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1 Introduction
Watertime is based on 29 case studies. These case studies are expected to provide information on the interaction between a range of PESTE factors, at various levels, and the parties and processes involved in decision-making, including the constraints on decisions and objectives of decision-makers, so that models can be developed of these interactions to guide future decision-makers.

Scotland, and Edinburgh with Scotland, has experienced a different pattern of events with a number of reforms introduced by Westminster (the UK Parliament) since 1975. Prior to that date, water supply and sewerage operations were provided by a high number of undertakings which has been reduced considerably through concentration and mergers, from a few hundreds to just 12 regional authorities. Those remained responsible to local government and privatisation on the model of England and Wales did not take place, mainly as a result of a massive campaign which saw the involvement of many sections of Scottish society. In 1996, in the context of devolution of power from Westminster to a newly founded Scottish Parliament with its own Executive, whose responsibilities included water), further restructuring led to the creation of three public water supply and sewerage authorities. Despite rejection of English-style outright privatisation, a different form of private sector involvement has been introduced, through tendering a number of BOTs for new treatment plants. Finally, in 2002 the three water authorities were merged into Scottish Water, a public corporation responsible for the provision of water services to the whole of Scotland.

Restructuring through the regionalisation of water supply and sanitation, with operations being run by Lothian County Council first to be subsequently transferred to East of Scotland Water and finally to Scottish Water, has had a clear implications on water pricing in Edinburgh. With the 1996 restructuring, uniform water rates were charged to the East of Scotland including Edinburgh so that consumers in Edinburgh were cross-subsidising consumers in the rest of the region covered by the water authority. An higher degree of cross-subsidising then resulted of the 2002 reform as the three water authorities were merged into Scottish Water, so that for example consumers in Edinburgh (or Glasgow) were cross-subsidising consumers in what used to be the area served by North of Scotland Water which had higher rates due to lower urbanisation.

2 City background 
Edinburgh is the capital city of Scotland and has 449,000 inhabitants, thus accounting for almost one tenth of the total Scottish population.

3 Water and wastewater undertaking
The profile description and performance indicators in 2002 are defined based on the IWA Manual of Best Practice Performance Indicators for Water Supply Services and on the IWA Manual of Best Practice Performance Indicators for Wastewater Services, adapted to the Watertime project. 

3.1 Background

This section lays out a short introduction to the context of the case study water and wastewater undertaking, the role of the municipalities as well as a brief historical background of water and wastewater services in the city. It also includes information on the ownership, operational management responsibility and administrative structure of the water and wastewater services. 

3.2 Water and wastewater undertaking profile

The undertaking profile outlines the framework of the organisation. It is important to notice that the organization or company as a whole has to be considered at this point. (In many cases this framework will match up with the city framework).

	DATA
	CONCEPT

	Undertaking identification
	Scottish Water

	Geographical scope
	Scotland

	Type of activity
	Water supply, sewerage and wastewater treatment

	Type of assets ownership
	Public

	Type of operations
	Public (but note PFI and Scottish Water Solutions)

	Total personnel (no)
	4592 (31/3/03)

	Outsourcing (%)
	Estimated cost percentage of all the functions that are outsourced

	Annual costs (EUR/a)
	Annual costs including capital, operations, maintenance (including external manpower costs) and internal manpower costs

	Annual revenue (EUR/a)


	£895.3m (2002-3)

	Average annual investment (EUR/a)
	£369.7m (2002-3)

	Tariffs (EUR/m)
	Average water charge and average wastewater charge 


Today, Scottish Water has more than 5 million customers and supplies 2.5 billion litres of water every day and treats and disposes of 1 billion litres of waste water every day.  93% of water supplies in Scotland are derived from surface water and 7% from groundwater. Scottish water has 371 treatment works, 1550 service reservoirs and 45.000 kilometres of water mains.  The 588 developed drinking water sources are divided into 373 lochs, burns, springs and river abstractions, 175 reservoirs and 40 boreholes. Scottish water maintains 39.000 kilometres of sewage mains and 1869 waste water treatment works, of which 1274 are septic tanks.

Established in April 2002, Scottish Water “provides water and wastewater services to 2.2 million household customers and 130,000 business customers across an area, one third of the size of Britain” and has a turnover of £1 billion.

3.3 System profile

The system profile focuses on the water service organization only in the city which is studied. It contains information of the water volumes managed, of the physical assets, the technological resources used, the customers, financial information, tariff system and personnel.

Some detailed set of data can be found in a different annex at the end of this document: it includes financial information, tariff system, and personnel tables based on the IWA Performance Indicators for water supply services. 

3.4 Region profile

	DATA
	CONCEPT

	DEMOGRAPHY AND ECONOMICS

	Population density (persons/km )
	64 (2001 data)

	Population growth rate 
	

	· Current (% per year) 
	Population variation during the last ten years / population in the first year of this period x 10

	· Forecasted (% per year)
	Forecasted average yearly population growth rate for the future ten years

	Gross National Product per capita (EUR/capita/a)
	Gross National Product / total country population

	ENVIRONMENT (

	Yearly rainfall 
	(average for the past 30 years)

	· Average (l/m2/a)
	Yearly average rainfall (average for the past 30 years)

	· Maximum (l/m2/a)
	Yearly maximum rainfall assessed as the annual maxima of the last 30 years

	· Minimum (l/m2/a)
	Yearly minimum rainfall assessed as the annual minima of the last 30 years


The Official Yearbook of the United Kingdom of Great Britain and Northern Ireland, in 2001 England “had a population density of 377 people per sq km compared with Wales (140), Northern Ireland (124) and Scotland (64)”. Also, English residents lived “mainly in the major cities and metropolitan areas in London and the South East, South and West Yorkshire, Greater Manchester and Merseyside, the West Midlands, and conurbations on the rivers Tyne, Wear and Tees”
. By contrast, in Scotland “Three-quarters of the population live in the central lowlands where two of Scotland’s largest cities are situated: the capital, Edinburgh (population 449,000) in the east and Glasgow (population 579,000) in the west”
.
In light of the above, the provision of universal and continuous water services in Scotland has a clear impact on the amount of operating and capital costs to be recovered through charging consumers. Scottish Water, the current water supply and sanitation operator for the whole of Scotland, states that “Scottish Water supplies water and waste water services to over five million people living in the cities, towns, villages, farms and crofts in the 450 miles between Scotland's most southerly point, the Mull of Galloway and most northerly point, Muckle Flugga, Shetland. Whether your home's in inner city Glasgow or Edinburgh, in the suburbs of Dundee or Aberdeen or along a single track road in Jura or Tiree, Skye or Harris, Westray or Fetlar, we supply your local public water and waste water services, 24 hours a day, 365 days a year”
.

3.5 Performance indicators

	INDICATOR
	CONCEPT

	CUSTOMER COMPLAINTS

	Customer complaints, water supply  (no/connect/a)
	Number of complaints during the year /number of water service connections

	Customer complaints, wastewater (no/connect/a)
	Number of complaints during the year /number of wastewater service connections

	WATER LOSSES
	

	Non-revenue water by volume (%) 
	Non-revenue water / system input volume x 100

	Water losses by volume (%)
	Non-revenue water excluding unbilled authorised consumption / system input volume x 100

	Sewer network leakage (%)
	Revenue water / treated wastewater x 100

	FINANCIAL DATA 

	

	Unit total costs (EUR/m3)
	(Annual running costs + annual capital costs) / authorized consumption (including exported water)

	Unit annual revenue (EUR/m3)
	(Annual operating revenues – capitalised costs of self constructed assets) / authorised consumption (including exported water)

	Unit investment  (EUR/m3)

	Annual cost of investments (expenditures for plant and equipment) / authorised consumption (including exported water)

	PERSONNEL
	

	Total personnel  per 1000 connections 

(nº/1000 connections)
	Number of full time equivalent employees of the water service / number of service connections x 1000


It must be noticed that some of the data should be gathered for earlier years since we are not only asking for a single set of current data. In order to make research consistent and facilitate the process of integrating results, it should be suggested common years for all the case studies to use.

4 Actors in water and wastewater services provision and production 
It is worth noting the relative prominence of central government, irrespective of the majority party of the day, together with parliamentary or expert commissions informing governmental initiatives. The role of central government is more prominent than in many other case studies, as central government is not only acting as policy maker, by defining the applicable law and regulations, but also as decision maker on issues directly affecting the water operator. Decisions taken by central rather than local government have directly affected the ownership and organisational structure of the water undertakings serving Edinburgh in different periods. It is only relatively recently that devolution and the establishment of the Scottish Parliament and, more importantly, the Scottish Executive, have taken decision making closer to the local context. However, the consolidation of a limited number of operators at regional level first, and of a unique operator for the whole of Scotland, have generated a path dependency effect which makes it extremely unlikely that Edinburgh city council could ever reacquire the leading role in decision making it used to have prior to the introduction of the reforms described in this case study.      

5 Episodes

5.1 Consolidation of the Scottish water industry at regional level: 1967 to 1996

“Historically there had been a trend for consolidation in (the) industry, prompted by advances in engineering and more demanding standards for customers and the environment.” (WIC 2001: 32).

The consolidation of the Scottish water industry moved in a piecemeal approach from a fragmented and locally controlled post-war industry to the creation in 1967 of regional water boards outside of local government, and finally to the establishment in 1975 of Regional Authorities responsible for operating water supply and sewerage that would remain in existence until 1996.

5.1.1 1967 Water (Scotland) Act: Creation of 13 regional water boards and CSWDB

The 1967 Water (Scotland) Act provided for the creation of 13 large Regional Water Boards, separate from local government, responsible for the provision of water supply only. This brought a considerable concentration of water supply operations, as in 1945 there were 210 water authorities in Scotland. However, the 1967 Act did not cover sewerage which remained fragmented, as “even as recently as 1973 there were 234 separate sewerage authorities”
. 

Although the 13 Water Boards
were separate from local government, board members were elected representatives of local authorities in their areas. The Waters Boards worked technically well but had problems with funding, as financial arrangements were unsatisfactory (Hooton 2004). Finances were in fact controlled by the central government via local government. Overall supervision was the responsibility of the Scottish Office, a ministerial department within the British government, but tariff and charges setting rested with local authorities.

Water Quality and wastewater regulation were very lax with the authorities having to service “wholesome” water without much further detailed regulation on that matter.

The 1967 Act also addressed water resource development in the critical area of central Scotland with the creation of the Central Scotland Water Development Board (CSWDB) that would operate up to 1996 as a bulk water supply authority. CSWDB’s function was defined as “developing new sources of water supply for the purpose of giving a supply of water in bulk to two or more of the water authorities whose limits of supply are comprised in the areas of the Board”. These are the regional councils of Tayside, Strathclyde, Central, Fife, Lothian, and Borders, who in their capacity as local water authorities, supply 86% of Scottish population” (CSWDB, 1977). It should be noted that Edinburgh was part of the Lothian regional council.  

5.1.2 1973 Local Government (Scotland) Act: Creation of 12 Regional and Islands Councils providing water supply and sewerage  

Following a recommendation by a Royal Commission chaired by Lord Wheatley, the 1973 Local Government (Scotland) Act introduced a major reorganisation of local government with a new two-tier structure (Edinburgh Council 2004b). Implemented on 5th May 1975, the reform established 9 Regional Councils and 3 Island Councils whose functions included operating water supply and sewerage. The 12 Regional and Islands Councils would continue to provide water services until 31 March 1996, when the second major reorganisation of local government took place
.
The responsibilities of the 9 Scottish Regional Councils were similar to those of the 10 English and Welsh Regional Water Authorities, with the significant difference that they did not have responsibility for the overall management of water resources at local level. In fact, in mainland Scotland the seven River Purification Boards created in the 1950s’ handled pollution control while in the islands these responsibilities rested with the 3 Island Councils (Scottish Office, 1992). The other major difference between the Scottish and the English and Welsh setup was with the financing of the services, as in Scotland funding was integrated with other local authority services through the council tax, council water charges, non-domestic rates and direct charges (O’Donnell 1994: 6).

Capital expenditure was undertaken by the Regional and Island Councils as well as the CSWDB. The content of the capital expenditure programme as a whole was subject to the approval of the Secretary of State. For the period of 1992 to the capital expenditure limit was £218 million, more than twice the figure for 1987 to 1988 (Scottish Office 1992: 5/6).

Scotland was not included in the 1974 restructuring of municipal enterprises into Regional Water Authorities taking place in England and Wales, partly because its water policy was directed by a different Department of the UK government
 - the Scottish Office rather than the Department of the Environment.

The 1975 Scottish reform moved water supply and sewerage together into one organisation for the first time and re-established local government control over water supply operations after the 1967 Act. This occurred on the background of strengthening of standards for the industry by EU legislation. The heritage of operational fragmentation in the past was represented by the persistence of considerable differences in work conditions, regulations, management styles and other organisational issues (Ken Seaward, 2004). This was the case even within the same Regional Council. For example, water supply workers at Lothian council took industrial action in 1981, but not wastewater employees who were regulated under different contractual arrangements. 

Established in 1975, Lothian Regional Council water and sewerage department covered Edinburgh which was part of Lothian Regional Council. Within the Lothian Regional Council water and sewerage department there were two different offices, one for water supply and the other for sewerage operations. It was only in April 1983 that Lothian Regional Council amalgamated the Department of water supply and drainage under one director.

The area served by Lothian Regional Council water and sewerage department was 1,756 sq km in terms of administration and covered 750,000 water supply connections (100%) and 750,000 sewerage connections (98%). The percentages for Scotland as whole as reference points were 98.1 for water supply and 94.8 for sewerage at the time. The Lothian region had 5,406 km of water mains and 14 treatment plants. There were a total of 4,850 km of sewers and 42 sewage treatment plants. Lothian Regional Council employed 386 people on water supply in 90/91 and 356 for sewerage and treatment, a total of 742 of a Scottish total of 6,290 (Source CRI, The UK Water Industry, Water Services and Costs 1990-1, as quoted in Scottish Office, 1992). 

5.2 Decision to establish East of Scotland Water: 1992-2002

5.2.1 Campaign against water privatisation and restructuring, 1992-1996

The failure to include Scotland in the 1989 privatisation of water supply and sewerage in England and Wales can be considered as being partly due to the additional institutional obstacle of continuing municipal ownership, together with the relative electoral weakness of the Conservative government in Scotland.
 However, the 1989 water privatisation in England and Wales entered the debate on reform as a prospect which was strongly resisted by a multi-stakeholder campaign against governmental plans to change the structure of Scottish water services.

The campaign was successful in preventing English-style outright privatisation from being introduced in Scotland. However, it could not prevent the restructuring of public operations out of local government’s control and resort to PFI schemes, that is to say BOT arrangements, in the delivery of capital investments that were introduced with the 1996 reform of the Scottish water industry. The 1996 restructuring would lead to a difficult transformation period with continuing resistance to authorities in the wake of the anti-privatisation campaign.

5.2.2 Initiatives to privatise Scottish water systems and dismantle regional councils, 1992
As early as 1992, the Conservative government under John Major made movements to privatise the Scottish water systems as part of the dismantling of the regional councils (Crooks 1996: 8). “The Conservative Party insisted on stripping Scottish local water utilities from local control as part of its reorganisation programme for local government in Scotland. Indeed, the folly of the government's failure to appreciate the public relations hazards of entangling the sensitive issue of Scottish water service in its local government reorganisation scheme (where no coherent opposition existed) permitted opposition political forces to parlay passionate Scottish sentiments regarding their local water system into a much larger political success” (Crooks 1996: 5).

“The principal driver for restructuring of the Scottish water industry in 1996 was a determination by the Conservative Government of the day to restructure local government. The existing two-tier structure within Scotland was regarded as inefficient with overlapping responsibilities and unrepresentative in some areas, with most local government dominated by the Labour Party. The Conservative Government proposed a single tier of government with 32 new local authorities. 

As water had been managed in twelve, largely catchment based, units since 1968 and sewerage since 1975, and the networks within these areas were largely integrated, any proposal to disaggregate the industry from the existing 12 units to match the new 32 local authority boundaries was regarded as inefficient and inappropriate. It was also recognised that local government in Scotland had failed to adequately address the investment needs of the water and sewerage business.” (Wilson 1999: 2).

After the 1989 privatisation in England and Wales, the Conservative government intended to restructure the Scottish industry in similar patterns. In its 1992 consultation paper, the government explained the need for large investments in the infrastructure in Scotland in order to bring it up to European standards. The cost to ensure compliance with the European Directives on Drinking Water (80/778/EEC) and Urban Waste Water Treatment (91/271/EEC), was estimated at 5 billion pounds (Sawkins and Dickie 1999). Another reason for the government proposal to reform the sector was the position, put forward for many years by water professionals and especially academic water engineers, that the Scottish water industry was too fragmented and lacked principles such as integrated river basin management, which were in place in England and Wales (Sawkins and Dickie 1999).

5.2.3 Consultation on eight options for reform, November 1992
In November 1992, the Scottish Office launched a consultation exercise on the future of Scottish water services, based on eight options, which was concluded in March 1993. As part of the exercise, the Scottish Office issued a consultation paper “Investing in our future” on 17th November 1992 with the background of government proposals to reorganise local government in Scotland. The thrust of argument was towards private sector involvement and privatisation. Putting the emphasis on financial considerations and constraints in the public domain, and pointing to the mounting pressure for improvements, the report explained the government’s considerations for options “outwith
 the public sector” (Scottish Office 1992: 18).

The drivers for the reform process as proposed in the document were related to rising requirements and technological advances that put pressure onto the governance of the industry to improve water quality and pollution control. Drinking water quality standards had been improved with The Water Supply (Water Quality) (Scotland) Regulations in 1990, which adopted the EC Drinking Water Directive. Under the new law, according to “Investing for our future” (Scottish Office 1992), about half of the water supply zones in Scotland did not achieve the required standards for parameters such as aluminium, microbiological quality, lead, trihalomethanes and iron. 
Water pollution control was the second driver for reform. The EC Bathing Water Directive and the EC Urban Waste Water Treatment Directive, with the requirements for the latter to be met between 1998 and 2005, were major elements in tightening the requirements of the existing regulation by the river purification authorities. This had significant implications for local authorities, especially for those who used the sludge disposal route of dumping it in the sea, because the Directives reinforced the Government’s initiative to stop that practice by 1998. The consequent need for capital expenditure in the water and sewerage industry was estimated at £5 billion over 15 years, with half of that assigned to maintenance and replacement and the other half to quality improvement.

The report explained that “A structure which opens up opportunities for private sector investment to replace expenditure could maximise investment potential and also release resources for purposes where there may be no viable alternative to public provision…” (Scottish Office 1992: 19). However, the report clarified that whatever the new setup, charges would rise substantially because of the required investment.

The report also argued in favour of larger units in order to meet greater efficiencies and economies of scale and to meet the growing complexities of the industry in the future. In addition, the report looks at the separation of the role of supplier of services and the role of inspector and regulator and refers to a drinking water inspectorate. This reference to regulatory mechanisms can be seen as a logic consequence of considering private sector solutions.

5.2.4 Options considered in detail and responses to the consultation

“The discussion paper detailed eight options whilst being open to further alternatives.

The options considered were:
a) Placing the service with the new unitary authorities
The local nature of the service would be retained, and consumer interests would have a voice through ultimate responsibility for the services being vested in elected representatives. But the number of authorities would be critical, with increasing fragmentation leading to difficulty in providing effective and efficient delivery of the service.
b) Creating joint boards of the new unitary authorities

This would allow a wider area of operation than the structure of local government units, and so could share the positive features of option a), but may not appear to be the best way to organise services to operate on commercial lines.
c) A lead authority structure

This option would involve one authority being given responsibility for the water and sewerage services of its own and surrounding areas. There would be some managerial attractions, but some loss of transparency and accountability to customers, since many would be water and sewerage customers of authorities other than their own.
d) Creation of new water authorities

These could be new public authorities, outside the ambit of local government, with areas tailored to suit the factors particularly affecting water and sewerage provision. Creation of several authorities would allow comparison to be made both in economic performance and standards of service. Consumer interests would need to be specifically protected in the absence of elected authorities.
e) Creation of a national water authority

A variant of option d), a single authority would yield greater economies of scale and provide greater flexibility in the use of resources, but would not have the opportunity for comparative performance.
f) Joint local authority/private sector schemes

Local authorities, or their groupings, or new water authorities could own the assets of the services and retain ultimate responsibility for their satisfactory delivery, but contract out day-to-day running to the private sector through competitive tendering. This would produce incentives for efficient management, and provide opportunities for employees of the services to group together and bid for the running of them. A variant of this option could involve major capital projects being built and operated by the private sector. In all these public sector options, investment would need to be accommodated within public expenditure.
g) One or more public limited companies

Ownership of assets and provision of services could be placed with private sector companies set up for the purpose. Variations include: Public flotation, the model followed for the privatisation of water in England and Wales and of other utilities; Trade sale, where shares are not offered for public subscription but are disposed of as a block in sales to single purchasers; Management/employee buyout, a special form of trade sale.

h) Franchising

Management and day-to-day operation of the services could be carried out under contract by a body separate from that which owns the facilities. Franchise contracts are awarded after competitive tendering, allowing scope for management enterprise which stands to benefit the customer. Two approaches are possible, each requiring a Regulator to supervise the standard of service offered and provide a source of contact for complaints from consumers:
The franchisor would both own the infrastructure assets and be responsible for capital investment, whilst management and operation of the water and sewerage system would be contracted to franchisees. Contracts would be awarded competitively to those who in the judgement of the franchisor would provide the best service for the customer.

The franchisees would take responsibility for capital investment. This would require each franchisee to be a substantial company, and could lead to a reduction in flexibility and the scope for diversification in the award of contracts."

 

RESPONSES TO CONSULTATION PAPER

In total 4,834 responses to the consultation paper were received by the Scottish Office. A detailed summary of the responses is attached as Appendix 2. Some significant conclusions from that summary are that most respondents (over 92%) did not specify preference for any particular option but that 94% of all responses favoured retention of the services within public control. 64% of all respondents preferred a solution which kept the services in local authority control yet less than a quarter of the respondents addressed the questions of securing the necessary level of investment. 
Not surprisingly, all Regional and Island Councils recalled their own performance in running the services and presented arguments for keeping the services within local authority control. There was a ground swell of objection to any suggestion of privatisation. In addition to the formal responses, the Scottish Office also received petitions with over 90,000 signatures and some 60,000 pre-printed postcards which all opposed privatisation. 
The Strathclyde Regional Council held a poll (which sold the proposed restructuring as privatisation) and of a population of 2.5 million received responses from 1.2 million of which 98% were against privatisation.

In July 1993, the government announced the future structure for local government in Scotland including water and sewerage services. The option selected for water and sewerage services was the creation of three special purpose public water authorities.” (Wilson 1999).
5.2.5 Public campaign against water privatisation: response to the consultation

The campaign started in 1992 after the first reports of the Conservative government’s intention to commission a study examining the future provision of water services in Scotland. Although the commissioned study was presented to Scottish local authorities as part of “wider plans to reorganise local government into a one-tier structure”, Scottish local authorities association COSLA (Convention of Scottish Local Authorities) “immediately claimed it was the first step towards privatisation of water services in Scotland”
. The campaign was backed by Scotland’s Labour Party, which had traditionally a strong representation among local authorities, the Scottish National Party (SNP) and trade unions. The campaign relied on public awareness and mobilisation of public opinion as well as non-cooperation of local authorities with the implementation of the planned reform. Citizens’ campaign included the “Hands Off Scottish Water” campaign and the “West of Scotland Campaign Against Water Privatisation”. The campaign insisted on such arguments as the economic and social costs of water privatisation, the loss of democratic control that this would have entailed, as well as losses of jobs and the costs resulting from the restructuring. 

“The anti-privatisation campaign began with no single voice, no overarching campaign strategy. Each of those fighting water privatisation in Scotland did so under the flag of their own agenda. What is interesting about the outcome of the water privatisation fight is that typically and historically Scots have cared little about regional issues when exercising their franchise. Yet, for all the lack of formal planning on the part of the anti-water privatisation coalition, the public, for whose favour the campaigns were waged, became incensed over this issue.” (Crooks 1996: 27) There was a strong political campaign by the Labour Party, supported by trade unions, which was especially strong in the West of Scotland because of its Labour heritage (Ken Seaward, 2004).
Tommy Sheridan, at the time with the Scottish Militant Labour Council, explained: 
“We organised a campaign, promised mass non-payment of private water bills. We occupied the stock exchange and brought them to a standstill. We occupied the house of the Scottish office minister and cut off his water to show him what we weren't going to let happen to us. We occupied the merchant bankers who were the main advisers to the government's privatisation plans.” (Sheridan, 1995). 

The degree of negative reaction among the general public to the government's water reorganisation proposals was very high – “the mere thought of water privatisation and control by the central government seemed to evoke an instant "gut reaction"...” (Crooks 1996: 31). Opposition to water privatisation was rife among Scottish organisations and individual citizens, as emerged in the response to the consultation on the future of Scottish water services in March 1993. Irrespective of the biased way in which the consultation paper was presented, the response was an overwhelming rejection of privatisation options. The report spent 3 pages on each of the private sector models put forward, giving details of the option and referring to advise obtained by the government, while the public options only received attention in a short paragraph each. By 29th January 1993, a total of 4,834 responses were handed to government, 94% of which were in favour of retaining services within public control (O’Donnell 1994: 8).
5.2.6 1994 Local Government etc. (Scotland) Bill

In May 1993, Scottish Tories rejected the option of English-style outright privatisation, and the Scottish Office minister Allan Stewart acknowledged that “privatisation is a major liability” although, together with Scottish Secretary, Ian Lang, he insisted “on the need to find a way to bring private finance into the industry to reduce public spending and relieve pressure on the Scottish Office budget”. In July 1993, no mention of outright privatisation was made as one of the possible options and instead the idea of creating three public water authorities emerged. Resistance offered by the Labour Party and SNP, as well as COSLA and trade unions continued despite the abandonment of the outright privatisation sell-off, as the creation of the 3 quangos (quasi-autonomous non-governmental organisation) was regarded as a transitional measure towards future privatisation. But this time, the campaign could not stop Westminster’s reform agenda.

The Secretary of State presented a document "shaping the future" in July 1993 to Parliament in which he favoured option d) of the consultation paper and the creation of three new public authorities from 1st April, 1996. The Local Government etc. (Scotland) Bill was consequently published in December, 1993. The Bill put the new authorities under regulatory financial controls appropriate to public bodies in combination with a major role for the private sector and financing investment programme requires by European Community legislation. The Bill also introduced for cost recovery for water and sewerage services for operational expenditure and capital investment.

5.2.7 Public campaign against water privatisation: Strathclyde referendum

During March 1994, the Strathclyde Regional Council held a referendum on the proposed new water system.  Participation in the referendum was remarkable.  More than 71 percent of the eligible electorate submitted ballots. The Council was rewarded by nearly 97 percent (1.2 million voters) of the total casting no votes to the Government's scheme. The voting far exceeded the numbers for the last regional council election in 1990 which attracted only 45 percent of the eligible population to the polls (Crooks 1996, 15). 
A poll (conducted by the System Three Scotland research organisation) taken of a representative sample of the whole of Scotland discovered very similar attitudes throughout the region. Around 95 percent stated they were in favour of leaving water services in locally elected hands, four percent favoured the government's plan and significantly, only one percent said they had no opinion. Even Scottish Conservative Party members failed to support their own party's programme. (Crooks 1996: 16)
“A pamphlet produced by the Strathclyde Regional Council, equally expensive to the Government’s pamphlet arguing for its plans for quangos, stated that the average Scot's water bill is approximately $105 per year cheaper than in England and one-half the rate of the water bill for customers in Wales.” (Crooks 1996: 18) Apart from Strathclyde's campaign to defend its existence, there were no classic proactive public relations campaigns. (Crooks, 1996)

After the Strathclyde referendum there was much political debate about the meaning of the ballot. Its critics argued that the ballot text was not against privatisation as such. In fact, the ballot had asked whether people agreed with the Government's proposal for the future of water and sewerage services in Scotland. (Robertson, MP, Parliamentary Debate, 1996). At the time of the ballot, the Government had already pulled back its privatisation stance and favoured option d) of its consultation paper. The ballot therefore was very much about the issue of local government control and the existence of a council-led water and sewerage management besides the polemics of the day about privatisation.

“We have pressured local Labour authorities to push for a referendum on water. We won that last April and it was an incredible turnout. Over one million people voted in Strathclyde, and 96% were opposed to the changes. The government has now ignored that and is going ahead with the water changes. So we are certainly calling for non-cooperation.” (Sheridan, 1995)

5.2.8 Restructuring of Scottish public water services into three public water authorities, 1996-2002 

“On 1 April 1996, the local Scottish government structure completely changed, with a single-tiered council structure imposed by the Conservative central government and with the water utilities stripped completely from local control.” (Crooks, 1996, 6)

“The government's rationale for the change as stated in their consultation paper, "The Structure of Local Government in Scotland" essentially boiled down to their stated belief that large regional councils had outlived their original purpose of providing a wide range of services which now, the government argued, can be provided by private enterprise” (Crooks, 1996,7).

“The Conservative (Tory) Party tried another approach.  In what one public policy observer for the Convention of Scottish Local Authorities (COSLA) referred to as the "thin end of the wedge of privatisation," the Government created three Scottish water/wastewater service "Quangos" (quasi-autonomous non-governmental organisations) whose chairmen and directors are appointed by the Secretary of State for Scotland rather than by the local councils. ... Another feature of the new arrangement allows the new water authorities to be able to sell water surplus to regions outside of Scotland.”  (Crooks, 1996, 14)

“Having believed they won the battle against selling off a critical resource to the London government's "friends" for no better purpose than "to make huge profits," [people] now felt betrayed by that government's "backdoor privatisation" plan.” (Crooks, 1996, 15)

The Second Major Reorganisation of Scottish local government

In April 1996, a second major reorganisation of local government took place where 29 single-tier councils replaced the 53 district and nine regional councils. The three island councils remain unchanged as they were responsible for all services from 1975. The 32 councils are responsible for all local government services which were carried out by the old councils with the exception of water and sewerage, and reporters to the Children’s Panels. Water and sewerage became the responsibility of three public water authorities - North of Scotland, West of Scotland and East of Scotland Water Authorities.  (Edinburgh Council, 2004b)

A ban on disconnections was included in the Local Government etc. (Scotland) Act 1994 Robertson, MP said in Parliament: The people spoke in that referendum, but the Government chose to ignore the popular view (Robertson 1996).

The decision to restructure water supply and sanitation provision under 3 publicly-owned water authorities
 – North of Scotland Water, West of Scotland Water and East of Scotland Water (Edinburgh was under the responsibility of East of Scotland Water) – was made by the Conservative UK government in reaction to massive resistance to the privatisation option favoured by the executive, but also because this organisational form did not exclude the introduction of some form of PSP (Private Sector Participation) at a later stage. Although water supply and sanitation services were to remain under public ownership, a major role was “envisaged for the private sector in helping to find the £5 billion needed to bring Scotland up to the standards required by European law”. Scottish Secretary Ian Lang expected about half of that sum to come from the private sector.

The three new Public Water Authorities (PWAs) were created as public corporations under the Secretary of State for Scotland (before devolution of powers to a Scottish Parliament in 1997), who was responsible for the efficiency of the industry. The PWAs operated on a commercial basis. At the same time a Scottish Water and Sewerage Customers Council (known as the Customers Council) was created. This was a national body with three area committees corresponding to the water authorities, financed by a levy on the three water authorities, with the role of representing consumer interests and handling complaints. It was also, surprisingly, given the role of approving the tariff proposals of the water authorities.
 In addition, the Environment Act 1995 set up the Scottish Environment Protection Agency, which became operational on 1 April 1996.

In the public consultation the proposal to privatise the industry was decisively rejected and the Local Government (Scotland) Act 1994 established consequently three new Public Water Authorities (PWAs) for the regions North, East and West. On the first of April 1996 these were created and the Scottish Water and Sewerage Customer Council (SWSCC) established. The new economic regulatory arrangement had let the SWSCC scrutinise and approve PWA Charges Schemes and the Secretary of State would adjudicate in case of conflict between the PWAs and the SWSCC. One major change was that the boards of these new authorities were not all local but rather central government appointees. This was significant because delegated responsibility to set charges was taken out of the hands of locally elected representatives. The harmonisation of charges across the PWA readings was a major policy goal and had varying effects on consumers, some of which experienced large price increases. External Financing Limits were set by the Secretary of State and the Scottish Office retains regulatory control of large-scale capital investment. The restriction on public finance was accompanied by the encouragement to use the Private Finance Initiative (Sawkins and Dickie 1999).
Under the new setup, private sector participation (PSP) was introduced through the Private Finance Initiative (PFI)
 aiming to provide private capital, for example with BOT (Build-Own-Operate) agreements for the construction and operation of wastewater treatment plants. The value of investment delivered through PFI deals in the fiscal years 2001 and 2002 was estimated at a total £296m
. It should be noted that the PFI schemes were limited to big capital investments that could be easily separated from the rest of operation run by the Public Water Authorities. 

In addition, the Environment Act 1995 replaced the river authorities and set up the Scottish Environment Protection Agency (SEPA), which became operational on 1 April 1996.

The three authorities were created mainly along the line of existing supply and disposal networks, and the boundaries of previous local authorities of Scotland. The East of Scotland water authority was created out of the former Lothian, Borders, Fife and Central Region Councils. The authority took over also responsibility for the Kinross area of Tayside and the services provided by the Central Scotland Water Development Board (WIC 2001: 32)
5.2.9 Campaigns and political opposition against the functioning of the 3 Public Water Authorities

On 6 April 1995, the electorate of Scotland elected the councillors for these newly created offices that these councillors formally took over on 1 April 1996. The electorate made their frustrations known and in none of the new councils did the Conservative Party gain a majority (Crooks 1996).  The Conservative Party moved from second place to fourth place in total representation in Scotland.
“When The Herald, a respected daily newspaper of Glasgow, printed the salaries of the recently-appointed part-time chairmen of the new Scottish water Quangos, reaction was swift and negative.” (Crooks 1996: 19) The public message is that the three Authorities represent privatisation through the backdoor.  (McKay, April 1996)
The establishment of the three new Public Water Authorities was accompanied by public resistance that manifested in an appeal for mass refusal to pay water bills and in direct action campaigns by various anti-privatisation campaign groups. The Lothian Communities Totally Against Water Privatisation (TAP) for example prevented the first meeting of the East of Scotland Water Authority on 24th of January 1996. The Hands off our Water campaigns staged direct action interventions against the West of Scotland Water Authority where the police ejected a campaigner clad in a Santa Claus costume and other campaigners from an Authority meeting on 20 December 1995 because they had occupied the meeting room. 

The Labour Party boycotted the three Public Water Authorities, until the 1996-1997 period when local and general elections saw the defeat of the Conservative Party in Scotland and the appointment of a new Labour government in Westminster. This led to an end of the Labour boycott as Labour councillors were appointed to seats within the PWAs. “The only direct change imposed by the Labour Government has been the replacement of all three authority chairmen and those board members whose initial appointment was only for two years with Labour nominated appointees” (Wilson 1999: 15).
This came as a disappoint to many, as the heavy Conservative defeat in the 1995 Scottish local elections and 1997 general elections was in part due to strong opposition to their proposals on restructuring Scotland’s water. A regional newspaper published by the Labour Party, “The Scottish Labour Update”, had written in 1995 that the new Labour Government would “make a bonfire of the Quangos and return water and sewerage to local democratic control.” (Scottish Labour Update 1995: 2). Crooks (1996: 26) had noted that  

“As moderate or, perhaps, as ambivalent as the Labour Party now seems regarding nationalisation, their commitment to placing Scottish water in local government's hands remains solid, and it is well for them that it does.”
5.2.10 Labour sponsored review of Scottish setup and introduction of English-style regulation, 1999 

The Labour government had pledged in its electoral campaign to conduct a thorough review of the Scottish water industry, with a commitment to return the Scottish water industry to local democratic control. The review, followed by a public consultation, saw the involvement of a number of institutional stakeholders and experts and its outcome was announced by the Secretary of State for Scotland on the 16 December 1997. 

A multidisciplinary project team for the review was established and a high level Scottish Office steering group supervised the process.  The steering group included representation from various government levels, advisers to government and also a senior businessman, the later in a non-executive role. The project team undertook its own research and commissioned research to the consultant firm "Environment Resources Management". The industry review had to the remit to seek a structure for the industry that met the government's policy of returning the Scottish water authorities to local democratic control.  This policy goal was to be realised against the need to maintain continuity of services, facilitate investment, promote efficiencies, and to comply with the Commissioner of Public Appointments' Code of Practice (Nolan procedures for public appointments). The PWAs, COSLA and the SWSCC were all considered primary stakeholders for the review.

The aims of the industry review were to develop more local democratic accountability, facilitate investment and promote efficiency.  This was to be achieved while ensuring continuity and protecting public health.  The minimisation of disruption to the industry was identified as another aim or policy objective in order to minimise transaction costs and delays in future organizational changes. The review set-up leads to suggest that this last objective, not without good reason, served to moderate the review and limit the scope of change to be delivered.

According to the review, the three PWAs were to be left intact, apart from the inclusion of a greater number of local councillors to be appointed on the boards of the authorities. However, a number of weaknesses of the existing set-up emerged from the review. "The authorities' current revenue levels are not sufficient, over a period of several years, to generate adequate funds to finance the necessary investment.  Indeed, there will have to be substantial rises in revenues in the short-term to allow the Water Authorities to cover their existing commitments. In these circumstances, there is a clear upward pressure on charges" (Scottish Office 1997: 8). Investment and operational planning was hampered by the fact that charges were only considered one year ahead. The division of economic regulation between the SWSCC, responsible for price regulation unless in cases of dispute, and the Scottish office, responsible for assessment of efficiencies and capital expenditure requirements, also created problems for the industry. In 1998 the SWSCC was unable to reach agreement with the PWAs and referred the draft charges in the Secretary of State.  The fact that the Secretary of State sided with the PWAs in his decision was into question the ability of the SWSCC protect the interests of consumers and undermined its credibility and moral authority as a regulator (Sawkins 1999). In the words are Sawkins: "[i]t highlighted the need for a more powerful, politically independent economic regulator which combined the functions of SWSCC with those of the Scottish Office" (Sawkins and Dickie 1999: 237).
It should be noted that the Labour government requested the English economic regulator’s advice on the merits of the Scottish institutional and organisational framework. Ofwat provided its views, highlighting the weaknesses of the Scottish system. Following the review, the regulatory framework underlying the provision of water supply and sanitation services in Scotland was completely changed in 1999, more closely matching the regulatory structure in England and Wales. The Customer Council was abolished, to be replaced by a new industry regulator with a similar role to Ofwat, pursuant to Part II of the 1999 Water Industry Act. One conclusion of the project team of the review was that price capping was a superior model to rate of return regulation (at the time the water authorities were regulated on the grounds of both methodologies). It also suggested comparing efficiencies with England and Wales in order to create a benchmarking that treats the water authorities as businesses, and allows the managers freedom over the priority areas for efficiency savings (Scottish Office 1997: 10).

Policy delivery was intended to be assured through several major lines of accountability: accountability through the Scottish Parliament; policy delivery by the Scottish executive, for example determining the boards with a more representational membership, including local responsiveness through community planning and consultation; and lastly a reform of the regulatory setup.  The latter was based on the notion that the division between price regulation by the Customers Council and efficiency regulation by the Scottish Office was untenable. This reform of the regulation was a major outcome of the review and included the dismantling of the Customers Council and the creation of a new, professional regulator responsible of all economic regulation, in all aspects, and for promoting the customer interests. The customer representation functions were to be realised by area committees, similar to those of the Customers Council but under the auspices of the new regulator.

Direct customer representation functions were deemed inappropriate because of the conflict with illegitimate authority of Scottish parliament and "provide a focus for opposition to the inescapable price rises of industry" (Scottish Office 1997: 15).

Implementation of the changes resulting of the review was delayed up to 1999, due to the devolution in 1998 and the Water Industry Act 1999 which was passed in June 1999. With the 1999 reform, a Water Industry Consultative Committee (WICC) was also created for each of the three water and sewerage authorities, to advise the Commissioner on the promotion of consumer interests. The WICCs are all chaired by the Commissioner, and most members are appointed by him, and so the committees are integrated with the regulator on the model of the water Customer Service Committees (CSCs) in England and Wales.

On 1st November 1999, the Water Industry Commissioner for Scotland was established and took over both the tariff approval responsibilities formerly held by the Council, and the responsibility for industry efficiency previously held by the Scottish executive. It also took on the responsibility for investigating customer complaints. Funded by a levy on the three water authorities, the Water Industry Commissioner for Scotland “is appointed by and is responsible to the Scottish Ministers through the Scottish Executive Rural Affairs Department. The Water Industry Act enables Scottish Ministers to guide the Commissioner about how he should perform his functions. This does not mean Ministers control the Commissioner. There are statutory safeguards for his independence of view, and in practice he works closely with, yet independently of, the Scottish Executive. The Commissioner can also attend and give evidence to Parliamentary Committees”. The Commissioner used benchmarking against the English and Welsh water companies and other utilities to issue “challenging” efficiency targets for the three Scottish water authorities. “The information from the water authorities together with a financial model developed by the Commissioner will be used to assess the revenue levels that the authorities will be allowed to raise from their customers over the next five years. ... The Commissioner shall have the function of promoting the interests of customers of the [Scottish] water and sewerage authorities” (Water Industry Act 1999).
The WIC had as a primary function to promote the interests of customers of the three PWAs.  The core, statutory functions were to advise the Scottish Executive on the level of charges over periods of several years, to deal with unresolved complaints, to advise the Executive on standards of service and customer relations and to approve the codes of practice of the authorities. The issue of revelatory independence became president in Scotland, especially because government politicians were reluctant to hand over responsibility for price setting to be Commissioner (Sawkins and Dickie 1999). The operational independence of the Commissioner was had a difficult context, in which the Scottish executive exercise a predominant role in setting the objectives of industry. Although the Commissioner is often referred to as the regulator, he does not have all the functions related to that.

“The Commissioners' duties include:

· Advising Scottish Ministers on the amount of revenue that each water authority needs to fund its investment programme.

· Consideration and approval of the annual charges schemes of the three water authorities. 

· Investigation of customer complaints not resolved by water authority

· Advising Scottish Ministers on the water authorities' standards of service and customer relations.

· Approval of the water authorities' codes of customer practice.

· Chairing the three Consultative Committees and appointing members.

· Provision of advice, when requested by Scottish Ministers, on a range of matters relating to the impact of the water authorities on their customers 

“Ultimately the best and only way of promoting customer interests in a public sector model is for the customer regulator to improve the economic efficiency of the industry, and thereby the value for money generated”  (WIC, The Commissioner’s Corporate Plan, July 2000)
5.2.11 Regulation for 2000 and 2001: Q&S I

The regulatory procedure is based on a series of consultation in which mainly institutionalized stakeholders take part:  Q&S, Strategic Reviews, also Paying for Services is under way now. The Commissioner uses benchmarking against the English and Welsh water companies and other utilities to issue “challenging” efficiency targets for the three Scottish water authorities.

The review’s main points were: revenue adjustment, efficiency targets and benchmarking of management to England and Wales, Common asset management process, creation of a customer service vision. The revenue increases were blocked by Sarah Boyack, Minister for Transport and the Environment because of the need for public debate on the rationale for charges and to allow proper review of required long-term maintenance charge.

For East of Scotland water the interim review proposed 37.8% for 1999 to 2001 and the Ministerial response was 28.8%, which is 9% lower. North of Scotland was proposed to rise by 71.5% for the same period and the Minister reduced this by 20.3 % to 51.2% over two years. Guaranteed Minimum Standards were introduced for customer service on 1 October 2000, guarantees in line with privatized companies in England and Wales. But efficiency gains fro 1999 and 2000 were not significant, with EOSW remaining on the same level and the other two authorities even becoming less efficient.

 “The interim strategic review of charges was the first such process after the creation of the Commissioner in 1999. It was published on 26 of January 2000 shortly before the competition act 1998 came into force on first of March 2000.  Already then did the Commissioner suggests a very significant potential in that the competition could have on the industry and proposed that, in the interests of our customers, the water authorities would respond effectively.  He identified competition threats.  The strategic review of charges the review I included a revenue adjustment, management information parameters, the introduction of a common asset management process, and the creation of a customer service vision.  Sarah Boyack, the then Minister for Transport and the Environment, Ltd from either Scotland water and West of Scotland water the revenue increases for all financial years relevant to the review, and from offer Scotland water authority she limited the increase for the year 2001 to 2002. The reason for limiting the increases in charges were the need for more public debate on charge increases and the need for more information to the needs of infrastructure maintenance in the long-term.  From East of Scotland Water the interim review recommended for the year 2000-01 increase of 19.09% and for the next year 14.9 percent.  The ministerial response was a reduction to 15% and 12%.  In overall terms the ministerial response of years reduced the revenue increases for East of Scotland Water authority by 9% to a level of 28.8 percent.  This compares to a 2-year increase of 51.2 percent in north of Scotland water, although the Ministry has cut the increase by 20.3 percent.  The figures for West of Scotland water authority we called to the ones of the East.” (WIC 2001, 34) 
According to Sawkins, the PWAs were not challenged as vigorously as in England and Wales prior to the creation of the WIC, partly because of the division of regulatory responsibilities between the Scottish Office and the SWSCC. Sawkins argues that without robust regulatory challenges the prices in Scotland increased at an unprecedented rate, partially in order to accommodate increased capital expenditure (Sawkins and Dickie 1999: 244). In fact, since the reorganisation in 1996 the average bill for Scottish domestic consumers more than doubled from previously around a third of English and Welsh charges to just over two thirds of the average English and Welsh bill (Sawkins, 1999. 244).

One of the main challenges for the Commissioner “from the consumers point of view therefore, is to bear down on prices as vigorously as possible whilst allowing PWAs to finance properly the large capital expenditure programmes” (Sawkins and Dickie 1999: 245).

5.2.12 Regulation for the 2002-2006 period: SRC II

The Q&SII review has addressed issues through public consultation and in that period a regulatory reporting framework with comparisons to England and Wales has been established. 

“The first full strategic review of charges of the Scottish water industry, SRC II, was commissioned by the Minister for environment and rural development, Ross Finney, MSP, on 21st of August 2001 under section 30 of the water industry act 1999. The review was special thing that is outlined price and revenue implications for fully at the time existing three public water authorities individually and for the proposed Scottish water national monopoly. The strategic review of charges is conducted according to the commissioning editor, the guidance from Scottish ministers to the water industry commissioner at the quality standards paper.  The main issue being at the public expenditure allowances for the financial years till 2006 are maintained at the level of 2003 to 2004.  The quality and standards process involves all central and local levels and the quality and standards II resulted, according to the WIC, " in the clearest ever statement of the investment needs of the water industry in Scotland” (WIC 2001) .

In order to set the levels of service, the WIC took into consideration is the aspirations of customers expressed in public meetings and took into account the quantitative analysis of the Water Panel (see chapter 5 of SRC II). The revenue caps are set according to operating, capital and financing costs that are benchmarked. The SRC II building on the establishment of a revelatory reporting framework and the principles of best practice asset management that were developed in the interim Review. This aided the capital efficiency process and at the heart of the Commissioner's attempts to promote the custom interest.  On the first of October 2000, nine guaranteed minimum standards were introduced in order to improve customer service; in addition, regular customer service quality assessments and quarterly reports are generated.  
The Commissioner however reported that no significant improvements in efficiency of the three water authorities over the years 1999 and 2000 were to be recorded (WIC 1999). Why the East of Scotland water authority remains on the same level of efficiency, the other two appeared to have had become less efficient. According to the Commissioner  Review, the increase in charges, and a significant level, resulted in this quiet and a sense of unfairness and creative focus the customers were not happy with the service provided by more of Scotland water authority for all had a separate interest, e.g. fluoridation (WIC,1999, 35). The main points in the public debate were affordability of charges and the unfairness of law of Scotland water authority charges.  The former was addressed on April 1, 2001 through the prior introduction of statutory instruments by the Scottish executive.  "The latter could not be resolved without restructuring the industry" (WIC 1999: 35). On 28th of February 2001, Sam Galbraith, MSP, the then Minister for the environment, announced the intention to consult on the restructuring of the industry. The transport and environment committee report is on the findings of an inquiry into the water industry between December 2000 and March 2001, in a report on 21 June 2001. It recommended notably the phased introduction of competition and the establishment of the proposed Scottish water.  A proposal to establish Scottish Water has been launched a Scottish Executive in February 2001.  He argued in favour of creation of Scottish water WIC with the arguments of harmonising Terrace, creating benefits of scale and scope and facilitating efficiency gains, and the opportunity to shape the high-quality management team.  He also argued that a new Scottish water with the opportunity to share of best practice, for example on customer service.  The Commissioner identified a clear consensus among stakeholders that water to remain in the public sector but he identified to threats, namely the risk posed by competition and the disillusionment of customers if the escalation of crisis was to continue” (WIC 1999, 36).
Because of the way in which the evolution of the regulatory system occurred, Q&S I, the first regulation with Commissioner, was done within a few months (Russell, 2004). The regulation for 02-06 was a long process that compared the options of keeping the three authorities or creating a monopoly. This was required as the legislative process was ongoing. Katherine suggested a bid proudly that she and her office tend think that their argumentation about efficiency and water prices in the North had an impact on creating SW.
5.3 Merger of the 3 Scottish water authorities into Scottish Water, 2002 to date

In 2002, under the Water Industry (Scotland) Act 2002
, the three former Public Water Authorities in Scotland were merged into one body, Scottish Water. The Scottish Executive argued that a single authority was better placed to avoid regional price disparities, finance capital investment, and maximise economies of scale. Established in April 2002, Scottish Water “provides water and wastewater services to 2.2 million household customers and 130,000 business customers across an area, one third of the size of Britain” and has a turnover of GBP 1 billion. More precisely, Scottish Water states that “Scottish Water supplies water and waste water services to over five million people living in the cities, towns, villages, farms and crofts in the 450 miles between Scotland's most southerly point, the Mull of Galloway and most northerly point, Muckle Flugga, Shetland. Whether your home's in inner city Glasgow or Edinburgh, in the suburbs of Dundee or Aberdeen or along a single track road in Jura or Tiree, Skye or Harris, Westray or Fetlar, we supply your local public water and waste water services, 24 hours a day, 365 days a year”
.

The Water Industry (Scotland) Act 2002 also addressed the issue of consumer representation, by creating five regional Water Customer Consultation Panels, which are independent of Scottish Water and of other agencies, including the Water Industry Commissioner. The Scottish Consumer Council had previously criticized the WICCs as inadequate, and called for an “independent statutory body which will highlight issue of concern to domestic consumers and bring these to the attention of regulators, parliament and policy makers”.
 “Consumer representation in the water industry in Scotland currently comes under the auspices of the Water Industry Commissioner, who chairs three area consultative committees. However, there is no framework for ensuring that the interests of domestic consumers are represented outwith the regulatory system.” (SCC 2000: 1) 
“Effective representation of consumers’ interests is a key element in making any market work. Such a market can include regulatory failure. This applies just as much in the public sector where consumers have no choice of provider and suppliers have monopoly powers. Even where they have a specific consumer protection remit regulators have to balance many different interests in making their decisions and have to operate within a legal (and impartial) framework. Consumer advocacy fulfils a quite different role to regulation, providing a counterbalance to other more vociferous and powerful interests which are seeking to shape regulatory decisions.” (SCC 2000: 1) 
Also, some MSPs pushed for the now existing Panels to be introduced in the Water Industry Act 2002.
The costs of the restructuring leading to the creation of Scottish Water were considerable. “Our first task was to carry out probably the most complex merger which has ever taken place in Scotland as we joined together the former regional authorities – East of Scotland Water, West of Scotland Water and North of Scotland Water.  We inherited 300 IT systems, which we reduced to 80.  We inherited terms and conditions which varied massively across the country and within 18 months brought them together.  We inherited three different charging systems, three different billing systems, three widely different cultures and three entirely different sets of standards and procedures.  In short, no two processes we inherited were the same”.

Considerable energy was also devoted to enhance efficiencies. “Working with our regulator, we set about meeting the challenging efficiency target of reducing our operating costs by around 40 per cent in our first four years. In essence, our challenge is to achieve in four years what took fourteen years down south.  Around 1500 staff will leave the merged business by 2006.  More than 50 transformation projects have set about driving greater efficiency in our business. We saved £30 million in 2002/03.  We're on target to save up to £40 million in our second year.  That should mean that we're running the water industry for 20 per cent less than it cost two years ago!”. 

In order to rebuild the infrastructure in accordance with UK and EU regulations, Scottish Water set up a PPP (Public-Private Partnership), with a number of English private water and engineering companies. The PPP, named Scottish Water Solutions, was 51% owned by Scottish Water and two private consortia – one led by United Utilities and the Thames Water-led Sterling Water. “Scottish Water Solutions will deliver around 70% of the Scottish Water's Capital Investment Programme”
. 

In March 2004, the Scottish Parliament was expected to consider whether retail competition should be brought in for Scottish Water’s 150,000 business customers. 

The institutional and economic issues raised in the changes of regulatory arrangements for the Scottish water and sewerage industry were taken up  in the policy debate in the lead-up to the Water Services Act 2002 and focused on the development of the regulatory regime and remaining structural flaws and institutional drivers for change such as the Competition Act 1998. However, the process of institutional change through legislation is proceeding after the 2002 Act as well, suggesting that no final arrangement was found in this Act. 
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Current regulation process has Ministry as policy maker and decision taker and arbiter in regulation, WIC as regulator and advisor, and Scottish Water as operational agency. 

5.3.1.1 How economic regulation works

The Scottish Executive is effectively Scottish Water’s owner: it appoints the chief executive and chairman to the board of Scottish Water, who in turn appoint the board of Scottish Water. The Scottish Executive then internally has the Water Services Unit (WSU) and the Water Environment Unit, and the WSU is effectively the body that owns Scottish Water and is also the sponsor of the Drinking Water Regulator and the Water Industry Commissioner. The Water Environment Unit is the sponsor of SEPA. (Ponton interview, 2004) 

Q&S II, which is from April 2002 to March 2006, set prices and investment for the period. This included delivery of a £1.8bn investment programme originally costed at £2.3bn, requiring £500m of capital efficiency, based on a comparison with England and Wales. For the next period (preparation under way in 2004), Scottish Water prepares a draft business plan to send to the Commissioner. He assesses that and gives it to the Minister who goes along with other consultations and puts out a ministerial guidance which is the final Scottish Water business plan: a regulatory contract, which has a function for Scottish Water as it protects it from direct criticism. One of the difficulties with using England and Wales as a comparator is that these have had much higher levels of investment over the last 15 years, whereas Scotland is still catching up. (Ponton 2004)
5.3.2 2004 Draft Water Bill

The Programme for a Better Scotland, published on 15 May 2003 confirmed Ministers’ commitment to retaining Scottish Water in the public sector. In March 2004, the Scottish Parliament was expected to consider whether retail competition should be brought in for Scottish Water’s 150,000 business customers. This part of the draft bill is in application of the 1998 Competition Act.

“Although they have a significant backlog of investment which the WIC expects will not be eliminated for 15 years, recent efficiency gains and proposed restructuring should leave them in a position where they will be able to compete with new entrants for their market. It is hard to disagree with the view of the Executive and the WIC that competition is already here and must therefore be managed, but it is far from clear what the future shape of the industry will be.” (Hendry, 2001, 6)

The Water Services etc (Scotland) Bill according to Spice Report

If the proposals in the The Water Services Etc. (Scotland) Bill are brought into force, the post of the WIC will be dissolved and replaced by a Water Industry Commission. This Commission will be established as a corporate body and operate as a non-departmental public body (NDPB). Notwithstanding future changes in the Bill during or after the consultation process, the commission will have charge determination function, license new market entrants, assure orderly liberalisation (opening-up) of the market, and determine the issue of reasonable cost with regard to the collection of new developments.  The commission will consist of three to five non-executive directors and a chief executive. The intention of this reorganisation of the regulatory regime is to improve the transparency, accountability and consistency of regulation in the water industry.  This reorganisation is in line with the recommendations of the government's Better Regulation Taskforce and the Parliament's Finance Committee, and certainly draws lessons from the experiences of regulation since the creation of the WIC in 1999. It also draws closely on the example of England and Wales. The main driver for this Bill is the Competition Act 1998. Since it was brought into force in the year 2000, discussions over the shape of competition in the water industry in Scotland have been going on.  The proposal in the Bill would prohibit common carriage, a decision taken by the executive with regard to public health and environmental objectives, and introduce retail competition for non-vinegar by his own domestic customers, i.e. for billing, collecting charges, or responding to customer inquiries and complains.  The regulatory framework for the competition will function under a license regime by the Water Industry Commission.  With regards to the experiences in the setting charges for the Scottish industry in the last years, the commission will receive powers of  determination and Scottish Water a right to appeal to the Competition Commission. The new commission will have the responsibility to promote the interests not only of Scottish Water's customers but also of those of the licensed water retailers in the Scottish market (Spice July 2004).

The draft of the water services bill was amplified to respond to the concerns expressed in response to the draft bill and the concerns issued by the Scottish parliament finance committee in July 2004 about investing too much responsibility in one individual.  The report "Economic Regulators" by the Better Regulation Taskforce (2001) encouraged the creation of a board structure for regulators. The report went on to explain: "rewards of regulatory bodies should include all executive and non-executive members.  They should be appointed for their expertise rather than to represent stakeholder groups" (Better Regulation Taskforce 2001).

The reason for the new water bill can be pinned down to the Finance committee report of 2003 into the Finance and operation of Scottish water and the Commissioner.  It was highly critical and all and the debate about these issues.  Some of the criticism would due to antiballistic members of the Scottish National party.  One issue has been the antagonise position of Alan Sutherland, the industry commissioner.

The Minister Ross Finnie explains that he hopes that the new Water Bill will meet expectations of the Finance Committee. The committee recommends investigation by the executive on how to ensure transparency over borrowing provision in the future. The Executive responds on the one hand by referring to the customary lines of information and publication of investment data.  It also responds by explaining the decision to make available in additional 200 million pounds should be required in the case that we efficiency gains set out in the strategic review of charges 2002 2006 are not met. Ross Finnie refers to the fact that this is entirely consistent with the Minister's role as owner of the business. In July 2003, a total debt of 2.71 billion pounds in the end of the ongoing strategic review period was agreed by Scottish Water and the WIC. 

The alleged accounting error, argued by Analytical Consulting Ltd, was found to be untrue by the committee, though the decision was not taken unanimously.  In addition to that issue, the committee is involved in very detailed scrutiny of the processes between the Scottish executive, the Commissioner and the Scottish executive and arguably fulfils the purpose of democratic scrutiny. A major concern in the committee was the understanding in the capital programme of Scottish water.  The investment programme was delayed because Scottish water solutions Ltd took some time to set up, the investment programme for Scottish water had to be discussed with the regulators, then another reason put forward by the Minister was a rising delays in the planning of some projects. However, the Minister suggests that his monitoring of the delivery of investment is close an effective.

Although Alan Sutherland, the current water industry commissioner, exceeded the allowance agreed with ministers as regards the costs of running his offers by 140.000, the Minister Ross Finnie, citing things to continue the efficiency drive in the industry, decided to keep Alan Sutherland at first Chief Executive of the new commission.  In light of the overspending of the WIC, the New Water Services Bill provides for over accountability for customers through a revised structure of corporate governance. (Finnie, 14 July 2004).
The Global Water Report pointed out that the tensions inherent in the structure of Scottish Water appear to be causing further difficulties for the public body (GWR, 194, May 2004). The GWR refers to the Finance Committee report, which was particularly concerned that “there is a lack of transparency in the way in which the roles of the WIC as regulator and customer champion are combined and that there is a perception in the minds of at least some stakeholders that there may be a conflict of interest between the WIC’s stated role as a champion of current consumers and being a vital element in the drive for the water industry’s long-term efficiency” (Finance Committee as quoted by GWR, 194, May 2004). The Committee was also concerned about the lack of debate and consultation on the harmonisation of and the failure to phase in new charges, which had caused distress to businesses, which were faced with high increases in tariffs.  The Finance Committee urged for a review into investment and borrowing to complement the already agreed review of water charges. Another issue was the progress in efficiency.

6 Participation and sustainability in decision-making

6.1 Participation

In the early-to-mid 1990s an anti-privatisation campaign successful, but a mixed public-private model was subsequently introduced. Heavy Conservative defeats in Scottish local elections 1995 and 1997 general election were partly due to their privatisation/restructuring proposals. 

Following the 1997 election in which Labour took office, there was a review, including public consultation – with however virtually no public interest or participation. The review process attracted only 91 responses to the public consultation, compared to 4834 responses to the consultation issued by the Conservative government on 17 November 1992, suggesting far less public interest at the time.

"There was widespread perception that the authorities lack democratic legitimacy at present, but little agreement about any single way of securing such legitimacy" (Scottish Office, 1997, 5). According to the report, the public consultation process yielded concerns about the boards of local authorities, with reference to professionalism and representation by locally elected representatives. Democratic accountability was also addressed in terms of the Scottish parliament and the regulatory regime of the industry. Responsiveness and awfulness of the authorities was a concern as well, as much as the accountability of the Customer Council.

The review process was clearly influenced by the devolution of Scottish parliament, where the accountability of public bodies under the new Scottish executive was of concern because of the widespread existence of quangos led by unelected bodies. Also the consultation paper by the government "opening up quangos" suggested to bring regional quangos under the proper level of scrutiny and suggested that the Scottish parliament and its own wide-ranging reform powers that are needed to employ to assess strategic directions through consultation. (Scottish Office 1997: 6) 

Greater operational independence needed to be a compromise by greater accountability and for that reason the government increased numbers of locally elected councillors on the boards of the water authorities in 1999. This however has raised debates on whether this is an effective way to raise accountability because that in itself does not mean that civil society can access decisions more easily.

The Q&SII review has addressed issues through public consultation and in that period a regulatory reporting framework with comparisons to England and Wales has been established. ... In order to set the levels of service, the WIC took into consideration is the aspirations of customers expressed in public meetings and took into account the quantitative analysis of the Water Panel (see chapter 5 of SRC II).
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The Scottish Parliament enacted the Water Industry (Scotland) Act 2002 and brought into existence the five Water Customer Consultation Panels. The Minister for Environment appointed the Convener of Panels Ian Smith, who most recently was Local Government Ombudsman. The full memberships of the Panels started on 1 February 2003 (Water Customer Consultation Panels, 2003). The Panels were the first utility consumer organisation created by Scottish Parliament and is independent of Scottish Water and other agencies (Water Customer Consultation Panels, 2003). The Panels functions are to (1) represent the views and interests of the customers of Scottish Water, and each Panel must make (2) reports and recommendations on any matter they consider relevant to the interests of customers. (Water Customer Consultation Panels, 2003)

The Panels have collected a series of issues and topics from their meetings and contacts in the two years of their existence. The main topics reflect the main lines of public dispute in recent years. Business charges are perceived to be unrealistic and demands are voiced for a more moderate and phased harmonisation, an exemption scheme for charitable organisations (which was scratched earlier) and effluent-based charging. Household charges are commented in respect to affordability and metering or volume charges. The proximity of Scottish Water to its Customer s was criticised in respect to openness, decentralisation, community planning (a requirement for local authorities since 2003) and better consultation and support for public policy and needs, i.e. expansion. Amongst others, there was also mentioning of sustainable development, water quality and pressure, lead pipes, and development constraints. (Water Customer Consultation Panels, 2004)

The Scottish Parliament Finance Committee recommended giving the public greater confidence in the quality of the consultation undertaken by Scottish water and the water industry commissioner, proposing a clear consultation code with consistent approaches to publication of responses. The committee identified the need to reassure the public about the conduct of the relationship between the WIC, Scottish Water, its Customer s and the Scottish Ministers. It also referred to the Freedom of Information Act and the necessary publication schemes that will be published at the end of 2004. Public concerns in general have been raised all the quality of consultation on the major decisions being made within the water industry.

The committee also remarks on the relation between the water customer consultation adults and the Commissioner and suggests that in order to achieve more accountability and transparency that formal interactions should be lodged with the Parliament. In fact, the committee proposes in office of the water industry commissioner, modelled on some of the English and UK regulators, in order to provide greater accountability and continuity of the Scottish water industry.  It also considers powers of the diminishing for the WIC.

The Water Industry (Scotland) Act 2002 also addressed the issue of consumer representation, by creating five regional Water Customer Consultation Panels, which are independent (but get nominated by the Scottish Executive, so independence is limited) of Scottish Water and of other agencies, including the Water Industry Commissioner. The Committee was also concerned about the lack of debate and consultation on the harmonisation of and the failure to phase in new charges, which had caused distress to businesses, which were faced with high increases in tariffs.

“The Panels affirm customers’ requirements, and those of the UK Better Regulation Taskforce, that open assessment of probable impacts on customers of likely policies, strategies, and timescales should be quantified, and be the subject of early and frequent consultation with those likely to be affected prior to decisions being made. The application of best practice should also be carried out and compared on a level playing field” (Water Customer Consultation Panels, 2003).
6.2 Sustainability

6.2.1 Sustainability of Final Outcome for Episode 1
The benefits of the 1975 reform included the fact that for the first time sewerage services were consolidated and joined together in one organisation. This allowed for economies of scale, harmonisation of the industry, regional planning and allowed for a better allocation of resources to previously neglected areas (Sawkins and Dickie, 1999). However, serious structural flaws were identified by Sawkins and Dickie (1999), namely the weaknesses in environmental regulation and economic regulation. The former was diminished in effectiveness by the close working relationships between the regional councils and the river purification boards. Economic regulation was divided between central and local government, which gave rise to problems especially for capital expenditure. 

Central government interest was to keep capital expenditure low while local government did not favour increases of tariffs because of electoral popularity. Sawkins argues that such structural flaws were symptoms of a deeper problem of confused political regulatory accountability within the industry. First of all, it was and here how locally elected councillors on the boards of the water service boards of these authorities were accountable to the local electorate, particularly because of the comparatively little interest in the sector. Also, antagonism between local and central government could lead to detrimental decision-making for the services. Another potential source of conflict was that capital investment for the industry was decided by central government.

"This high degree of local political involvement may partly explain why employment levels in the Scottish water industry remained more or less steady for 20 years, whilst those in England and Wales fell steadily" (Sawkins and Dickie 1999: 235).

The Regional Councils had difficulties in sustaining long-term water sector operations. The long-term planning was faulty (Hooton, 2004). One reason for that was that the water systems were heavily intertwined with other council affairs.

A more positive evaluation of the sustainability of the institutional framework devised by the 1975 reform is provided by Crooks (1996). “Some analysts argue that what capital investments are necessary would have been available if the national government had not redirected revenue collected from Scottish water bill payers to fund projects elsewhere” (Crooks, 1996, 20). Their systems have served the public rather well under the management and control of local government (Crooks 1996: 12).

In 1992 about 73% of the content of public sewers was treated before being discharged to rivers, estuaries and coastal waters. The total employment figure was 6200 people, 3600 on water supply and 2600 on sewerage and sewage treatment (Scottish Office 1992).
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Although the political setup under Lothian County Council appeared to be stable, in light of proximity between citizens and the local authority responsible for running the operations, the absence of ring-fenced finances of the water and sewerage departments and the relatively low priority of investing in water services (explained by the fact that the infrastructure was in a good state) tended to undermine the economic and environmental sustainability of the arrangements. Water operations worked technically well, but underinvestment remained a pattern of the time and the 1967-1975 did not reverse such trend.

6.2.2 Sustainability of Final Outcome for Episode 2

6.2.2.1 Sustainability under the 3 Public Water Authorities

“It remains to be seen whether the Scottish industry - publicly owned, managed and regulated - can deliver a level of service equal to that offered at its private sector counterparts in England and Wales” (Sawkins and Dickie 1999: 245-246).

The major benefits of this realisation with integration in improvement of a separate management and operating systems by the new water authorities and the economies of scale and efficiencies gained by this process.  East of Scotland water authority 6 million savings within the first year and had a target to reduce operating costs by 26% by 2001.  The increased transparency of the PWAs was favourable from a consumer point of view.  It allowed for the undoing of unwillingness or inability by local and national politicians to call into question the performance of public-sector operators born there were ultimately responsible (Sawkins, 1999, 236)". The Local Government (Scotland) Act 1994 and required the authorities to use codes of practice and audited accounts. The overall accessibility was increased by a professional PR strategy and systematic customer consultation and in scrutiny by the House of Commons Scottish Affairs Elected Committee (Sawkins 1999).  The new culture of openness improved accountability, the rain from the Scottish Executive to Scottish parliament after devolution in 1998. In addition, the SWSCC operated as a quality independent regulatory body and opened new systems for official scrutiny through its Area Committees. The SWSCC used limited powers to obtain some comparative information from the authorities.  As Sawkins points out, the small operation was new and had not been accessible to regional councillors prior to the 1996 reorganisation.

Under the 3 PWAs, from 1996 to 1999, investment and operational planning was hampered by the fact that charges were only considered one year ahead.  The division of economic regulation between the SWSCC, responsible for price regulation unless in cases of dispute, and the Scottish office, responsible for assessment of efficiencies and capital expenditure requirements, also created problems for the industry. In 1998 the SWSCC was unable to reach agreement with the PWAs and referred the draft charges in the Secretary of State.  The fact that the Secretary of State sided with the PWAs in his decision was into question the ability of the SWSCC protect the interests of consumers and undermined its credibility and moral authority as a regulator (Sawkins 1999). In the words are Sawkins: "[i]t highlighted the need for a more powerful, politically independent economic regulator which combined the functions of SWSCC with those of the Scottish Office" (Sawkins and Dickie, 1999, 237).
The three water authorities were very disparate and that fact was recognised by the 1997 report "Outcome of Scottish Water Industry Review" (Scottish Office, 1997), though without mentioning the constraints inherent in that structure. The North of Scotland water authority supplied 1.1 million people, compared to 2.3 million for West of Scotland water authority and 1.5 million in the least, but had a supply area four times bigger than the smallest authority and double that of the West authority (Scottish Office, 1997).

The Outcome report sets out the progress made by the water authorities in the first year or two of existence.  Mainly the development of business accounting and management, and the creation of asset management plans. It also describes the expectation that water and become more important than the future and that the regulatory pressure on water quality and discharge but also on economic matters were to be strengthened.

Capital investment and efficiency will remain high on the policy agenda for the industry.  The public water authorities had plans for investment of 1.7 billion pounds over the years of 1999 to 2002 (Sawkins and Dickie 1999, 242). At the end of the 1990s, the Scottish water industry was in a similar situation of having to deal with a historical infrastructure under-investment and neglect as was faced by the regional water authorities in England and Wales in 1989.

For East of Scotland water the interim review proposed 37.8% for 1999 to 2001 and the Ministerial response was 28.8%, which is 9% lower. North of Scotland was proposed to rise by 71.5% for the same period and the Minister reduced this by 20.3 % to 51.2% over two years.
Inadequacy of PWA structure that was political compromise in 1994, especially the division of areas between authorities was, with hindsight, not very clever. So that NOSW faced unsustainable charge rises as proposed by WIC. The three authorities were created mainly along the line of existing supply and disposal networks, and the boundaries of previous local authorities of Scotland.
6.2.2.2 The sustainability of the PFI schemes

Wilson (1999, 13) “It is accepted that the backlog of investment required to meet the European Directives and address other deficiencies will not be able to be met within the very tight timeframe imposed by the European Directives. Although the only mechanism for much of this investment is private finance initiatives (specifically Build-Own-Operate) these have been slow to be implemented. By July 1997 only one successful PFI contract had been awarded (a £50M project for new secondary treatment plants in Inverness and Fort William). Difficulties experienced included the requirement by Westminster that PFI contracts must include a substantial transfer of risk to the private sector. If this were not able to be demonstrated, further reductions in the EFLs were imposed. As many of the PFI projects were for only one component of the treatment process, (typically sludge processing in place of sea dumping), the requirement for the private sector to both own and operate the new facility meant that the rest of the treatment process also had to be transferred to the private operator to allow integrated management of the entire process. There was also an unwillingness at some levels of management to "step out of their comfort zone" and move to private sector involvement in an industry which has been so dominated by the public sector for more than two hundred years. PFI schemes are unpopular with a substantial sector of general Scottish society who perceives them as "privatisation by the back door".”
A report by the Transport and Environment Committee in 2001 reported that a 42% of efficiency gains were reached for East of Scotland Water Authority in the PFI schemes in Almond Valley and Seafield & Esk Valley (WIC 1999, 179). According to the Commissioner, PFI schemes reduced the increase in revenue until the year 2001 by approximately 33 million per annum, compared to conventional procurement options (WIC 1999, 179). For all the nine PFI projects will process for a sense of the total workforce of Scotland and virtually all waste water in nonrural areas of Scotland.  East of Scotland water authority has signed a 30 years contract in 1999 with Stirling Water (Seafield) Ltd for waste water treatment mainly in Edinburgh. The annual fee for the year 2002 to 2003, the project fully operational, is £25 million.
In the Strategic Review of Charges, the Commissioner suggests that by his analysis the operating cost of Scotland around the year 2001 were approximately double what should be possible to achieve. This is given for the PPP solution as grave deficiencies in operating cost, according to the Commissioner. The Commissioner proposes to monitor and perform ongoing management of the projects in order to negotiate sharing of profit windfalls, which was highlighted by UK parliamentary examination that suggested that 30% were to be returned to public sector clients. This becomes relevant as the Commissioner suggests that the reductions in financing costs may have to PPP consortia with an unexpected benefit (WIC 1999: 182).  Contradictory however is his proposal to include PPP for retail services and technical support services.  This is confusing because arguably the rationale behind PFI schemes was the high level of investment in infrastructure development, which for those two more service related components of the water industry does not fit. 

The Commissioner suggests that PPP offers reasonable value for money although it has implications in other areas.  Notwithstanding, he points out that the value for money test has to be rigorously and appropriately applied, suggesting that such a review had not been undertaken till 2001. PPP costs for East of Scotland Water represent 11% of total operating costs in 2001-2002, increasing to 14% by 2005-2006 (WIC 1999: 315).  
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The 1996 reform generated political pressures on the water authorities which would have proved unsustainable were it not for a change in government and the effects of devolution, allowing for a more faithful representation of Scottish society and politics. Also, the partial consideration given by the Scottish Office to the response to the 1992 consultation arguably reduced the potential of that participatory exercise. However, although East of Scotland Water worked technically well and was ahead of the game in completing the survey of infrastructure, or asset register, threats to economic sustainability came from outside Edinburgh and the East of Scotland. The ill conceived subdivision of Scottish water operations in North, West and East, coupled with the sizeable investment programme facing the three Water Authorities, meant that price increases in the less populated North were unsustainable. This led to the need for reshaping the Scottish water industry after only six years, putting new pressure on the water operators and showing the feeble institutional sustainability of the 1994 Act. As regards Edinburgh, the planned replacement of two wastewater treatment plants was put on hold to concentrate resources to other areas of East of Scotland, requiring more urgent intervention. Also, the introduction of the WIC as a regulator appears to have been associated with a change in focus in favour of operational efficiency rather than best value for consumers. 
6.2.3 Sustainability of Final Outcome for Episode 3

“In this respect it is significant to note that English & Welsh providers have the benefit of their loan debt being extinguished at commencement, and the additional benefit of a “green dowry” from government, in total £6.6bn. Customers also expect a level playing field and best practice in the UK to be applied to the principles of charging for water and wastewater services” (Customer Consultation Panels, 2003).

“Dissatisfaction among Scots at the performance of Scottish Water is leading to something of a falling-off in support for a publicly funded water system, a poll conducted by the Scottish Consumer Council has found. The new SCC research, carried out by TNS System Three, has revealed that this figure is now around 70% of the population in Scotland and that 12% would actively support privatisation. The research also revealed consumers’ concerns about both levels of investment and inefficiencies in the industry. When asked what was the most important thing needed to improve water services, 37% of people wanted to see more investment and 32% wanted increased efficiency. Reacting to the research, the SCC’s Chairman, Graeme Millar said, “The majority of people in Scotland still want to have a publicly-funded water service. However, it is clear that, generally, views on ownership are changing against the background of concerns about the water service at present. Consumers want a service fit for the 21st century and a service provider that gives value for money and matches the best that can be offered by the private sector. However, the fact remains that household charges in Scotland still subsidise business costs and that many of the poorest people in our society are experiencing hardship as a result.” The SCC was also concerned that the introduction of competition might mean that, if the loss of business custom affected Scottish Water’s core costs, this could result in higher domestic charges and lower standards of service.” (GWR 192, April 2004)

“The merger resulting in Scottish Water has resulted in greater distance between the organisation and its customers, and degrees of dislocation in service and investment. To become closer to its customers, councils and organisations in each of Scottish Water’s four geographical areas Scottish Water must take steps to convince customers of sufficient flexibility at a local level in its investment and operational activities.” (Customer Consultation Panel, 2003) This is especially pertinent for local development constraint issues, such as Livingston and district where 18,000 houses are required, including social, affordable housing, schools and community facilities as a consequence of the overheating economy of Edinburgh. (Customer Consultation Panels, 2003)

The creation of Scottish Water appears to have brought stability to the institutional set-up, although interviewed stakeholders have pointed to a lack of proximity with citizens. Scottish Water is being run on a strong business basis, but its centralisation appears to have generated difficulties in the delivery of expected service quality levels. Despite its success in enhancing operational efficiency under regulatory scrutiny, there is a risk that the excessive pace of reform might undermine health and safety. In that sense, the predominant culture informing regulatory activity, based on efficiency maximisation rather than best value for consumers, and the cultural dependence on the English model, might potentially threaten the stability of the Scottish water industry and its ability to promote sustainable water operations. Furthermore, difficulties have been experienced in terms of institutional governance, so that conflict among different stakeholders around price determination has induced yet again new changes to the regulatory framework. Finally, it remains to be seen what the future implications of the introduction of a new form of PPP, Scottish Water Solutions, will be. An intended vehicle to further enhance efficiency, Scottish Water Solutions remains an untested solution.   
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7 City in time 
7.1 Water supply

In 1621 the Scottish Parliament passed an Act for a gravity supply in Edinburgh that was introduced in 1676 with a supply of 60,000 gallons a day. By 1760, various springs were added and augmented the supply to 200,000 Gallons a day. The next expansion was undertaken by the Corporation of Edinburgh in 1819 when the Edinburgh Water Company was formed and constructed a reservoir and use cast iron pipes for the main trunk to Edinburgh. With Crawley and Glencrose Schemes, Edinburgh in 1821 has a daily supply of 2,500,000 gallons daily. Public wells were provided all that time and around then household supply was introduced. Increasing demand in the 19th century led to more resource schemes (British Waterworks Association, 1934; Tetlaw, 1982: pp. 15-16). 

In 1862, an Act “gave local authorities the power to require landlords to introduce water into houses, at this time houses in slums were still totally devoid of water” (Tetlaw, 1982: p. 15). In 1870, the Edinburgh and District Water Trust, a corporate body consisting of representatives of the Town Councils of Edinburgh, Leith and Portobello, took over responsibility for providing water supply (British Waterworks Association, 1934; Tetlaw, 1982: p. 15). The supply of water “remained in the hands of the Trust until 1920 when it was transferred to Edinburgh Corporation” (Tetlaw, 1982: p. 15). “Responsibility for the supply of water remained in the hands of Edinburgh Corporation from 1920 until 1968 when the South East of Scotland Water Baird was created. This survived until 15 May 1975 when the present Authority, Lothian Regional Council, was created” (Tetlaw, 1982: p. 16).

7.2 Sewerage and wastewater treatment

Edinburgh experienced considerable urban growth from a population of 160,511 in 1851 to 316,837 in 1901. Urban growth led to increased pollution of the Water of Leigh. An Act in 1864 resulted in the construction of a sewer extending to the sea after intercepting several drains and sewers that previously discharged into the Water of Leigh. The expansion of the sewerage network continued incessantly until 1960 (Department of Water and Drainage, undated; Tetlaw, 1982: pp. 17-20). 

Wastewater treatment was first introduced in April 1978 with completion of the Seafield treatment plant, which benefited from a European Investment Bank “substantial loan at preferential rate of interest”. Sewage underwent primary treatment before being discharged into the sea, 2.8 kilometres off the shore. Sludge from the treatment works was disposed of at sea by a sludge disposal vessel. By 1982, 92% of Edinburgh’s sewage was treated at Seafield and the overall cost of the scheme had reached GBP 52 million (Department of Water and Drainage, undated; Tetlaw, 1982: p. 22).      

Sludge disposal vessel Gardyloo ceased its activity in December 1998 as the EU Urban Waste Water Directive banned sludge disposal at sea. From 1st January 1999, sewage received secondary treatment at the upgraded Seafield plant before being disposed of in a landfill site
.   
8 Conclusions and discussion of findings

· Water sector reform in Scotland was much dictated by Westminster’s agenda, in response to EU regulations, but also in the light of the ideology and political goals of the majority party of the day. However, reform initially led to different organisational modes than in England and Wales due to the specific aspects of Scottish politics and society (including historical traditions).

Throughout this process, England and Wales has served as a reference (e.g. in respect of the rejected model of outright privatisation), a model (e.g. in respect of regulation, organisational culture of water operators and consumer representation) and a benchmark for the achievement of efficiency targets. However, it should be noted that efficiency comparisons between England and Scotland might prove to be biased by Scotland’s lower level of urbanisation and the relatively higher costs of providing water services that this implies.

· Despite the originality and relative “Scottishness” of the institutional framework following the creation of the 3 Public Water Authorities in 1996, the decision of the Conservative government to impose such a setup despite widespread political and social opposition has led to a lasting path dependency. Path dependency from the political and institutional point of view, as the subsequent Labour government refrained from abolishing the setup introduced by the Tories in order not to induce excessive stress on the system. In turn, Labour government’s failure to revert the Scottish water industry under democratic control, while focussing exclusively on the efficiency side, has meant that subsequent reforms have increasingly taken the Scottish system closer to the English one in many respects, from regulation to consumer representation and conflict resolution, apart from the public ownership of the operator”. Path dependency from the economic point of view, as the subdivision of the Scottish territory under the 3 PWAs imposed by the Tories would then lead, coupled with the sheer volume of the capital investment programme, to the unsustainability of charge rises in the North of Scotland.       

· England and Wales remain a model for water regulation (economic, but possibly also environmental), organisational culture (efficiency-driven objectives) and a benchmark for the achievement of efficiency targets, despite the stark differences from the socio-political point of view, as well as in terms of urbanisation levels (and higher costs of provision). It remains to be seen what the long term effects of such a dual path dependency might be in Scotland. An event possibly leading to the English regulatory system to become a model to match and to English efficiency levels an objective to achieve for Scottish Water might be Labour government’s decision to obtain advice from Ofwat and ERM on how to improve the setup inherited from the Tories. As regards the effects of pursuit of English efficiency levels, trade unions have pointed to safety risks but WIC states that it is not efficiency that creates risks but rather the pace at which efficiencies are achieved. In that sense, it should be noted that a number of momentous structural changes have been introduced in the Scottish water industry in a relatively short period of time and that has been accompanied with ambitious efficiency targets and pressure to deliver high investment levels. On the other hand, WIC states that Scottish Water, due to its public ownership structure and the reduced costs in terms of raising investment capital and ability to reinvest all its profits in the system, has the potential to become even more efficient than English water companies (thanks to the incentive coming from regulation, that is a valuable method either under privatisation or public water operations). 

· The principal-agent relationship might be expected to be less problematic under public ownership, due to the absence of conflicts of interest similar to those under private ownership and management of operations (e.g. the private operator’s primary objective is to maximise profit and dividends, not the public interest of the served community). In fact, the row over charges between Scottish Water and WIC seems to counter the above statement. It remains to be seen to what extent that row was caused to Scottish Water rejected daunting tasks in terms of capital investment and efficiency achievements in a context of complex organisational restructuring. If that was the case, it could be said that problems in the principal-agent relationship under public ownership and management of operations might be caused by the bureaucratic attitude of the principal in setting over-ambitious targets (in this specific case, WIC acts as the regulatory agent for the principal, that is the Scottish Executive, while Scottish Water acts as the operating agent sponsored by the Scottish Executive; however, the relationship WIC/SW can be seen as an essential part of the principal-agent relationship between the Scottish Executive and Scottish Water).

· The fact that under the current draft of the new Water Bill, the Scottish Executive would divest itself of its role as arbiter in case of disagreement over charges and other regulatory matters between WIC and Scottish Water is due to the asymmetry of capacity between the Scottish Executive and WIC (with Scottish Executive being extremely glad it would not have to go through the nightmare of having to redo WIC’s work with limited resources and technical capacity ever again). On the one hand, that measure goes along the predicament of regulatory theory in that the independence of the regulator from political power would be strengthened. On the other hand, that would amount to the definite abandonment of initial Labour’s ambitions to strengthen democratic control over the Scottish water industry. In fact, decisions would be increasingly taken from a bureaucratic body (WIC) with diminished democratic scrutiny and disagreements being settled by the Competition Commission. Such changes to the regulatory setup seem to reflect Ofwat’s view that regulation is good either under private or public water operations, whereas it can be argued that the flexibility typical of public operations could allow for and certainly benefit from a less bureaucratic attitude towards target setting. It also remains to be seen whether the transformation of WIC from a single commissioner to a panel of commissioners might contribute in creating a more realistic and responsive regulatory attitude.

· It is debatable whether PFI schemes have delivered the expected levels of efficiency in the realisation of the capital investment programme. Certainly, few years after their introduction with the reform of 1996 PFI is not considered anymore as a vehicle for delivering the remaining capital investment. It remains to be seen whether the new vehicle of choice, Scottish Water Solutions, which appears to be based on a different partnership structure than BOTs, will be able to deliver 70% of Scottish Water’s capital investment together with the expected efficiencies. 

· Water reform in Scotland has, since 1975, followed trends set by water reform in England and Wales, but the creation of the Water Customer Consultation Panels in 2002 has anticipated the establishment of an analogous body in England and Wales independent from Ofwat (which is not expected before 2005). It remains to be seen whether independent consumer representation through the Water Customer Consultation Panels will increase the transparency, accountability and sustainability of water supply and sanitation operations in Scotland, or whether such an objective will be undermined by powers limited to mere consultation.
· It remains to be seen whether the 1992-1993 consultation held by the Scottish Office on the future organisational mode of the Scottish water industry resulted in decisions responsive to public opinion. Provided that the option of outright privatisation was excluded in the light of massive opposition, which would have made it politically unsustainable, it is not clear whether the consultation clearly favoured a full public sector option or not. In other words, it remains to be seen whether the public response was as overwhelmingly in favour of a fuller public sector option other than option d) as it was against outright privatisation. If so, the Scottish Office and central government might have disregarded the indications provided by the consultation, as PSP was eventually introduced through PFI, which might suggest that consultation is not necessarily an effective and inclusive form of public participation when public authorities calling for it have the resources to ignore the prescriptions of the public. In other words, public consultations of the guise used in November 1992 to March 1993 might represent negative forms of participation, whereby decision makers only take account of results registering options which are firmly rejected by the largest majority of participants rather than informing their decisions to a positive attitude expressed by the public.
· The consultation held by the Labour government in 1997 aiming at informing the review of the Scottish water industry suggests that consultations are very much shaped by the selection of individuals and organisations invited to participate. For example, Ofwat and ERM might have contributed to a considerable extent in the outcome of the review.

· Whereas public participation aiming at informing crucial decisions on restructuring the whole water industry has taken the form of consultations, public participation associated with the more ordinary running of water operations has taken the form of arguably consumer representative bodies, characterised by consultative powers. On the one hand, this has resulted in the decision of a number of stakeholders to take other and less official routes in order to make their voice heard more effectively. On the other hand, this has created a path dependency in that subsequent adjustments to participatory mechanisms have only addressed the independence of the consumer bodies and possibly their resources, rather than the representativeness of such consumer bodies (which cannot be regarded as representing the majority of consumers but are rather appointed to look at consumers’ interests) and the extension of their powers to more than a consultative function.     
· Although the Conservative government was planning to introduce water sector reform in Scotland along the lines of England and Wales, that is to say in the form of privatisation, they then failed to extend the sort of fiscal benefits enjoyed by the privatised water companies South of the border (e.g. green dowry) to the Scottish PWAs. It remains to be seen whether the different ownership structure might have determined the decision not to apply such benefits.

· It remains to be seen whether the following can be argued: a) in Episode 1 the culture permeating the Scottish water industry, or at least Edinburgh water operations, was predominantly bureaucratic and technocratic; b) with reforms introduced in Episode 2, and strengthened in Episode 3, the predominant culture was replaced by a commercial culture, primarily focussing on financial issues; c) if the bureaucratic/technocratic culture caused a certain imbalance in the considerations informing water operations, the commercial culture which has replaced it appears to have caused not a minor imbalance, possibly undermining the overall sustainability of the system (whereby the instability is also to be attributed by a target culture apparently resilient to take into account the social, technical and economic costs of an accelerating process of contemporary massive capital investment, efficiency pursuit and organisational restructuring which as no equal with reforms introduced South of the border); d) the reform which is most likely going to be introduced in Episode 4 (the 2004 Drat Water Bill) arguably redress such imbalance; e) what is required to enhance sustainability is a more holistic approach whereby the overall sustainability of the system (from a PESTE point of view) is addressed simultaneously, without expecting that taking care of the financial side by default ensure sustainability. In other words, economic and financial considerations should be taken into account as a means to an end – ensuring managerial soundness – rather than an end in itself.
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