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Every year the Environment Agency
(EA) publishes its assessment of how
water companies are performing.
The ‘Environmental Performance
Assessment” (EPA) is a 1-4 star rating
based on a range of key regula-
fory metrics, such as the number

of severe pollution incidents. It has
evolved since it was first created in
2011 - drawing on a previous Ofwat
regime (see box - Before the EPA).
The EA has said it will shortly be
consulting on further changes.

S0 now is a perfect opportu-
nity fo step back and ask what a
system looking at environmental
performance should look like. This
may help organisations respond
fo the EA’s consulfation exercise. A
major point is that environmental
regulation and metrics are meant
fo lead fo healthy, resilient, biodl-
verse outcomes. Any assessment is
only a means to an end!

Key points

I The Environment Agency is review-
ing the EPA during something of a
crisis in parts of the water industry
and public distrust in both water
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THE EPA: TIME FOR A RETHINK

Ahead of the Environment Agency’s
consultation, Martin Hurst makes

the case for a fundamental reset on
how water company performance
for the environment is assessed.

companies and regulators. This is
compounded by systematic failures
fo improve the water envionment
by multiple stakeholders. The EA
almost seems fo be using the EPA

fo improve its reputation as a water
regulator rather than fo restore
wider frust or improve the environ-
ment, This frust is important not just
fo the sector, but also because
without frust it will be harder to work
with customers - fo use less water
and wet wipes for example - and
with other partners and investors.

I The public does want some at
least of the existing information
fo be published. Companies’
performance in terms of the
regulafory requirements has not
been good enough.

I But the EPA s an asset focussed
assessment of performance against
numeric regulatory compliance
metrics. There is liftle about what
acompany is doing fo improve (or
worsen) the water or the wider envi-
ronment, let alone the contribution
of other polluters such as farmers, It
is a partial picture and at worst it is
positively misleading.

‘ While there are elements of the
EPA which remain important,
we need to take a fundamental
step back: to think about what

the nation and the government

are trying to achieve in terms of
the environment, how we want
companies to behave, and the
regulatory culture we wish to adopt.

I Even on assets alone, there is
little assessment of wider impacts:
building new sewage storm fanks
can reduce storm overflows

from sewerage but will increase
carbon emissions (concrete is very
carbon infensive). While altemna-
five approaches fo stop sform
water getting info the sewers in
the first place may be less certain,
they can also reduce local flood
risk and involve less carbon - but
these approaches are not covered
by the EPA.

KEY CONSIDERATIONS
FOR A FUTURE EPA

Q: What do the public and stakeholders want to
know?

The public and stakeholders are genuinely concerned about discharges
of untreated sewage - even the ‘nuance’ as fo whether these are legal
(permitted), or illegal is relatively unimportant fo many.

Those of us who care about the water environment have fo accept that
there is an ethical and emotional dimension here - it ‘feels” wrong fo allow
untreated sewage into rivers and onfo beaches, even if some discharges
have next fo no effect and the run-off from the chicken farm or industrial
estate next door is worse for the river.

Equally the water companies have a deficit of trust with the public.
Showing how far they are doing what they say has an imporfant place in
reporting and in rebuilding trust.

That said, it is important - particularly given the current media ‘feed-
ing frenzy” on sewer overflows - that Government, regulators and com-
panies look forward rather than simply being in reactive mode. There
is a duty on all of us to educate and fo address the basic problem of
the quality of water in rivers and on coasts and their safety for bathing.
Ultimately, we need to favour outcomes (better water quality, safer wa-
fers for the public), over process (number of discharges efc). The recent
report from the Office of Environmental Protection, criticising the EA
and Defra for the lack of improvement in water quality, is an important
reminder of what happens when mifigating short term public opinion
overrides forward looking action.

And the same people who care about sewer overflows also care about
impacts on public health and water quality - not fo mention carbon and
local flooding. This wet winfer has seen an increase in sewer overflows, but
it’s also seen some of the worst flooding in a decade. The EA rightly have a
fough inferal target on moving fo net zero: they need to lead this agenda
with companies as well. And the EA is not just a regulafor, it is also the na-
fional flood agency: water company options which also reduce flood risk is
something it ought fo care about.

Many companies, for all their faults, are working on peatland, commu-
nify and cafchment approaches which secure these and other benefitfs
along with improvements fo the water environment, which the EPA does not
consider at all.

Q Should the focus be on outcomes?

How far do EPA figures represent improvements in the water environment?
In short, not all that much - our work shows that some countries and sec-
fors get a better balance.

To fake a step back: the quality of water is determined by many things:
unpermitted and (much more prevalent) permitted sewer overflows,
agricultural pollution, run off from roads and industrial estates, the extent of
abstraction of water (for public water supply and for irrigation), the weather,
local geology etc. Equally it can be improved by, in some cases, reducing
sewer overflows, but also by better freating sewage, reducing abstraction,
creating filters such as reed beds, reducing pollution from agriculture and
run off from roads, reducing soil erosion, and improving the flow of rivers
(e.g. by replacing concrete banks with natural meanders).

Overflows from sewers themselves can be reduced not only by building
bigger and more storm tanks but also stopping the water from running into
the sewers in the first place (e.g. by sustainable drainage and fitting rain
gardens to take run off from flat roofs).

Not all of these are under the control of water companies. But many are
or can be. If it is more cost effective for a water company fo work with a
farmer to reduce pollution than to put more and more concrete info storm
fanks or even perhaps fo spend more money on their own assets to improve
compliance, then a proper environmental performance assessment needs
fo reflect and encourage this, rather than implicitly penalising it. Such less
expensive solutions benefit the bill payer foo!

Q How do we differentiate between *tfrend” and
‘noise’?

With apologies for lapsing into statistical jargon, on any farget what we
really need fo know is whether things are getting better. To do this requires
fwo things:

a) An ability to compare like-for-like across years - so what is recorded on,
say, pollution incidents mean the same thing over a number of years.
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b) An ability fo separate the impact of things such as weather which
vary across years (‘noise’) from the underlying pattern (‘trend’). The win-
fer of 2023 has seen a big increase in the number of recorded sewage
spills. But this is mainly due fo the amount of rain. Concenfration on one
year like this will however be taken by many people as a sign that the
companies have got worse.

The approach to the EPA does not help with either of these things.

Q How should water companies best be
incentivised?

As Governments have found out fo their cost over the past 30 years,
there are two main problems with fargets:

a) They concentrate on what can be measured rather than what ulfi-
mately matters,

b) They distort behaviour: fowards meeting the precise definition of
fargets, away from things which are not included in the targets, or which
fall outside the precise definition.

To give an example from the NHS, a focus on reducing the number of
people facing waits for triage in A&E of over four hours is in many ways
admirable. But it could mean that priority is given fo someone who has
been waiting three hours, over someone who has already been waiting
for over four hours. It could be achieved at the expense of putting the
same money into finding beds for people or on public health, which
stops people getting info A & E in the first place - but only over a five fo
fen year period,

So, while fargets are important, we must look at the behaviours they do
and do not promote. In water this means we need fo be aware that far-
gets on asset condiition and compliance, without complementary fargets
on improving the water environment, will inevifably lead to a ‘compliance
mentality” and to companies seeking to improve their EPA ratings rather
than to improve the water environment. Equally a focus on category 1
and 2 incidents may have led companies fo seek fo record incidents as
category 3 or 4 (or persuade the EA of this).

Q What should we be trying to achieve, and
how might regulators best pursue this?

Our assessment is that the EA, driven in part by the media focus on
sewer overflows - has become excessively compliance orienfated. This
may of course reflect a political steer.

We have argued elsewhere - for example in our "Fair For The Future” proj-
ect-that what is needed is a risk-based regulatory approach, such as used
by the Drinking Water Inspectorate (and indeed by the EA itself for industrial
pollution control), and an outcome-based approach - based on improving
the environment. One could argue at the margins that the category 1-4
rating for pollution incidents nods in the risk-based direction. But much else of
the EPA does not, and even the 1-4 rating does not really place an emphasis
on the long-ferm impact on the water body where the pollution occurs.

We would now go further. Before defining a new set of EPA metrics, we
need more debate on what government and the EA ought to achieve
- which we think should be a better water environment and only then
should we set new metrics.

Finally, regulation and targets must incentivise performance improve-
ments, even if they do not result in a formal improvement from, say, three
fo four stars. It is important that poor but improving companies are not
‘kicked while they are down'’,

20 June 2024

THE WATER REPORT

THE WATER REPORT

June 2024 21




INDUSTRY COMMENT | ENVIRONMENT

¢ INDUSTRY COMMENT continued

I Many people are only concemed
about risk from pollution because
of itsimpacts on public health and
the environment. The specific ob-
jection fo sewer overflows is partly
because people believe them fo
result in dlirty and unsafe rivers and
beaches. The EPA needs fo be
fundamentally rebalanced towards
fthese outcomes and also reflect
other ways of improving the quality
and safety of water bodies such as
‘nature-based’ solutions.

| There doesn’t seem fo be enough
thought about how concentration
on EPA figures will impact on com-
pany performance and culture.
The profile of the EPA means that
companies will inevitably tend fo
focus on specific assets to improve
their ratings, rather than prioritise
asset inferventions according fo
their impact or move fowards other
actions they could fake to improve
the water environment. This is in
part because the profile of the

EPA ratings impacts on reputation,
a reputation which is important

fo attract investors to finance the
£100bn asset investment proposed
over the next five years.

I This is compounded by the EA's
water industry national environ-
ment programme (WINEP). The
programme sets perhaps £20bn of

(both would have merits today).

es at company level,

This was supported by cross industry collaboration, through a com-
mon framework for capital maintenance, which in turn influenced the
evolution of asset metrics and of modelling and risk-based approach-

spend over the next five years and
seems to be focusing on concrete/
chemical solutions rather than na-
fure and community approaches:
the latter are less certain but would
unlock wider benefits, We doubt
that much spend on concrete and
chemicals can in fact be delivered,

I There is an important link fo ‘regula-

fory culfure’, A risk-based approach,
such as adopted by the Drinking
Water Inspectorate, and a focus

on outcomes would have major
benefits. This is in part true for Ofwat
as well as the EA: neither the current
EPA nor Ofwat’s proposed outcome
delivery incentives in this area seem
fo incentivise the right company
behaviours or offer much in the
way of risk-based thinking. We need
those two regulators to unife so that
decisions made by either need fo
be part of an agreed approach.

I Finally, there is a danger that
the inevitable concentration on
annual ratings will ignore more
important underlying trends in
performance. Data from 2023 will
show high levels of spills, because
of the wet winter. That won't tell us
if things are getting better or worse.
This is compounded by frequent
changes in definition so we can't
compare like with like: while raising
the bar is laudable, we also need

BEFORE THE EPA

The EPA as we now know it was first infroduced in 2011, with one
major revision since then. There have however been further ongoing
changes - for example to foughen some of the definitions.

Before 2011 the ground was covered in Ofwat’s annual assessment
of serviceability indicators - which had the merit, unlike the EPA, of
doing what it said on the fin! Ofwat collected and assessed data on
a basket of indicators, including a mix on environmental compliance
metrics very similar fo those collected in the EPA, along with asset-
related indicators such as mains bursts, designed to capture longer
ferm frends in underlying asset condition.

The annual assessments formed the basis of regulatory judgements
about the adequacy of companies’ long-term stewardship of their
assets. Ofwat commissioned independent reviews of its judgements
and company reporting was subject to independent reporter scrutiny

more objective and consistent as-
sessment of impact.

Fundamental rethink

In summary, there is a case for a
fundamental rethink. While there
are elements of the EPA which
remain importfant, we need to take
a fundamental step back: fo think
about what the nation and the
government are frying to achieve
in terms of the environment, how
we want companies fo behave,
and the regulafory culture we wish
fo adopt (see Key considerations
for a future EPA).

Given that a new EPA needs to
last for five years, we would suggest
that there is considerable merit
in giving a new government, of
whatever colour, fime fo formulate
its approach, to be able fo fake
precisely this five-year view.

Our view on what we might
add/take away from the EPA is
as follows. We do need reporting,
and probably against no more
than a dozen different measures
fo enable the public to clearly
see what is happening. Some of
these measures, such as number
of high consequence pollution

incidents, should probably remain
in the EPA.

We would split the EPA metrics
info three parts - perhaps four mea-
sures in each:

I Compliance with regulations/
good or otherwise operation of the
wastewater network, abstraction
from vulnerable rivers, per capita
consumption in a company’s areq.
I Impact/outcome metrics (e.g.
how much have the waterbodies
in a company’s patch improved
over time)

| Wider benefits or disbenefifs:
carbon footprint (including from
the supply chain - ‘scope 3°),
wider biodiversity improvement,
company impact on local flood-
ing. place-based approaches such
as working with communities.

We would also support includ-
ing water only companies in the
metrics - perhaps focusing on ab-
straction, leakage and per capita
consumption.

I By Martin Hurst, who was a senior
civil servant on water and envi-
ronmental issues for 20 years, and
is by background a professional
economist. He is now an associate
at Sustainability First.

Before defining a new set of

EPA metrics, we need more
debate on what government and
the EA ought to achieve — which
we think should be a better water
environment and only then
should we set new metrics.
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