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Introduction

This document is a partial Business and Regulatory Impact Assessment (BRIA)
prepared to support the Scottish Government’s consultation on its statutory inputs
into the Strategic Review of Charges (SRC) for the 2027-33 regulatory period: the
Ministerial Objectives and the Principles of Charging Statement.

The SRC sets the framework for how Scottish Water will deliver services and invest
in infrastructure over the next regulatory period. The Ministerial Objectives outline
the Scottish Government’s ambitions for the water industry over the 2027-33
regulatory period. These include maintaining the standard of services currently
enjoyed by customers, supporting economic growth, and adapting to the challenges
of climate change. The Principles of Charging Statement sets out the Ministers’
policy approach to how water and wastewater charges should be structured, aiming
to ensure fairness, transparency, and financial sustainability for customers and
Scottish Water alike.

This partial BRIA summarises the evidence these proposals seek to address and
outlines the policy options under consideration. It is intended to inform stakeholders
and support engagement during the consultation period.

A final BRIA will be published by October 2026, once the Ministerial Objectives and
Principles of Charging Statement have been finalised following consultation and
further policy development.

Executive summary

Issue and why it needs to be addressed

Ministers are required to set the period for which a charge determination by the
Water Industry Commission for Scotland (WICS) will apply. The current regulatory
period for Scottish Water ends on 31 March 2027. The Scottish Ministers have
powers to direct Scottish Water as regards the exercise of their functions, and in
particular, set objectives regarding the standard of services to be provided by
Scottish Water in the exercise of its functions. The current Ministerial Objectives
apply in respect of the 2021-2027 period. This means that from 1 April 2027 onwards
new Ministerial Objectives are required to be set for Scottish Water on what
Ministers’ objectives are for the sector, and the Scottish Government’s policy towards
how charges should be applied. WICS must determine the maximum amounts of
charges payable by Scottish Water’s customers during the regulatory period set by
the Scottish Ministers. The current determination also expires on 31 March 2027.
Therefore new arrangements have to be put in place to ensure statutory compliance
from April 2027.

Ministers have commissioned the SRC for the next six-year period which will run
from 1 April 2027 to 31 March 2033." As part of this statutory process, Ministers may
specify Ministerial Objectives which Scottish Water must deliver (including through
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investment) and the standard of services it must provide to its customers. Ministers
are also required to set the Principles of Charging, which will guide how charges are
structured. These inputs are essential to ensuring Scottish Water continues to deliver
high-quality services in a way that is affordable to its customers, responsive to the
challenges of climate change, and supportive of our ambitions to grow the economy.
Scottish Water produces a business plan setting out how it will deliver the Ministerial
Objectives. WICS then determines the lowest overall reasonable cost for Scottish
Water to deliver the Ministerial Objectives in a way that is consistent with the
Principles of Charging, setting a maximum amount within which Scottish Water can
charge its customers.

Intended outcomes
The policy proposals aim to ensure the water industry:

Supports inclusive economic growth and resilient infrastructure.
Maintains high levels of service and customer trust.

Keeps charges affordable and fair for households and businesses.
Responds effectively to the challenges of climate change and net zero
targets.

Options

As the current regulatory period concludes on 31 March 2027, in order to ensure the
industry continues to be effective and provide services to customers, a smooth
transition to the next regulatory period, which starts immediately in April 2027, is
necessary. Ministers have a statutory duty under the Water Industry (Scotland) Act
2002 to give Scottish Water directions, which may set the Ministerial Objectives, and
issue to Scottish Water and WICS a statement of policy regarding charges under a
charges scheme, the Principles of Charging?. Non-regulatory or voluntary
approaches have not been considered appropriate due to the statutory requirements
of the SRC process. The options under consideration represent an evolution of the
current framework, with refinements to reflect emerging priorities and stakeholder
feedback.

Sectors affected

The proposals will affect almost all sectors of the economy that rely on Scottish
Water to provide water and wastewater services. The proposals will primarily affect:

e Scottish Water and its operational and investment planning.

e Customers of Scottish Water — namely households.

e Scottish Water’s supply chain, particularly construction and engineering
services.

e Licensed Providers operating in the non-household retail market, for whom
Scottish Water is the wholesaler.

2 See sections 56A and 29D of the Water Industry (Scotland) Act 2002, respectively.
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e The housing sector and other developers and industrial customers, e.g. when
seeking new connections to public water and wastewater infrastructure.

Engagement completed, ongoing and planned

To date, engagement has focused on stakeholders directly involved in the water
industry, including:

e Consumer Scotland, the Drinking Water Quality Regulator (DWQR), the
Scottish Environment Protection Agency (SEPA), Scottish Water, and WICS.

e Other parties involved in the industry or representing consumers: Scottish
Water’s Independent Customer Group, the Central Market Agency, the
Convention of Scottish Local Authorities, the Office of the Scottish Charity
Regulator, Scottish Council for Voluntary Organisations, Local Authorities and
Licensed Providers in the retail market via dedicated working groups.

Further engagement is planned with a broader range of stakeholders, e.g. business
organisations, as part of the public consultation to inform the finalisation of the
Ministerial Objectives and Principles of Charging policy inputs.

Anticipated impacts (intended and unintended, positive
and negative) and mitigating actions

The proposed Ministerial Objectives and Principles of Charging being consulted on
are based on those in the current regulatory period. This is consistent with what was
set out by Ministers in the Commissioning Letter issued to WICS in April 2024. The
Commissioning Letter initiated the SRC and set the length of the next regulatory
period at six years, as Ministers are required to do under section 29B(2) of the Water
Industry (Scotland) Act 2002. As such, the proposals represent an evolution of
Ministers’ requirements for the current regulatory period and do not add significant
new burdens on the industry and so no significant impacts - positive or negative - are
expected.

However, due to an increasing need to replace and maintain existing assets and the
need upgrade them to cope with population increases and the impacts of climate
change, the investment programme may need to be larger than at present with
consequential impacts on charges. Any unintended consequences will be monitored
and addressed through stakeholder engagement and regulatory oversight.

Enforcement/ compliance

Scottish Water develops a Business Plan to deliver the Ministerial Objectives which
WICS assesses to determine a cost-effective maximum charge. Scottish Water
produces an annual Scheme of Charges which WICS assesses for consistency with
the Principles of Charging. While formal enforcement mechanisms are limited to
those related to drinking water quality and environmental standards rather than
economic and customer performance, Scottish Water is required to:

e Comply with the Ministerial Objectives.

4


https://wics.scot/publications/price-setting/strategic-review-charges-2027-33/approach/2027-33-commissioning-letter

e Set charges in line with the Principles of Charging.

Compliance will be monitored through the Water Industry Investment Group, and
WICS will ensure charging schemes are consistent with the agreed principles.

Recommendations/ implementation plans

To support WICS in making its draft and final determinations, its methodology for the
SRC requires Scottish Water to submit business plans detailing how it will deliver the
Ministerial Objectives. Scottish Water submitted its draft business plan to WICS in
June 2025 and received feedback on this from industry stakeholders, namely
Consumer Scotland, DWQR, its own Independent Customer Group, SEPA, and
WICS. Scottish Water will reflect on this feedback as it develops its final business
plan which it is required to submit to WICS in February 2026. WICS will then publish
its draft determination on 30 June 2026 and Ministers will, having reflected on the
draft determination and responses to the public consultation, finalise their Ministerial
Objectives and Principles of Charging before WICS publishes its final determination
in October 2026.

Ahead of the 2027-33 regulatory period and throughout, Scottish Water will also be
required to submit annual delivery plans to Ministers setting out how it will deliver on
the Ministerial Objectives.

Evaluation and monitoring of implementation/ review of
BRIA

This partial BRIA will be reviewed and further developed following:

e Feedback from the public consultation on the Ministerial Objectives and
Principles of Charging.

e Publication of Scottish Water’s final business plan.

e WICS’ draft determination and stakeholder responses.

e Afinal BRIA will be published by October 2026, alongside the finalised
Ministerial Objectives and Principles of Charging.
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Section 1: Background, aims and options

Background to policy issue

Scotland’s water industry is entering a period of significant challenge and
transformation. The Scottish Ministers have powers to direct Scottish Water as
regards the exercise of their functions, and in particular, set objectives regarding the
standard of services to be provided by Scottish Water in the exercise of its functions.
The Scottish Ministers are also required under the Water Industry (Scotland) Act
2002 to set the Principles of Charging for each regulatory period. The SRC for 2027-
33 will determine how Scottish Water is funded to deliver essential water and
wastewater services, while ensuring that customer charges remain affordable and

fair.

The Scottish Government is seeking to address a range of interlinked challenges
facing the water industry:

Ageing infrastructure: much of Scotland’s water and wastewater infrastructure
is reaching the end of its operational life. Without sustained investment, there
is a risk to service reliability, water quality, and environmental performance.
Climate change adaptation: the impacts of climate change are already being
felt, with more frequent extreme weather events, droughts, and flooding.
Scottish Water’s Climate Change Adaptation Plan 2024 outlines the scale of
the challenge, estimating that between £2 billion to £5 billion of investment will
be required over the next 25 years to adapt assets and services to a changing
climate.

Population change: according to the National Records of Scotland, Scotland’s
population is projected to grow by 6.2% between mid-2022 and mid-2047.
This will place additional pressure on infrastructure and service delivery in
certain regions.

Affordability and water poverty: ensuring that water and wastewater charges
remain affordable is a key priority. A Consumer Scotland report published in
October 2024 found that around 11% of Scottish households are in water
poverty, with some facing charges exceeding 5% of disposable income.

The current policy framework is set out in the Ministerial Objectives and Principles of
Charging for the 2021-27 regulatory period. These documents define the strategic
direction for the industry and the approach to customer charging. Scottish Water
operates under a statutory framework that includes the Sewerage (Scotland) Act
1968, Water (Scotland) Act 1980, Water Industry (Scotland) Act 2002, Water

Services etc. (Scotland) Act 2005, Water Resources (Scotland) Act 2013, and

associated regulations.

Several ongoing and forthcoming policy initiatives are relevant to the SRC for 2027-

33:

The Scottish Government’s 2023 consultation on water, wastewater, and
drainage policy explored how the industry can adapt to climate change and
deliver sustainable services.
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e In the European Union the recast EU Urban Waste Water Treatment Directive
(Directive (EU) 2024/3019) and the recast Drinking Water Directive (Directive
(EU) 2020/2184) introduce new standards for pollution control, monitoring,
and public health protection, with alignment in Scotland still being considered
by Scottish Ministers and Parliament.

o The Cunliffe Review of the water sector in England and Wales, published in
2025, recommends significant reforms to regulation, governance, and
investment planning. While the review applies to a different jurisdiction, its
findings may offer insights for Scotland’s own strategic planning.

e Ministers are consulting on options for council tax reform. Any reform of
council tax would significantly affect household water charges, e.g. requiring
Scottish Water to recalculate charges for households.

The current exercise does not propose new or alternative policy action. Rather, the
Scottish Ministers have powers and duties under the Water Industry (Scotland) Act
2002 to set out their Ministerial Objectives and Principles of Charging for each
regulatory period. The SRC for 2027-33 is the mechanism through which the
Scottish Government ensures that Scottish Water is appropriately financed to meet
its statutory duties and long-term challenges, while protecting customers from
unaffordable charges.

Purpose/ aim of action and desired effect

The SRC for the 2027-33 regulatory period represents a critical opportunity for the
Scottish Government to set the direction for the water industry in Scotland, ensuring
that Scottish Water continues to deliver high-quality services while making
meaningful progress towards the long-term Water Sector Vision. The Scottish
Government provides this direction through establishing clear Ministerial Objectives
and Principles of Charging that will guide Scottish Water’s investment planning and
delivery over the regulatory period, ensuring alignment with statutory duties,
customer expectations, and national strategic priorities.

The Scottish Government seeks to ensure that Scottish Water:

« Builds on its current strong performance, with targeted improvements in areas
identified by Ministers, such as its understanding of the condition of its asset
base, climate resilience (particularly in relation to water resources), continued
support for economic growth, mindful of the challenges presented by climate
change and a growing population, and its monitoring and reporting of
overflows from its wastewater network.

o Demonstrates accountability and transparency to Ministers, regulators, and
customers by evidencing progress against the Ministerial Objectives.

o Delivers best value for money, ensuring that every investment made yields the
maximum possible improvement in outcomes relative to cost.

o Collaborates effectively with stakeholders, including Consumer Scotland,
DWQR, SEPA, and WICS, to balance delivery of its statutory duties and the
Ministerial Objectives with the affordability of customer charges.

o Charges its customers according to the Principles of Charging which sets out
Ministers’ five fundamental principles for charges and how charges for
different customers should be implemented.
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These outcomes are not only essential for the effective functioning of the water
industry but are also directly aligned with the Scottish Government’s broader
strategic aims as articulated in the First Minister’s four priorities in the Programme for
Government 2025 to 2026:

o Eradicating child poverty: by keeping water charges affordable and ensuring
equitable access to high-quality water services, the policy supports low-
income households and contributes to reducing financial pressure on families.

o Growing the economy: investment in water infrastructure underpins
sustainable economic development, enabling housing growth, business
expansion, and job creation across Scotland.

» Tackling the climate emergency: the Ministerial Objectives will drive Scottish
Water to enhance its climate resilience, reduce emissions, and adapt its
infrastructure to future climate risks, contributing to Scotland’s net zero
ambitions.

« Ensuring high quality and sustainable public services: the Ministerial
Objectives and Principles of Charging will ensure that Scottish Water remains
a high-performing public service provider, delivering reliable, safe,
sustainable, and affordable services to all customers.

The ideal outcome is that the Ministerial Objectives and Principles of Charging are
set at a level that enables Scottish Water to make substantial progress towards the
Water Sector Vision in the 2027-33 regulatory period, while continuing to deliver
high-quality services, adapting to climate challenges, supporting economic growth,
and maintaining affordability. The necessary minimum acceptable outcome is that
Scottish Water is, in general, able to maintain current service levels and statutory
compliance, while making incremental progress in priority areas without placing
undue financial burden on customers.

Outcomes will be measured through a robust governance framework. WICS’
methodology establishes outcome measures linked to the Ministerial Objectives,
against which Scottish Water must forecast its performance. Progress will be
monitored by water industry stakeholders through the Water Industry Investment
Group, which will evaluate delivery against forecasts and other performance
indicators. This ensures accountability and enables timely intervention if progress
deviates from expectations. Furthermore, WICS’ annual reports on Scottish Water’s
performance will comment on its progress towards the Ministerial Objectives and
delivery of the investment programme in line with the final determination.

Scottish Water’s investment programme is not fixed at the start of the regulatory
period and is able to flex (i.e. projects or programmes can be added or removed) in
response to emerging priorities. Scottish Water uses the Investment Planning and
Prioritisation Framework, which was co-created by water industry stakeholders
ahead of the current regulatory period 2021-27, to identify investment needs and
then plan, prepare, and deliver them. As requested by Ministers in the
Commissioning Letter®, WICS and Scottish Water are leading work with water

3 The Commissioning Letter states: “With the advice from the Investment Group, Ministers expect a suitable
governance structure be developed which identifies, on a rolling basis, the outputs necessary to deliver their
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industry stakeholders to produce an updated framework, consistent with WICS’
methodology, which will be used in the next regulatory period in 2027-33.

Options (considered so far/ still open)

In preparing for the SRC for 2027-33, a range of options have been considered to
determine the most appropriate framework for setting the Ministerial Objectives and
Principles of Charging. These options reflect varying degrees of continuity and
change from the current arrangements in place for the 2021-27 regulatory period.
The assessment of options has been informed by policy, regulatory, and operational
considerations, as well as alignment with the Scottish Government’s Better
Regulation principles.

Three options have been considered:

The first option considered was to replicate the Ministerial Objectives and Principles
of Charging for the 2021-27 regulatory period exactly with no changes. While this
approach offers simplicity and would limit the need for stakeholder re-engagement, it
does not reflect the evolving policy landscape, emerging challenges (e.g. climate
resilience, affordability), or lessons learned from implementation in the 2021-27
regulatory period. It may also fail to address areas where greater clarity or
refinement is needed.

o Type of action: continuation of current approach

o Status: considered but not preferred

» Justification: Better Regulation alignment:

Transparent: limited, as it does not reflect updated policy priorities
Accountable: weak, as it does not respond to stakeholder feedback
Proportionate: potentially disproportionate given changing context
Consistent: strong, but risks stagnation

Targeted: lacks responsiveness to emerging needs

O O O O O

The second option considered was to evolve the Ministerial Objectives and
Principles of Charging for the 2021-27 regulatory period. This option involves
retaining the core structure and intent of the current framework while introducing
targeted refinements to improve clarity, responsiveness, and alignment with current
Ministerial priorities. These changes may include updates to language, emphasis on
specific outputs or outcomes (e.g. asset maintenance, sustainable economic growth,
climate adaptation), and adjustments to reflect lessons learned during the current
regulatory period. This is the preferred option and balances continuity with
adaptability and is consistent with the Scottish Government’s Better Regulation
principles.

« Type of action: evolution of current approach
o Status: preferred and under active development
» Justification: Better Regulation alignment:
o Transparent: enhances clarity and stakeholder understanding

Objectives. Scottish Ministers request that the Commission work with Scottish Water to establish a monitoring
framework and process to review the delivery against these Objectives during the Regulatory Period.”
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Accountable: reflects Ministerial direction and stakeholder input
Proportionate: adjusts framework without overhauling it
Consistent: builds on established regulatory precedent
Targeted: focuses on areas of improvement and strategic priority

O O O O

The third option considered would involve a fundamental redesign of both the
Ministerial Objectives (e.g. more prescriptive Ministerial Objectives and consequently
a less flexible investment programme) and the Principles of Charging (e.g. redesign
of affordability support). This option has not been investigated in detalil, as it is
inconsistent with the direction set out in the Commissioning Letter from the Scottish
Ministers. Pursuing this option would require extensive consultation and a longer
lead-in period than is available.

Type of action: major change in current approach

Status: Not investigated

Justification: misaligned with Ministerial intent and commissioning scope
Better Regulation alignment:

Transparent: would require significant stakeholder engagement
Accountable: potentially high, but not feasible within current scope
Proportionate: likely disproportionate to current needs

Consistent: breaks with established regulatory trajectory

Targeted: too narrow and focused (or broad and unfocused) for current
commissioning context

O O O O O

Table 1: Summary table of options

Better
Option Description Type of Action | Status Regulation
Alignment
Maintain
1 2021-27 Continuation Considered M.'Xed
framework alignment
unchanged
Evolution of
2 2021-27 Refinement Active Strong
framework alignment
(Preferred)
Major . Not o
> overhaul Redesign investigated Misaligned

Sectors/ Groups affected

The proposed changes to Ministerial Objectives and Principles of Charging will affect
different groups in different ways.

Clearly Scottish Water — as the publicly owned company responsible for delivering
public water and wastewater services across Scotland — will be directly affected. As
reported in its 2024/25 Annual Report and Accounts, Scottish Water directly
employed 4,849 people across Scotland. A further economic impact report
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undertaken for Scottish Water in July 2025 showed that Scottish Water supports
more than 21,000 jobs directly and indirectly. Among the reports other conclusions
were that:

o Forevery £1 invested by Scottish Water, £3 in value is generated for the
Scottish economy, reflecting strong economic returns on infrastructure
spending and totalling £4.5 billion annually

o Each direct job Scottish Water creates, supports four jobs in Scotland,
meaning water investment has a bigger multiplier effect on the Scottish
economy than oil, gas and power sectors

o Nearly 90% of Scottish Water’s direct supply chain spending is with
companies operating in Scotland

The Ministerial Objectives and Principles of Charging will affect both what Scottish
Water needs to deliver over the period, and how it charges for it. Scottish Water’s
final business plan for 2027-33 will need to demonstrate how it will deliver on both
the Ministerial Objectives and Principles of Charging. Because the final Ministerial
Objectives and Principles of Charging will not be confirmed until after Scottish Water
submits its final business plan, Scottish Water has prepared its plan on the basis of
the draft Ministerial Objectives and Principles of Charging in the Commissioning
Letter issued by Ministers in April 2024. If there are any significant changes, Scottish
Water would need to respond to this in their Delivery Plan.

WICS must determine the lowest overall reasonable cost for Scottish Water to
deliver the Ministerial Objectives, consistent with the Principles of Charging. If there
are significant changes to these, WICS may need to request further information from
Scottish Water beyond that included in its final business plan to enable it to issue its
draft and final determinations.

The Ministerial Objectives and Principles of Charging should have no significant
impact on DWQR or SEPA, Scottish Water’s independent drinking water and
environmental quality regulators, respectively, because they do not affect their
functions as regulators. Similarly there should be no significant impact on Consumer
Scotland

The proposed changes will also directly affect Scottish Water’s customers. These
include 2.67 million household customers and 160,297 business premises, for whom
22 Licensed Providers provide retail services with Scottish Water as the wholesaler.
Significant changes to the Ministerial Objectives could increase or reduce the need
for investment by Scottish Water. This could result in an increase or decrease in
customer charges. The Principles of Charging determine how these charges are
allocated across the customer base and significant changes to these could increase
or decrease the charges, for both households and businesses.

Household customers are charged based on their council tax band, with discounts
applied when applicable. The Ministerial Objectives and Principles of Charging will
affect the level of charges under the maximum amount determined by WICS.
Furthermore, the Principles of Charging establish how charges are apportioned (i.e.
via council tax band) and how they are implemented (e.g. collected by Local
Authorities).
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The Principles of Charging also set out the affordability support that Ministers expect
Scottish Water to provide to households with their water bills. Local Authorities
administer charges for household customers and the associated affordability
measures. As such any significant changes would require changes in the
arrangements with Local Authorities. No changes to the current approach are being
proposed.

Licensed Providers operate in the competitive retail market for non-household water
and wastewater services. There are currently 22 active Licensed Providers listed on
WICS’ Reqister of Licences. Licenced Providers purchase water from the wholesaler
(Scottish Water), with the wholesale charge also being governed by the SRC
process and subject to the maximum amounts of charges determined by WICS. The
maximum retail charges that Licensed Providers can charge is determined by WICS
(the Default Direction). The Ministerial Objectives and Principles of Charging will,
therefore, also affect what Licensed Providers charge businesses for the services
they provide.

The Principles of Charging set out the support that Ministers expect Scottish Water
and Licenced Providers to provide to business, e.g. the exemption scheme that
applies to small charities and community amateur sports clubs. No changes to the
current approach are being proposed.

The scale and nature of Scottish Water’s investment activity in the 2027-33
regulatory period - determined by the Ministerial Objectives - will have direct
implications for its supply chain. As set out above Scottish Water supports over
21,000 jobs directly and indirectly, with nearly 90% of its supply chain spending
directed to companies operating in Scotland.

The supply chain encompasses a wide range of sectors, including:
e Construction
e Engineering
e Technology
e Environmental services

These businesses operate across Scotland, including in remote and rural
communities, and contribute to local employment, particularly in areas of high
deprivation. Directly and indirectly, the water industry is a significant employer in
areas of socio-economic deprivation. In Glasgow, 55% of its workforce is based in
the most deprived SIMD 1-2 communities. In the Highlands, 62% of its workforce is
based in the most deprived SIMD 1-2 communities.

Beyond the immediate supply chain, other businesses may be indirectly affected
through:

e Shifts in infrastructure investment priorities

e Impacts on local economies due to construction and service delivery activities

These effects may be particularly pronounced in sectors that rely on water-intensive
processes or are located near major infrastructure projects.
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Section 2: Engagement and information
gathering

Engagement approach

The Scottish Government has adopted a phased and inclusive approach to
engagement throughout the development of the Ministerial Objectives and Principles
of Charging for the 2027-33 regulatory period. Engagement to date has focused on
collaboration with key water industry stakeholders and cross-government policy
alignment, while future engagement will ensure transparency and responsiveness
through formal consultation and statutory processes.

To date, officials have engaged with:
e Scottish Water
Consumer Scotland
DWQR
SEPA
WICS
The Convention of Scottish Local Authorities
Local Authorities
The Central Market Agency
Representatives of the Licensed Providers in the retail market
The Office of the Scottish Charity Regulator
The Scottish Council for Voluntary Organisations

This engagement has been through dedicated working groups - the Future
Investment Group and the Future Charging Group. These forums have supported
iterative development of the Ministerial Objectives and Principles of Charging,
building on the direction set out in the Commissioning Letter. Engagement has also
taken place across Scottish Government policy areas to ensure alignment with
broader strategic objectives.

It is also worth reflecting on the engagement that has been undertaken by other
water industry stakeholders on various parts of the SRC process.
e WICS’ public consultation on their methodology
e Memorandum of understanding on customer engagement between Scottish
Water, WICS, and Consumer Scotland that ensures customer engagement is
embedded throughout the SRC process
e Feedback from Consumer Scotland, WICS and the other water industry
stakeholders on Scottish Water’s draft business plan

Officials have also drawn on a range of evidence sources including published
statistics, stakeholder reports, consultation analyses, and relevant government
strategies developed since 2021.

The main public consultation on the draft Ministerial Objectives and Principles of
Charging has been published alongside this partial BRIA. The Scottish Government
will publish an analysis of the responses to the public consultation after the 2026
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Scottish Parliament election. WICS will publish its draft determination in June 2026
and then consult on this. Ministers will finalise the Ministerial Objectives and
Principles of Charging ahead of WICS publishing its final determination in October
2026. This will ensure that feedback from the public consultation and WICS’ draft
determination can be fully considered before the Ministerial Objectives and
Principles of Charging are finalised.
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Internal SG engagement/ engagement with wider Public
Sector

Internal SG engagement

Officials have engaged with relevant Scottish Government policy areas to ensure
that the Ministerial Objectives and Principles of Charging align with wider
government strategies and priorities, particularly those introduced or updated since
April 2021. This engagement has included discussions with teams responsible for
the Infrastructure Investment Plan, Scottish National Adaptation Plan, National
Planning Framework 4, Scotland’s Circular Economy and Waste Route Map to 2030,
National Flood Resilience Strateqy, and Scotland's Climate Change Plan — 2026-
2040. These interactions have helped identify potential synergies and avoid conflicts
with concurrent policy activity affecting the water sector.

Officials will also consider the implications of the proposals for investment and
competitiveness. Ahead of finalising the BRIA, engagement is planned with the
Directorate for International Trade and Investment (DITI), including the Investment
Strategy and Delivery Unit and the Inward Investment Policy Unit. This will ensure
alignment with the recommendations of the First Minister’s Investor Panel to position
Scotland as a globally competitive investment destination. Current assessment
suggests the proposals will support these recommendations and are unlikely to have
any detrimental impact.

Further engagement is also planned with the Regulatory Review Group prior to
publication of the final BRIA.

UK/ Devolved Administrations

Officials have not engaged with governments in other parts of the UK on these
proposals, as they are specific to the water industry and regulatory framework in
Scotland. The proposals are expected to have no direct impact on the water
industries in England, Wales, or Northern Ireland.

There may, however, be some indirect impacts arising from the scale of capital
investment programmes being delivered in England and Wales alongside that
proposed by Scottish Water. As outlined in its methodology for the SRC, WICS will
consider these factors to ensure Scottish Water can deliver its investment
programme efficiently and maintain value for customers.

Wider Public Sector

As previously set out, engagement has taken place with a number of key
stakeholders across the wider public sector.

No direct engagement has yet been undertaken with Scotland’s enterprise agencies
(Scottish Enterprise, Scottish Development International, Highlands and Islands
Enterprise, and South of Scotland Enterprise), the Scottish National Investment
Bank, or Scottish Futures Trust. However, the Scottish Government will make these
organisations aware of the public consultation and will welcome their views at that
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stage. This approach will help ensure alignment with wider economic development
and investment priorities.

International

No engagement has been undertaken with government organisations in other
countries or with foreign policy makers. The proposals for the SRC are specific to
Scotland’s water industry and will have no direct impact on water sectors elsewhere.
They are not expected to influence trade arrangements or international regulatory
frameworks.
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Business / Third Sector engagement

Engagement with business stakeholders will predominantly occur through the
consultation on the draft Principles of Charging and the Ministerial Objectives.
Engagement to date has focused on the perspectives of the Central Market Agency,
representing the retail market, and representatives of the Licensed Providers. This
has contributed to the development of the Principles of Charging through the Future
Charging Group. This has provided insight into the operational and affordability
considerations for non-household customers.

In addition, Scottish Water has undertaken research with around 270 business
customers as part of its customer research programme for the SRC. This
engagement has explored views on the affordability of proposed investment
scenarios and identified priority service areas for businesses. The findings of this
research will be published at the same time as its final business plan.

Further engagement is planned with a broader range of stakeholders, including
business organisations, to inform the finalisation of the Ministerial Objectives and
Principles of Charging. This approach aligns with the New Deal for Business
principles by ensuring transparency, early involvement, and representation of diverse
business models. The Scottish Government will also seek to include small
businesses in future engagement activities to assess potential impacts.

No specific engagement has been undertaken with businesses outside Scotland at

this stage. However, views from all interested parties will be welcomed during the
public consultation.
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Public consultation

The Scottish Government has launched a 12-week public consultation to seek views
on the proposed Ministerial Objectives and Principles of Charging for the 2027-33
regulatory period. The consultation launched on 6 January 2026 and will close in late
March 2026. An analysis of responses will be published after the 2026 Scottish
Parliament election. A summary of the feedback received through the public
consultation and its influence on the final policy proposals will be included when this
BRIA and the Ministerial Objectives and Principles of Charging are finalised by
October 2026.

Of the three options presented in this BRIA, the preferred option proposed in the
consultation is for an evolution of the existing Ministerial Objectives and Principles of
Charging. This approach reflects continuity with previous regulatory periods while
incorporating lessons learned and stakeholder feedback. It should be noted that
similar Ministerial Objectives and Principles of Charging were consulted on in 2018
and 2020.

The public consultation document is published on the Scottish Government website
and Citizen Space to ensure broad public access. The materials are written in clear
and accessible language to ensure inclusivity. Statutory consultees and key industry
stakeholders have been notified and encouraged to participate.

Feedback from the consultation will inform the refinement of the Ministerial
Objectives and Principles of Charging. Identified impacts will be assessed and
incorporated into the final proposals to ensure they reflect stakeholder priorities and
deliver value for customers and the industry.

Other stakeholders

At this stage, we do not anticipate the need for further consultation with additional
stakeholders beyond those identified in other sections of this BRIA. The Scottish
Government will, however, keep this position under review until the Ministerial
Objectives and Principles of Charging are finalised by October 2026.
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Section 3: Costs, impacts and benefits

Quantified costs to businesses

Based on analysis to date, the primary direct cost to businesses under the proposed
Ministerial Objectives and Principles of Charging will arise from changes to
wholesale charges for water and wastewater services. These services are provided
to non-household customers by Licensed Providers, who purchase them wholesale
from Scottish Water. Scottish Water’s draft business plan for 2027-33 indicated that it
expected wholesale charges would need to increase by CPI + 4% per annum. It is
noted that WICS have published their feedback on this draft business plan and that
Scottish Water will consider this feedback and the Ministerial Objectives in
developing their final business plan. However, whatever the final charge increases, it
is anticipated that Licensed Providers would pass those on to their business
customers.

These costs would affect all businesses operating in Scotland that consume water
and wastewater services, with the greatest impact on sectors with high water usage,
such as food and drink manufacturing, hospitality, and certain industrial processes.
The impacts are expected to be limited to direct service costs; no significant
resource costs (e.g., staff training or system changes) have been identified at this
stage.

It should be noted that the draft figures reflect Scottish Water’s assessment of the
investment required to deliver the draft Ministerial Objectives. The maximum amount
customers can be charged is determined by WICS and its initial view will be
apparent when it publishes its draft determination in June 2026. This will be reflected
in the final BRIA. The final costs will be confirmed when WICS publishes its final
determination in October 2026.

Other impacts

Beyond the direct cost implications outlined earlier, no significant additional impacts
on businesses are anticipated from the proposed Ministerial Objectives and
Principles of Charging. The proposals represent an evolution of the existing
framework rather than a fundamental change, and therefore unintended
consequences are expected to be minimal.

One area of potential impact relates to the Ministerial Objective on Supporting
Sustainable Economic Growth, which requires Scottish Water to work with
businesses and industry to provide strategic capacity to meet their domestic and
non-domestic needs. The objective introduces a caveat that Scottish Water is not
obliged to provide capacity for non-domestic needs where doing so would
compromise its ability to meet domestic obligations to its current or future customers
without incurring unreasonable costs. This reflects existing Scottish Water duties
under Section 9(2) of the Water (Scotland) Act 1980 and as such, is not expected to
materially alter the existing policy framework.
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No evidence has emerged to suggest that these proposals will negatively impact
business investment decisions or the ability of businesses to meet other policy
requirements. However, the Scottish Government will continue to monitor feedback
during the consultation period and through engagement with stakeholders to identify
any emerging issues.

Scottish firms’ international competitiveness

The proposed Ministerial Objectives and Principles of Charging largely continue the
existing policy framework. Consequently, the overall impact on Scottish firms’ ability
to compete internationally is expected to be minimal.

Scottish Water’s draft business plan indicates that it believes charges will need to
rise to enable delivery of the Ministerial Objectives. This will increase costs for
businesses, particularly those with high water consumption. However, were these
changes to materialise they are not anticipated to materially affect international
competitiveness. The charging approach remains consistent with the principles that
they should remain stable, fair, equitable and affordable. This will help maintain
stability for businesses operating in global markets.

Similarly, Scotland’s attractiveness for global capital investment is unlikely to be
adversely affected. The Ministerial Objectives seek to balance investment needs with
affordability, supporting confidence in the long-term resilience of water services. This
stability is likely to be considered positive from the perspective of investors.

Overall, while some cost increases are expected, the proposals are not expected to
significantly influence Scotland’s competitive position internationally. This will be kept
under review as part of ongoing monitoring.

Benefits to business

The proposed Ministerial Objectives and Principles of Charging are expected to
deliver continuity and stability for businesses. While the policy does not directly
reduce costs of goods or services, it provides indirect benefits through predictable
charging structures and sustained service quality.

All businesses can therefore continue to rely on high-quality water and wastewater
services, which are essential for operational efficiency across all sectors.

Small business impacts

The proposed Ministerial Objectives and Principles of Charging are expected to have
broadly similar impacts on small and large businesses.

Smaller businesses may find it more challenging to absorb any cost increases.
However, as charges for businesses are generally based on actual water
consumption, most businesses have the opportunity to manage costs through
improved water efficiency. Scottish Water’s Water is Always Worth Saving campaign
materials provide guidance on water-saving measures, and the Ministerial Objectives
require continued engagement with its customers to promote water efficiency.
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The charging principles also maintain existing exemptions for charities, which will
continue to benefit organisations operating on a not-for-profit basis. To avoid
charities that are exempted from water charges having an unfair advantage over
small businesses, charities are not eligible if they are running a commercial activity
that would compete with businesses, e.g. a café or shop. No additional exemptions
for small businesses are proposed, as impacts are considered proportionate and
mitigated through consumption-based charging and efficiency support.

Investment

The proposals are not expected to make Scotland less attractive for global
investment. The approach seeks to balance affordability with the need for sustained
investment in water and wastewater services, supporting confidence in the long-term
resilience of essential infrastructure. It is anticipated this stability will generally be
viewed positively by investors.

While Scottish Water anticipates that charges will need to rise to deliver the
Ministerial Objectives, the Ministerial Objectives and Principles of Charging are
intended to ensure any increases are proportionate and stable, mitigating potential
concerns around cost volatility.

The policy framework continues to provide clarity and transparency, which aligns
with the recommendations of the Investor Panel to consider investor sentiment when
developing policy.

Workforce and Fair Work

The proposals are not expected to introduce new requirements that directly affect
workforce practices or recruitment. However, any increase in charges will impact
business costs, which in turn may affect their ability to meet Fair Work First
principles, including paying the real Living Wage.

This risk has been mitigated by ensuring that the Ministerial Objectives are
proportionate and that revenue raised through customer charges is invested to
address the challenges the water industry faces, enabling it to continue to provide
high-quality water and wastewater services. The approach seeks to balance
ambition with affordability, reducing the likelihood of significant cost pressures that
could constrain fair work commitments.

Furthermore, by requiring a stable and predictable charging framework, the

Principles of Charging will help businesses plan effectively and sustain fair work
standards.

Climate change/ Circular Economy
The proposals are expected to have a positive impact on businesses’ ability

(including Scottish Water’s) to contribute to climate and circular economy targets,
including their own plans and wider Scottish Government objectives.
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The Ministerial Objectives require Scottish Water to maintain its trajectory towards
achieving net zero emissions. Scottish Water’s net zero emissions target includes its
operational and capital investment emissions. This has resulted in its supply chain
having to embed emissions reduction into their operations.

In addition, the Ministerial Objectives require Scottish Water to assess the potential
for resource recovery from its sewage systems and promote the sustainable reuse of
bioresources and effluent. These requirements support circular economy principles
and could create collaborative opportunities for businesses.

Overall, the proposals reinforce Scotland’s climate ambitions and circular economy
objectives, while offering businesses the chance to engage in innovative emissions
reduction and resource recovery projects.

Competition Assessment

The proposals are not expected to have any material impact on competition. Scottish
Water operates as a regulated monopoly for wholesale and household water and
wastewater services, governed by statute, and the competitive retail market for non-
household customers is already established with 22 active Licensed Providers under
the governance of WICS.

An initial assessment against the Competition and Markets Authority questions is as
follows:

o Will the measure directly or indirectly limit the number or range of suppliers?
o No. The proposals do not alter market structure or licensing
arrangements. Nor change the fact that Scottish Water is the only
supplier for households.

o Will the measure limit the ability of suppliers to compete?
o No. Retail competition remains unaffected, and wholesale
arrangements continue under existing regulatory frameworks.

e Will the measure limit suppliers’ incentives to compete?
o No. The proposals maintain current principles and do not introduce
barriers to innovation or service differentiation.

« Will the measure affect consumers’ ability to engage with the market and
make choices that align with their preferences?
o No. Non-household customers will continue to choose among Licensed
Providers as before.

« Will the measure affect suppliers’ ability and/or incentive to introduce new
technologies, products or business models?
o No. The proposals do not restrict innovation and may indirectly support
investment in efficiency and sustainability.

Overall, the proposals are considered neutral in terms of competition impacts.
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Consumer Duty

The Ministerial Objectives and Principles of Charging have been developed in line
with the Consumer Duty under the Consumer Scotland Act 2020. The proposals aim
to ensure continued provision of high-quality water and wastewater services at a cost
that is affordable to households and businesses. Careful consideration has been
given to the impact on consumers, both households and non-households (i.e.
businesses) including those in vulnerable circumstances.

The impacts on consumers (household and non-household) of the proposed
Ministerial Objectives and Principles of Charging have been explored at various
points throughout this partial BRIA. As the proposals are an evolution of the existing
approach, they do not introduce any new impacts on consumers that are considered
material. They do not affect consumers’ access to services, the choice available to
consumers, the information, their safety, fairness, representation or redress. The
Scottish Government indirectly engages with consumers’ views through the
Independent Customer Group within Scottish Water, and engaging with Consumer
Scotland. The public consultation accompanying this BRIA is the Scottish
Government’s direct engagement with consumers.

Household customers have no choice of supplier, and above-inflation charge
increases may increase the number of households in water poverty. Charges will
continue to be linked to council tax bands, which does not allow customers to
influence bills through reduced consumption. However a range of affordability
support is provided including through the Water Charges Reduction Scheme
(WCRS), which provides support for low-income households. Alternatives such as
increasing discounts, were considered, but as they are funded by charges on all
customers, it would impose additional costs on other customers, potentially creating
further affordability challenges. We will continue to provide affordability support and
encourage uptake.

Wholesale charge increases will be passed on by Licensed Providers, but business
customers, including small and medium-sized enterprises (SMEs), retain the ability
to choose their retail supplier and negotiate payment plans. No exemptions for SMEs
are proposed, as this would redistribute costs to other business customers. The
charity exemption scheme will continue, targeting small charities only to avoid
distorting competition with SMEs offering similar services.

The proposals seek to balance affordability with the need for investment in resilient,
high-quality services. While some consumers may experience higher costs,
mitigation measures such as WCRS and predictable charging principles aim to
reduce harm. No alternative proposals were identified that would improve outcomes
without creating significant negative impacts elsewhere.

In developing these proposals, the Scottish Government has considered the impact

on consumers, including those in vulnerable circumstances, and taken steps to
mitigate harm where possible.
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Section 4: Additional implementation
considerations

Enforcement/ compliance

Compliance with the Ministerial Objectives and Principles of Charging will be the
responsibility of Scottish Water and WICS. These requirements will come into effect
from 1 April 2027 and will be monitored through existing governance and reporting
arrangements rather than new enforcement mechanisms.

How compliance will be promoted and monitored:

Delivery of the Ministerial Objectives will be tracked via the Water Industry
Investment Group, Scottish Water’s Delivery Plan, and the annual
performance reports published by WICS.

Scottish Water will also work with WICS to make public-facing information
available on its performance against outcome measures linked to the
Ministerial Objectives, ensuring transparency. This is a requirement of the
Ministerial Objectives.

WICS will assess Scottish Water’s annual Scheme of Charges for consistency
with the Principles of Charging.

Enforcement powers and responsibilities:

Formal enforcement powers remain limited to those associated with drinking
water quality and environmental standards, which sit with DWQR and SEPA,
respectively. The Ministerial Objectives and Principles of Charging do not
confer additional powers.

WICS has been engaged throughout development via the Future Investment
Group and Future Charging Group, and the proposals are not expected to
create additional work beyond its current statutory duties. Scottish Ministers
have a statutory duty to consult WICS on the Principles of Charging.

Resources and alignment:

No significant additional resources are anticipated. Compliance activity will
align with existing monitoring and reporting processes to minimise burden.
The Scottish Government will consider whether existing directions such as
Governance Directions issued to Scottish Water, require revision to ensure
consistency with the Ministerial Objectives.

Consequences of non-compliance:

Under section 56(5) of the Water Industry (Scotland) Act 2002, Scottish Water
must comply with directions containing the Ministerial Objectives. Under
section 29C(4) of that Act, Scottish Water and WICS must comply with the
statement of policy regarding charges as issued by Ministers under

section 29D. In addition to breaching a statutory obligation, failure to comply
with the Ministerial Objectives may result in a failure to deliver the policy
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objectives and could additionally lead to reputational damage, delayed
benefits for customers, or increased regulatory action.

Approach and exemptions:

¢ No exemptions are currently proposed, as Scottish Water and WICS have
existing statutory obligations to comply with the Ministerial Objectives and
Principles of Charging.

¢ Implementation will not be phased; all requirements commence from April
2027.

Compliance expectations:

e Scottish Water and WICS have statutory obligations to comply with the
Ministerial Objectives and Principles of Charging.

e The desired outcome is demonstrable progress against all outcome measures
linked to the Ministerial Objectives and annual Scheme of Charges that fully
adhere to the Principles of Charging.

UK, EU and International Regulatory Alignment and
Obligations

Internal Market/ Intra-UK Trade

The proposals are not expected to have any impact on intra-UK trade. Scottish
Water operates within a geographically defined statutory area, and its core services
are not traded across UK nations. As such, the Ministerial Objectives and Principles
of Charging apply exclusively to Scottish Water and WICS and do not introduce any
barriers or burdens that would affect trade between the nations of the UK.

Some of the Licenced Providers also operate in England and Wales, with customers
based there. These proposals only have jurisdiction in Scotland. So whilst their
services in Scotland will be affected by these proposals, their services elsewhere in
the UK will not.

International Trade Implications

The proposals are not expected to have any implications for international trade.
Scottish Water operates within a geographically defined statutory area, and its core
services are not traded internationally. The Ministerial Objectives and Principles of
Charging apply solely to Scottish Water and WICS and do not introduce any
requirements that would affect imports or exports of goods or services, nor do they
impose technical standards on imported goods or create differential treatment
between domestic and foreign businesses.

EU Alignment consideration
The proposals do not create any barriers to alignment with EU standards. In fact,

certain requirements within the Ministerial Objectives support progress in this
direction. For example, the requirement for Scottish Water to adopt an integrated
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urban catchment management approach to sustainably drain rainwater is consistent
with measures recently introduced in the EU through Article 5 of the recast Urban
Wastewater Treatment Directive.

The proposals have no implications for access to EU markets for goods, services, or
people, and there are no interactions with the United Kingdom Internal Market Act
2020 or relevant Common Framework agreements. Overall, the measures are
considered neutral or positive in terms of EU alignment.
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Legal Aid

The proposals have no implications for the availability of legal aid or expenditure

from the legal aid fund. The Ministerial Objectives and Principles of Charging apply
solely to Scottish Water and WICS and do not introduce measures that would result
in additional individuals seeking legal assistance or being taken through the courts.

Digital impact

The proposals have no digital implications. The Ministerial Objectives and Principles
of Charging apply solely to Scottish Water and WICS and do not introduce measures
that differentiate between online and offline business models. The proposals cannot

be circumvented through digital transactions and do not create any adverse impact
on businesses operating in either digital or traditional contexts.

Business forms

The proposals will not introduce any new forms for Scottish Water or other
businesses.
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Section 5: Next steps and implementation

Recommendations/ preferred options

The preferred option is to evolve the Ministerial Objectives and Principles of
Charging established for the 2021-27 regulatory period. This approach is consistent
with the expectations set out in the Ministerial Commissioning Letter and reflects the
preparatory work undertaken by WICS and Scottish Water. The focus has been on
targeted refinements to improve clarity, ensure responsiveness to emerging
challenges, and align with the current priorities of Ministers.

In terms of mitigation, Scottish Water’s draft business plan indicates that, in its view,
customer charges will need to rise to deliver the Ministerial Objectives. Ministers
have, therefore, been mindful of affordability when setting the Ministerial Objectives.
The intention is that the Ministerial Objectives provide the framework for a balanced
investment programme that enables Scottish Water to continue to provide high-
quality services, accommodate growth, and adapt to the challenges presented by
climate change, while keeping bills affordable for customers.

Implementation considerations/ plan

Following public consultation and publication of WICS’ draft determination, Ministers,
having given consideration to these and the views of Scottish Water and the other
statutory consultees, will finalise their Ministerial Objectives and Principles of
Charging. The Ministerial Objectives will be issued in a Ministerial direction to
Scottish Water and the Principles of Charging issued to Scottish Water and WICS as
a policy statement. These documents must be in place before WICS issues its final
determination in October 2026.

The Ministerial Objectives and Principles of Charging will come into force on 1 April
2027, from which point Scottish Water must comply with the Ministerial Objectives
and Scottish Water and WICS must ensure the annual Scheme of Charges is
consistent with the Principles of Charging. Enforcement will align with existing
governance arrangements from this date. There are no WTO notification
requirements, as the proposals do not introduce measures affecting international
trade.

Post implementation review

The effectiveness of the Ministerial Objectives and Principles of Charging will be
monitored through established governance arrangements. Delivery of the Ministerial
Objectives will be tracked via the Water Industry Investment Group, Scottish Water’s
Delivery Plan, and the annual performance report published by WICS. WICS will also
assess Scottish Water’s annual Scheme of Charges for consistency with the
Principles of Charging.

The 2027-33 regulatory period will run for six years, ending on 31 March 2033, at

which point the Ministerial Objectives and Principles of Charging that are the subject
of this partial BRIA will expire. Before this date Ministers will commission a review to
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inform arrangements for the subsequent period. This review will compare outcomes
against expectations set out in policy documentation, including this BRIA, consider
how the challenges the water industry currently faces have been addressed during
the regulatory period, progress in delivering the Water Sector Vision, and identify any
adjustments required based on evidence.
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Declaration

| have read the partial Business and Regulatory Impact Assessment, and | am
satisfied that, given the available evidence, it represents a reasonable view of the
likely costs, benefits and impact of the leading options as they are understood at this
time. | am satisfied that business impact has been considered and will continue to be
assessed with the support of businesses in Scotland throughout the options
development process.

| am also satisfied that officials have considered the impact on consumers as
required by the Consumer Scotland Act 2020 in completion of the Consumer Duty
section of this partial BRIA.

. Mo

Date: 16 December 2025

Signed:

Minister's name: Gillian Martin MSP
Minister's title: Cabinet Secretary for Climate Action and Energy

Scottish Government Contact point: darren.knox@gov.scot or
alice.mitchell@gov.scot
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