local authorities or who possess local
government experience. He also intends that the legislation should provide for

the possibility of other changes in membership and chairmanship before flotation.
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6.4 As noted in paragraph 3.10, the Government is reviewing the responses it has
received to the Green Paper, 'Financing and Administration of Land Drainage, Flood
Prevention, and Coast Protection in England and Wales' (Cmnd 9449), which was
issued in March 1985. The review is being carried out in the light of the

Government's commitment to privatisation, and a further announcement will be made

following its completion.

6.5 Consultation papers will be issued shortly on the Government's proposals for

modernising water and sewerage law, and on the arrangements for enviromnmental

protection.

6.6 The Govermnment will be holding discussions with the Water Companies
Association on the proposals in paragraph 3.5 and will be consulting other

interested parties on a number of detailed issues.




FURTHER INFORMATION
Further information can be obtained from the following publications:

1. Annual Reports and Accounts are published by each water authority and are on

sale from their headquarters.(Prices range from £2.00 to £5.005

2. Corporate Plans are published by each water authority.(?rices range from no

charge to £10.00).
3. Water Facts (Water Authorities' Association, £3.50).
4. River Quality Survey (HMSO, £5.45).

5. The Water Industry: United Kingdom Service and Costs 1984 (CIPFA, 3 Robert
Street, London WC2N 6BM, £6.50).

6. Who's Who in the Water Industry (Water Authorities'’ Association, 1 Queen
Anne's Gate, London SW1H 9BT, £13.00).

7. Water Industry Review 1982 (National Water Council, £6.00.)

8. Sewerage Rehabilitation Manual 1983 (Water Research Centre, PO Box 85,
Frankland Road, 8agsewe , Swindon, Wilts, SN5 8YR).

9. The principal Acts relating to water authority affairs are: the Public Health
Act 1936, the Water Act 1945, the Water Resources Act 1963, the Water Act 1973,
the Control of Pollution Act 1974, the Salmon and Freshwater Fisheries Act 1975,
the Water Charges Act 1976, the Drought Act 1976, the Land Drainage Act 1976, the
Water Act 1983.

10. Joint Study of Water Metering: Report of the Steering Group 1985 (HMSO £5.85).

11. Economic Regulations of Privatised Water Authorities, a report submitted to
the Departmentf of the Environment by Professor S C Littlechild.
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MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE, LONDON SWIA 2HH

From the Minister

Naen

The Rt Hon Kenneth Baker MP

Secretary of State for the Environment

2 Marsham Street

London SW1 January 1986

Do e 3 L

WHITE PAPER: PRIVATISATION OF THE WATER AUTHORITIES IN ENGLAND
AND WALES o — 4 V4 /
J— f vy 71 —J
hank’ yousfeor' your. letteriof 2§/B§huary in which you suggest a
change in the arrangements th we had agreed in E(A) for flood
defence and land drainage. You also refer to this in your
minute to the Prime Minister of the same date.

As you say in your letter, the issue that you raise is of
importance especially to the agricultural industry. In E(A)

last November you told the Committee that it would be important

to retain the flood defence and large drainage functions within
the public sector through reconstituted Regional Land Drainage
Committees. E(A) supported these arrangements, and I would be
strongly opposed to altering them. Although you advance

arguments for doing so, it is clear that the arrangements you

have in mind would cause us severe difficulties - and particularly
me as Minister of Agriculture.

Moreover this is a matter which we must resolve before we publish
the White Paper. We shall at once be asked what we mean, and we
cannot possibly say that we have not decided. I am afraid therefore
that I cannot agree to the change you propose.

I am copying this letter to members of the Cabinet, John Wakehanm,
John Moore, Bertie Denham, and to Sir Robert Armstrong.

L
Cl

f,oVMICHAEL JOPLING
(approved by the Minister

and signed in his absence)







DEPARTMENT OF TRANSPORT
ZIMARSHAM STREET LONDON SW1P 3EB

The Rt Hon Kenneth Baker MP

Secretary of State for the Environment

2 Marsham Street

LONDON SW1 A2 January 1986

~ G0

S A

WATER PRIVATISATION

I have read your White Paper with great
interest. Both the British Airports Authority
and water authorities are continuing monopolies
and we therefore have similar, but very
far from identical problems, in applying
"RPI-X" formulae. I shall shortly be commis-
sioning consultants to advise me, and I
think it will be wuseful if our officials
keep in contact in order to see that we
benefit from each other's work.

I am copying this letter to all Cabinet

coleagues, to John Wakeham, Bertie Denham
and to Sir Robert Armstrong and Brian Griffiths.

S

NICHOLAS RIDLEY
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Department of the Environment
2 Marsham Street London SW1P 3EB

Telephone 01-212 7601 N
NS
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Thank you for your letter of ;H' January about the
White Paper on water privatisation.

I think we have been able to meet all your points adequately.
We will be circulating a revised text in the next day or
tywoy ccandrvou will - find . that . egplicit. reference to  RPI-%L
is no longer a feature, although we do refer - as I think
we must - to the fact that there are precedents for price
control- formulas in the Telecoms and Gas cases. I agree
that a good deal more work needs to be done in working up
a model appropriate to the water industry.

On committees, the draft now includes a sentence that our
overall aim will be to keep the structure of WSPLCs as simple
as possible. We no longer refer to separate recreation
and conservation committees and I accept that we will need
to look, interdepartmentally, at the arrangements for all
the functions you mention to ensure that simplicity is,
if possible, achieved.

Oon research and development, we think it is important (and
we will be under a gooé deal of pressure in the House of
Lords Select Committes on Science and Technology and elsewhere
if we do not say this) that the WSPLCs should be able to
carry out themselves, or to have carried out, adequate research
and -development to fulfil their responsibilities. We have
dropped the reference to environmental and long-term issues,
though there will be cases, undoubtedly, where work on such
matters will be necessary.

So far as directions are concerned, we will certainly need
a mechanism for ensuring that EEC directives and pressing
pollution control requirements arising in a national context,
can be brought into effect. The Secretary of State will
retain his environmental protection duties, including those
laid on him by section 1 of the Water Act 1273, and he must
have a means of discharging those duties in such a crucial
area as water pollution. Nevertheless, I accept your point
about the possible alarm which the exercise of direction
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powers by future Ministers might cause in the mind of potential
investors. The revised draft is therefore couched in terms
of powers subject to Parliamentary procedure and I hope
that this will give the arrangements the protection you
feel is necessary.

Officials have discussed your more detailed points and I
believe that the Treasury is satisfied with the way we have
handled them.

I am sending a copy of this letter to those who received
yours.

A |
o

JOHN PATTEN

__,”’”/

John Moore Esq MP
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WATER PRIVATISATION - WHITE PAPER

Thank you for your 1letter of \}6 January to Kenneth Baker
about Water Privatisation.

I recognise that we will have to have our arguments ready
to explain the differences between our consumer arrangements
and those which apply in the Telecommunications and Gas
cases. The main reason why each Water Services Public Limited
Company. is to have its own Consumer Council 1is that each
will be independent of the others and operating in a different
part “orf - the <¢oantry. The degree to which there will be
common 1issues, requiring a common consumer approach, will
be limited.

The role of the Director General of Water Services will
also be different in significant respects from those for
Telecom and Gas cases. In particular, he will be concerned
(and indeed responsible, through the 1licensing mechanism)
with issues of service provision and standards of service
which will be a crucial part of our regulatory mechanism.
This will bring him into close contact with a wider range
of issues of ccncern to consumers, and we consider it appropriate
for the Director General to make appointments to the Consumer
Councils. They will be his regional watchdogs.

I appreciate what you say about creating a new series of
quangos. That was one of the considerations in our minds
when we set up Consumer arrangements for water authorities
under the Water Act 1973 on the basis that each water authority
would appoint 1its own on a Ministerially approved moccels.
But has it been established that bodies appointed by a Director
General are in fact quangos? In any event, we cannot leave
responsibility for appointing Consumer committees in the
hands of the bodies themselves once they have been privatised.
It was difficult to gain acceptance for the present consumer
committees given their system of appointment; under a privatised
regime it would be impossible.
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Of the other changes you propose, I think we can agree to
the propcsed merger of consumer and recreation/conservation
committees. The latter were not in our original proposals
when the Water Act 1983 was in Parliament but there was
strong pressure from the environmental recreation lobbies
for their establishment. To abandon separate committees
now would be difficult. Nevertheless I am prepared to adopt
your proposal in the interests of efficiency. We have adopted
your amendment to the text, which 1is not specific on this
point, but our intention is as I have stated it.

I believe we can present our proposals as a significant
reduction in bodies and bureaucracy. At present there are
59 committees 1in all. Under the new proposals there would
be :13. Even if the 59 do not count against the quango total
I am sure we can put forward these figures with advantage.

Copies of this letter go to recipients of yours.

e Sy
u) g % .
- /

/ /

[ D o O

/L_\ S -
W A L L it
e » P

P et

-

JOHN PATTEN

The Rt Hon Richard Luce MP
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WATER PRIVATISATION - WHITE PAPER
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Thank you for your letter of 6'ﬁghuary.

I am grateful for your comments on the draft. I agree with you that we
can put more forcefully the argument that privatisation is the best
way to improve eificiency and service standards in the water industry,
and that we can make a better sales pitch for our very positive policy
of legislating tc allow full-scale trials of compulsory water metering
to go ahead. I hope you will find the final text an improvement 1in
both respects.

I fear however, that I cannot gc all the way with your comments on
price controls. It is crucial that we should allow the sharehoider to
benefit from any improvement in efficiency, and it is hard to see what
incentive the privatised authorities would have to cut the costs of
their services if we were to reward their efforts only by putting a
tighter clamp on the prices they could charge in future. There will be
further opportunities to consider the detail of the regulatory regime,
and a number of important issues will need to be resolved. For the
moment, I would prefer to stick to the very generalised description of
our intentions given in the present text.

Copies of this letter goes to the receipients of yours.

KENNETH BAKER

The Rt Hon Norman Tebbit MP
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Thank you for your letter of l3”3anuary about water privatisation.

Detailed arrangements for customer protection, and the
inter-relationship of the various bodies you refer to, will certainly
need to be the subject of further discussion between officials. A
national water consumer consultative ccmmittee is not envisaged as
such in the White Paper and I can foresee difficulties (eg Richard
Luce has commented on the dangers of guango<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>