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1 Introduction

1.1  Objectives of this Guidance

This guidance document sets out a methodology and a framework for collating and
presenting evidence for disproportionate costs analyses (DCAs) in England,
Scotland, Wales and Northern Ireland under the EU Water Framework Directive
(WFD). It has been designed for use by non-economists within relevant UK
regulators and co-regulators that will be conducting DCAs.

1.2  What is Disproportionate Cost Analysis?

DCA is a process for identifying whether the costs of action are proportionate to the
benefits. In this context, proportionality is assessed through two types of analysis,
Economic Efficiency Analysis (EEA) and Distributional Analysis (DA), as follows:

i. EEA is used to test whether the total costs of action are proportionate to the total
benefits. The question is effectively whether it is an efficient use of scarce
resources for society as a whole. It is principally concerned with analysis of the
costs and benefits at a national level, the aim being to ensure that the action is
justifiable in terms of the overall net gain to society. It is thus effectively a Cost
Benefit Analysis (CBA), although benefits may be assessed qualitatively. WFD
measures may be considered disproportionately costly (DC) when costs outweigh
benefits (however measured).

i. DA on the other hand is concerned with whether costs are proportionate to any
relevant consequences in terms of the distribution (or redistribution) of gains and
losses. It involves identifying who is causing a problem, who is paying to address
the problem (or incurring costs or other impacts as a result) and who is benefiting
from the problem being addressed. It therefore enables one to identify ‘winners’
and ‘losers’. The basic principles of DCA are simple, and many aspects of the
process are similar to those used elsewhere to inform Government policy (e.g.
coastal defence, transport, and water company investment option appraisals).

1.3 DCA in the Water Framework Directive !

Option appraisal tools such as DCA play a key role in delivery of the WFD. Clearly, it
is desirable that measures implemented do not incur disproportionate cost. The
output of the DCA process is the evidence required to make this decision and, if the
costs of achieving the default objectives are disproportionate, to set alternative
objectives .

The relevant measures to be assessed in the DCA are only the Non Reference
Case Measures’ (NRCMs). These exclude measures required under other EU
Directives as well as measures that are already agreed and have funding in place
(Reference Case Measures).

Default objectives include status objectives that define the ‘quality’ of a water body
that needs to be reached or maintained, as well as non-deterioration, progressive
reduction of pollutants, protected area and trend reversal objectives (though note

! See Annex A for more background on DCA and the Water Framework Directive.
2 See also Section 3.4
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that not all objectives apply to all water bodies).

There are four types of alternative objective % (1) an extended deadline; (2) less
stringent status objectives; (3) different objectives for heavily modified water bodies
(HMWBS) or artificial water bodies (AWBs)*; and (4) different objectives where there
are new modifications or new sustainable development activities. The DCA process
is applicable to the first three types of alternative objective (i.e. it does not apply
to new modifications or sustainable development activities). The DCA process is
thus not applicable to all objectives and measures. The DCA is only required where
an alternative objective is being proposed on the basis of Disproportionate Costs.
DCAs are thus used to assess whether an extended deadline, less stringent
objective or alternative objective for a HMWB or AWB is appropriate. The decision-
making processes for the first two objectives outlined above are captured in Figures
1 and 2 overleaf®.

Under the WFD (Article 4(5a)), a less stringent environmental objective may be set
when human activity or the natural condition of the water body is such that
achievement of these objectives would be disproportionately expensive, as long as
the environmental and socioeconomic ‘needs’ served by such human activity cannot
be achieved by ‘alternative means’ which are a significantly better environmental
option not entailing disproportionate costs. The DCA process can also be applied
to the ‘alternative means’ in the same way as any other measure or combination
of measures (as explained in Section 3).

1.4  This guidance document

This section outlines the scope, structure and contents of this guidance document,
as well as the types of end-user to which it applies.

1.4.1 What is covered by this guidance?

This guidance outlines the evidence required to support decisions on whether
measures required to meet objectives set for water bodies through the RBMP
development process are disproportionately costly or not. Note that it does not
provide guidance on what constitutes disproportionate costs, rather it focuses on
what types of DC information many be useful, and the type, range, format and
quality of evidence needed in different situations.

As explained further in Section 2, the DCA follows a step-by-step process involving
varying amounts of evidence to be collated and presented (the objective being that
the majority of simple cases require relatively little effort). This document goes
through these stages and in doing so provides guidance related to:

« ldentifying if only a brief statement is required for a DCA.

< Determining what type(s) of evidence should be collected during a DCA,

3 Not all of the alternative objectives apply to each of the default objectives. The situations in which the
alternative objectives apply are set out in Annex A.

* Note that the default objectives are different for HMWBS/AWBs (e.g. instead of Good Ecological
Status or Moderate Ecological Status the objectives would be Good Ecological Potential or Moderate
Ecological Potential).

® Note that the process of designating water bodies as HMWB or AWB is distinct and covered
elsewhere. However, the same process shown in Figures 1 and 2 is still used to set alternative
objectives for HMWB/AWSBS if the default objectives are DC.
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< Determining the appropriate scale of analysis and level of detail needed;

< Defining the ‘gap’ to be addressed by measures in order to achieve the specified
objective(s);

« Identifying what economic efficiency (i.e. costs and benefits) and distributional
analysis impacts are associated with the measures;

« Identifying appropriate alternative objectives; and

« Incorporating issues associated with uncertainty related to all of the above.

The guidance assumes that the default (or alternative) objectives are known and
that a measure or combination of measures has been identified, either through a
CEA or from another route (e.g. a combination proposed by RBD stakeholders).
Additional steps, such as defining the gap and identifying costs, could also be
covered as part of a CEA (or another route).

1.4.2 Case studies

Development of this guidance involved undertaking 35 case studies from around the
UK to explore a range of circumstances in which the guidance will need to be
applied. The aim was to help develop the guidelines and provide examples of how
the evidence should be presented.

The case studies are provided for reference but do not represent models of how
analysis should be presented, not least because the final guidance differs
considerably from the earlier drafts which were used to prepare the case studies.
Though case studies have been “sense checked” by an appropriate expert, there
may be errors or omissions. In addition, many of the case studies are hypothetical
variations and as such do not necessarily represent real situations and decisions.

Case study summaries are provided in Appendix G.
1.4.3 Who is this guidance for?

The guidance has been designed to be readily understandable and useable by non-
economists likely to be completing the DCAs and others with vested interests in the
outcomes in England, Scotland, Wales and Northern Ireland. This is likely to include
those within regulatory bodies and other relevant co-regulators and competent
authorities (e.g. the Environment Agency, the Environment & Heritage Service,
Northern Ireland and the Scottish Environment Protection Agency), policy-makers,
water users and user interest groups.

1.4.4 The structure of this document

The main document contains the following sections:

e Section 1: This introduction, which explains the purpose and structure of the
guidelines, and sets DCA in the wider context of the WFD;

e Section 2: Overview of the DCA process and guiding principles;
e Section 3: Step-by-step guidance on the DCA Process;

e Section 4: Guidance on completing the additional supporting evidence tables for
Stage 2 of the DCA,

Revised Final Guidance
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Appendix A:
Appendix B:
Appendix C:
Appendix D:
Appendix E:
Appendix F:
Appendix G:
Appendix H:

Appendix I
Appendix J:

Appendix K:

Revised Final Guidance

Section 5: Outlines a scoring system to assess the significance on non-use
impacts.

This short guidance document should provide everything needed to document the
evidence on disproportionate costs in the majority of cases. In the simplest cases
this would involve the completion of one small spreadsheet for recording the
evidence. Where further guidance is needed, an accompanying set of Annexes and
Appendices are available to provide more detailed information on the role of DCA in
the WFD. These further materials allow more detailed evidence to be compiled
where this is necessary.

The separate Annex documents contain the following:

Annex A contains more background on the context of DCAs within the WFD;
Annex B provides more detail on the general methodology and key issues;
Annex C provides instructions on completing the Screening spreadsheet;
Annexes D to N contain guidance on completing spreadsheets 1 to 11;
Annex O explains the automatic calculation sheets for use with the ASTs;
Annex P explains use of Tools A and B for discounting costs and benefits;

Annex Q explains use of Tool C for assessing the significance of benefits for
multiple water bodies; and

Annex R explains the use of Tool D for assessing the proportion of benefits
attributed to each measure in a combination.

In addition, there is a separate Appendix document that provides information on the
following:

Glossary

Environmental impacts tables

Benefit assessment tables

Guidelines on the valuation of benefits

Database explanatory note

Additional guidance on undertaking Distribution Analysis
Case study summaries

Economic Interest Group categories

WEFD water body typology

List of Priority Substances

Case study gap analysis
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2 Overview of the DCA process

2.1 Whenis a DCA needed?

As explained in Section 1.3, a DCA is only needed when proposing an alternative
objective on the basis of being DC. If DC is being used a defence, then there needs
to be some analysis and a record of it. Even obvious cases (whether obviously
proportionate or DC) still need a statement to justify the decision following the DCA
process.

A DCA is thus not needed when: i) a default objective is being set, ii) an alternative
objective is being set for a reason other then disproportionate costs (e.g. technical
infeasibility) and iii) all the measures are Reference Case Measures (in such
instances DC decisions are not relevant, as the measures are to be adopted
anyway). In all such cases this guidance document is not relevant, and no AST
need be completed.

However, note that a DCA may be needed when there is uncertainty as to whether
RCMs will be effective to reach the default objective, and other NRCMs may be
needed to guarantee that WFD objectives will be met.

2.2  What are eligible DC arguments?
2.2.1 Eligible DC arguments
The impacts of NRCMs may only be considered DC when

‘Overall, the negative consequences of implementing the NRCMs outweigh
the positive consequences.’

This may be:

For economic efficiency reasons:  Where the negative consequences refer
to the costs of achieving default or alternative objectives, and these outweigh
the benefits (bearing in mind both monetised and non-monetised costs and
benefits); or

For distributional reasons: Where the negative consequences of the
impacts on winners and losers are considered to be a sufficient reason for
not setting an objective.

For a combination of economic efficiency and distribution al reasons .

A range of evidence can be advanced in support of disproportionate cost argument
from a distributional perspective. The evidence needed to support such arguments
may differ according to whether a less stringent objective or a time extension is
being considered®.

1) Any adverse consequences for vulnerable or disad  vantaged social groups

® Given distributional issues are likely to be resolvable over time either through spreading costs or
developing mechanisms to share costs more appropriately.

Revised Final Guidance
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This includes situations where the adverse impacts of implementing NRCMs have a
significant differential affect on particular groups or sectors for which there are
government objectives or concerns (at a national or regional level). For example,
particular groups may include those classified by income level, gender, ethnic group,
age, geographic location or disability. There may be groups within certain targeted
areas or locations (e.g. areas that are the target of area based objectives, such as
priority regeneration areas, neighbourhood renewal areas, disadvantaged areas in
receipt of EU structural funding etc.). There may also be economic interest groups
or sectors for which the government has specific concerns, such as the automotive
industry. Evidence about the concern over these groups, locations or interests will
be needed, together with evidence of the impact on these groups occurring.

2) The extent of any deviation from PPP

This includes situations where the NRCMs cause, or worsen non-conformance with
the Polluter Pays Principle (PPP). In considering this you should consider the total
problem in terms of who is causing the impact, who is benefiting from the
improvements and who is paying for the improvements.

Non-conformance would occur if, for example, one or more economic interest
groups (EIGs)/operators (or other particular groups of society) would incur more
than their fair share of costs in relation to the extent that they are polluting. This
might occur simply because a significant proportion of the pollution or risk is caused
by one or more ElGs/operators that cannot be identified or no longer operate. This
may relate to uncertainty regarding the source or because the source of pollution
stemmed from historical activities. Again, this is a case of PPP worsening.

Non-conformance may also occur where historical investment has taken place such
that the total costs of both the historic and proposed NRCM costs would result in an
entity incurring a disproportionate share of total costs for meeting WFD objectives
(i.e. there may be a lack of conformity with PPP because of historical investment
made worse by delivering the objective using the proposed measures).

3) the affordability of the improvement for those w ho would have to pay,
taking into account the characteristics of the econ omic sector concerned;

The ability of polluters or risk owners to pay is a key factor in the assessment of
disproportionate costs from a distributional perspective. For firms affordability of a
measure means that an operator can pay for the measure without significant
negative effects on its ability to continue in business over the long term (and without
significant negative effects on the scale and scope of the business and its long term
profitability). Specifically affordability can be defined as the ratio of annual costs
(after pass through) to annual revenue. If the ratio increases from less than one to
greater than one (ie costs exceed revenues) as a result of measures, and is
sustained at that level, then those measures are not affordable; the operator will go
out of business. A supplementary indicator in this respect might be to look at
profitability before and after measures If the operator can only maintain the cost-
revenue ratio at less than one, or maintain their profitability, by significantly reducing
the scale or scope of their operations then this may also be deemed as
unaffordable.

Unaffordable costs will mean that a firm will go out of business or have to alter the
scale and scope of its activities in order to stay in business. In the long term such

10
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losses are likely to be compensated by increases in the activity of other firms in
other areas (perhaps outside the catchment or RBD under consideration), leading to
no net loss for society as a whole. Any job losses would be expected to be transitory
rather than permanent (at least outside regeneration or socially disadvantaged
areas). As such, lack of affordability is likely to be an argument relevant to the
setting of time extension rather than less stringent objectives. However this will
depend upon the scale of the impact and the site specific circumstances. There may
be situations where site specific concerns about affordability remain relevant to the
setting of less stringent objectives.

It should be noted however that affordability needs to be seen in the context of the
characteristics of the firm and the sector in which it operates. A firm that has failed to
keep its environmental management approaches up to the level of industry good
practice may well find the costs of measures unaffordable. But this would largely be
attributable to the costs of the firm reaching a level of good practice rather than as
costs of the measures themselves.

4) the scale of recent investment in environmental improvements already
made by those who would have to pay

Where a sector or firm has already been required to undertake significant
environmental investment to meet an objective it may be regarded as
disproportionate for that firm or sector to undertake further improvements in the
short term. It may be difficult for such firms to finance such improvements and there
is a risk of the creation of stranded assets. Over the long term this is unlikely to be
such a problem and as such this argument is likely to be more appropriate to the
setting of an extended deadline as opposed to a less stringent objective.

2.3 Overview of the DCA process

Once it has been established that a DCA is needed, the DCA process comprises
three stages, as follows:

Stage 1 - DCA Screening: This stage sets out the details of the situation and helps
to establish what type(s) of analysis should be undertaken (i.e. EEA, DA or both)
and at what geographic scale;

Stage 2 - Undertaking the DCA: This is the main part of the analysis and involves
presenting qualitative, quantitative and/or monetary evidence to justify whether
measures are DC or not; and

Stage 3 - Alternative objective setting:  This is the final stage of the analysis and
involves the presentation of evidence to support identification and justification of an
alternative objective, if required.

Evidence to support all three stages is presented in an Appraisal Summary Table
(see Section 2.4). It is not known what proportion of cases will require detailed
analysis before the evidence can be presented simply to support a decision. The
guidance has been designed to focus limited resources at the most contentious
cases, allowing simple cases to be processed without any unnecessary analysis.
For the simple cases it is envisaged that completion of a standalone AST (short
version) is all that is required.

For more complex cases requiring greater levels of detail, a series of supporting

11
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evidence tables and spreadsheets (see Section 2.5) is also provided. It is
important in considering the use of the supporting evidence tables and spreadsheets
that the analysis undertaken needs to be proportionate to the consequences of the
problem at hand.

2.4  Appraisal summary table

The starting and end point for all DCAs is the ‘short version’ Appraisal Summary
Table (AST) containing Boxes 1 to 3, as shown in Figure 3. This AST has been
designed as a standalone assessment of the key evidence in support of the three
stages of the DCA process. It is also designed to act as an audit trail including a box
to identify who completed and approved the DCA, along with space provided to
summarise the analyses undertaken, indicate evidence collected and justify the
proposed DCA decision. Step-by step guidance on how to complete the AST is
provided in Section 3.

The ‘long version’ AST comprises two additional optional ‘supporting evidence
tables’, represented by Boxes 2a and 2b (as shown in Figures 4 and 5). These only
need to be completed in more complex cases where additional evidence is required,
as described in Section 2.5 and indicated in Steps 2.1 to 2.6.

The key guiding principle is that: the short version AST cells are there to be filled
out. If the evidence is clear, then it should be si mple to do so. If it is not, then
supporting evidence will be needed. The aim of the supporting evidence is to
justify the way in which the short AST (and if appr  opriate, long AST) cells are
filled out and to enable the AST cells to be comple  ted in a simple way.

12
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Figure 3 - Appraisal Summary Table — Short Version

Title of problem

Location (country and RBD)

Steps
Waterbody name(s) and number(s)
j=2)
g Description of problem  (water
5 1.1 )
o bodies/pressures/sources of pressure)
3]
2 1.2 |Target objective(s)
S
g 1.3 |Definition of 'gap’ to be addressed
: 14 Measure(s) required to address gap
@ ) (i.e. Non Baseline Measures)
1.5 |Level of detail of DCA needed Justification:
1.6 |Type of DCA required Justification:
21 EAVC (£) Other costs not
monetised
Other benefits
27 . - . EAVB (£ .
Economic Efficiency Analysis ® not monetised
(EEA) summary results
Net EAV CBR
2.3
< Other
e indicators
[
=
'(_:_ Is the value of other non-monetised costs or
© 2.3.1 |benefits likely to alter the decision based on Reason:
g monetised costs and benefits? (Yes, No)
7}
&
3 . . . .
2 2.4 |Distributional Analysis (DA) summary results

DCA outcome (Evidence suggestive of) Justification:

25 | (Likely to be DC/Likely not to be DC) (based on EEA
and/or DA)
26 Risk of an incorrect DCA decision R .
“© |(Low/ Medium/ High) eason:
Can costs be proportionate if deadline is
extended up to 20277 (Yes/No)
3.1
If Yes to 3.1, when should Deadline be Justification:
Extended to? (2021 or 2027) ustification:
32 If No to 3.1, what are the "needs" to be

assessed?

Can the "needs" be achieved by other means

3.3 |which are a better environmental option? If'yes, by what

(YesiNo) means":
If Yes to 3.3, are the "means" achievable

3.4 |without entailing disproportionate cost? Justification:
(Yes/No)
If No to 3.3 or 3.4, what Less Stringent

3.5 Reason:

Box 3: Stage 3: Setting Alternative Objectives

Alternative Objective should be set?
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Figure 4 AST Long Version — EEA Supporting Evidence T

able - Box 2a

Steps

Category

Qualitative impacts

Quantitative impacts

Significance of impact
(L/M/H) or present
value monetary impact

(EPVC or £PVB)

Level of
uncertainty
(L/M/H)

Reasons for uncertainty

2a.1

Costs

Cost of measures

2a.2

2a.3

Box 2a: Economic Efficiency Analysis

2a.4

Benefits
(or Disbenefits)

Non-water related impacts

Fisheries

Other products

Informal
recreation

Angling

Water-

related Other recreation
impacts

Amenity
(property)

Other direct
benefits

Ecosystem
services

Non-use value

Wider economic impacts
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Figure 5 AST Long Version — DA Supporting Evidence Tab

le - Box 2b

Steps

Category

Answers
(Yes/No)

Provide relevant details (including relevant signif

icance and certainty where appropriate)

2b.1

Box 2b: Distribution Analysis

Any adverse
consequences for
vulnerable or
disadvantaged
social groups

a) Will the RC measures
potentially cause any
businesses to suffer?

b) Will any associated impacts
(e.g. loss of jobs) be taken up
elsewhere or passed on to
others (e.g. increased price of

goods)?

c) Will there potentially be a
significant effect on
competition?

d) Are particular groups of
saciet y likely to be
differentially affected?

e) Are impacts expected to
occur in areas _where
government has specific
objectives (e.g. area based
initiatives)?

f) Are any sectors _ affected for
which there are specific
government objectives?

g) Are there any obvious
means of overcoming these
distributional issues?

2b.2

Extent of any
deviation from PPP

a) Will the RC measures cause
a PPP issue?

b) Will the PPP status be
worsened?

c) Are there any obvious
means of overcoming the PPP
issue?

2b.3

Affordability of
improvement

Is the investment affordable
for those who would pay given
their characteristics?

2b.4

Scale of recent
investment

Have those who would pay
recently made significant
environmental investments?
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2.5 Supporting evidence tables and spreadsheets

The two additional optional ‘supporting evidence tables’ and associated detailed
‘supporting evidence spreadsheets’ have been developed to allow presentation of
further evidence should it be required to support progressively more complicated
cases. The relationship between these and the short version AST is shown in
Figure 6.

The ‘Supporting Evidence Tables’ (Boxes 2a and 2b) form part of the long version
AST. These allow for a more detailed display of evidence regarding the costs and
benefits (Box 2a for the EEA) and any distributional issues (Box 2b for the DA).
Step-by-step guidance on completion of these supporting evidence tables is
provided in Section 4.

There are 16 ‘Supporting Evidence Spreadsheets’ in a separate Microsoft Excel
workbook. These either relate directly to AST Boxes 1 to 3, or to Boxes 2a and 2b
(see Figure 4). These cover more detailed information requirements relating to
screening, problem and gap definition, assessment of costs and benefits,
distribution analysis and justification for setting alternative objectives. Guidance on
completion of these supporting evidence spreadsheets, should they be required, is
provided in the separate Annex document in Annexes E to R.

It is necessary to make a judgement as to whether evidence presented in the short
AST is sufficient or whether these supporting evidence tables and spreadsheets are
needed. The definition to be applied in making this judgement is set out in Section
2.8.

Figure 6 Relationship between ASTs and supporting ev  idence spreadsheets

P3 revised final guidance with cover.doc

Short AST:
Box 1
—— Box 2
Box 3
Long AST:
— BoxZ2a
Box 2b
Spreadsheet Spreadsheets Spreadsheets Spreadsheet Spreadsheet Spreadsheet
Screening 1) Problem 3a) Summary 5) Qualitative 7) Distribution 10) Deadline
definition costs benefits summary extension
2) Impacts of 4) Non-water questions
measures costs
I
Spreadsheet Spreadsheet Spreadsheets Spreadsheet
3b) Detailed 6) Quantitative/ 8) Wider 11) Deadline
costs monetary economic impacts extension
benefits 9) Affordability justificatior
Spreadsheets
Tools A-D
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2.6 The Three DCA stages
There are three stages and associated steps within the DCA process as follows:

Stage 1: DCA Screening. This stage helps determine what types of analyses
should be undertaken, and in some cases my help inform whether or not a DCA is
needed. The outcome of this stage is recorded in AST Box 1. Within this stage,
there are six steps as follows:

Step 1.1: Define the problem

Step 1.2: Identify default and target objectives

Step 1.3: Identify the ‘gap’ to be addressed

Step 1.4: Define the measures required to address the gap

Step 1.5: Determine the level of DCA required (and in some cases if a

DCA is needed)

Step 1.6: Establish the type of DCA required

Stage 2: Undertaking the DCA. This is the main part of the DCA and involves
presenting evidence to justify whether measures are DC or not. The outcome of this
stage is recorded in AST Box 2. Within this stage, there are seven steps as follows:

Step 2.1: State the costs of the measures (part of EEA)

Step 2.2: State the benefits of the measures (part of EEA)

Step 2.3: Show the headline economic indicators (outcome of EEA)
Step 2.4: Summarise the key distributional issues (outcome of DA)
Step 2.5: Determine the suggested DCA outcome

Step 2.6: Establish the risk of an incorrect DCA decision

Depending on the circumstances, AST Boxes 2a and 2b may also need to be
completed at this stage as supporting evidence. The boxes relate to the following
types of analysis:

AST Box 2a: Economic Efficiency Analysis (supports Steps 2.1 to 2.3)

AST Box 2b: Distributional Analysis (supports Step 2.4)

Stage 3. Alternative Objective Setting. This is the final stage of the DCA and
involves presentation of evidence to support identification and justification of an
alternative objective, if required. The outcome of this stage is recorded in AST Box
3. This stage will only be relevant if measures were found to be DC in Stage 2.
Within this stage there are five steps:

17
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Step 3.1: Identify whether an extended deadline is appropriate and, if
S0, its duration

Step 3.2: Identify the ‘needs’ to be assessed

Step 3.3: Assess whether the needs can be achieved by an ‘alternative
means’

Step 3.4: Determine whether the alternative means are DC

Step 3.5: Identify appropriate less stringent alternative objective

2.7 Scale of the DCA

The DCA should be undertaken at the greatest geographic scale at which it is
possible to identify whether or not costs are disproportionate. For instance, where
multiple water bodies have similar characteristics and pressures they can be
assessed together using aggregated data to reduce the overall number of DCAs
required nationally and per RBD. Only when options for such a ‘large-scale’
application have been ruled out should DCA be applied at the smaller scale (e.g. to
a single combination of measures in one or more hydrologically linked water
bodies).

2.8  Ensuring the analysis is proportionate

For the majority of situations the DCA should simply involve completion of the short
version AST based on readily available evidence. However, in some circumstances,
it may be necessary to collect further supporting evidence and undertake further
analysis before some parts of the AST can be completed.

The principle of the DCA is that only ‘sufficient’ evidence and analysis need be
prepared to complete the AST. The general rules defining the amount of evidence
required are:

If an entry in the AST is in question and this may significantly alter the
risk ” of making an incorrect decision based on the evide nce collated so
far, then further evidence will be needed,;

The further evidence collected should be based ont  he minimum effort
required to strengthen the case and gain adequate ¢ ertainty; and

Effort spent collecting additional evidence should be proportional to
the scale of the problem being addressed.

The following table gives some suggestions about which AST boxes, tables and
analyses may be applicable for three different generic cases.

7 Function of probability of incorrect decision and the significance of an incorrect decision
(see Section 3.13).
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Table 1 — Guidance on supporting evidence required.

When to use

How to use

Where the issues are straightforward
and uncertainties are low or the
consequence of a wrong decision is
relatively insignificant

Simply insert relevant information directly into
the short version AST Boxes 1 to 3.

For more complicated cases, or those
with significant uncertainties or where
consequences of a wrong decision may

Fill in short version AST Boxes 1 to 3 and
complete the long version AST Boxes 2a and/or
b (as appropriate) to provide appropriate
supporting evidence, or simply complete one or

be important. more of the supporting spreadsheets if

necessary (to support the short AST).

Fill in AST boxes 1 to 3, complete AST Boxes
2a and/or b (as appropriate), and complete one
or more of the supporting evidence
spreadsheets as necessary.

For the most complex and contentious
cases, where the consequences of a
wrong decision may be significant.

2.9  Guiding principles

The following ‘Guiding Principles’ should be adhered to when conducting a DCA:

1. The purpose of this guidance is to assist users in identifying and collating the
evidence required to clarify decisions about whether disproportionate costs
are relevant to the consideration of an alternative objective. It is not intended
to provide guidance on what these decisions will actually be. These will be
made as part of the overall WFD implementation process and will involve the
relevant Secretary of State (SoS);

2. The DCA should be undertaken based on the minimum amount of
evidence (i.e. lowest level of detail) required to make a DC decision within
acceptable limits of risk and uncertainty, bearing in mind the full
consequences of a decision.  Additional data collection should be
proportionate to the scale of problem being assessed.

3. Once measures have been found to be DC, an alternative combination of
measures should be considered. There is no need to collect further evidence
to ascertain to what degree the initial measures are DC,;

4. The DCA should be undertaken at the greatest geographic scale at which
it is possible to identify whether or not costs are disproportionate or not (e.g.
where multiple water bodies have similar characteristics and pressures, they
can be assessed together using aggregated data);

5. When collecting evidence for a DCA, the initial focus should be on collecting
readily available information only. This may be a mix of qualitative,
quantitative and monetary information.

6. In using AST Box 2a, the qualitative significance column for each of the
potential impacts types needs to be completed before assuming something
is DC. This will include making a judgement as to whether each of the
impacts occurs and should be scored as a High, Medium or Low. If relevant
quantitative and monetary information is identified at this stage its use should
be considered, but may not always prove to be necessary.

7. Note that there is a general presumption against putting monetary values on
non-use values unless there is a good case for doing so and robust values
exist that can be used. In general, it is not possible to use ‘revealed
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10.

11.

12.

preference methods® to measure the value of non-use benefits, but ‘stated
preference methods®, which some regard as controversial, can be used if
undertaken appropriately. A ‘value transfer'® approach can be used, but
only when the context of the study that the value is being taken from closely
matches the context for which the value is to be used, and appropriate
adjustments are made for any differences.

Disproportionality should be assessed with regard to the marginal effects of
the WFD only. This means that the effects of reference case measures
(RCMs)™ and other agreed and funded measures, as well as the effects of
known environmental and other trends, must be excluded (i.e. also
considered as part of the reference case). In view of the complexities this
can involve, this part of the guidance represents probably the most
challenging aspect of its application;

DCA must capture effects related to both implementing measures and
achieving WFD objectives . For instance, examples of the former would be
where visitor numbers may need to be limited or fishing gear restricted in
order to achieve GES, both of which are measures which generate economic
costs themselves directly. On the other hand, achieving GES may indirectly
improve recreation and fishing opportunities nearby. Both types of effect
need to be taken into account;

Uncertainty can occur at any step of the DCA process, from uncertainty
over whether there is a gap to address at all to uncertainty regarding cost
and benefit estimates. It is therefore likely to be necessary to make
judgements about whether uncertainty affects the DCA to a sufficient extent
that the collection of more evidence and/or an extended deadline is justified.
The way in which uncertainty is taken into account in the DCA (e.g. any
judgements or assumptions made) should be made clear in the evidence
presented;

In some circumstances DCA will require input from an economist or other
specialists . Guidance on when other inputs should be sought is indicated
within Sections 3 and 4, and Annex B.

The H.M. Treasury Green Book (2003) underlies the basis of all analyses.

8 Revealed preferences relate to inferring an implicit price revealed indirectly by examining consumers’
behaviour in a similar or related market.

® Stated preferences relate to values obtained by specially constructed questionnaires and interviews
designed to elicit estimates of individuals’ willingness to pay for or accept a particular outcome.

19 value transfer relates to use of values determined in one context that are used to estimate the value
of changes in another similar context. Values can relate to costs or benefits.

1 RCMs are effectively the equivalent of ‘baseline’ measures or the ‘business as usual’ scenario (for
example this would include measures that will be undertaken anyway because they are required under
other EU Directives (see WFD Annex VI).
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3 The DCA process

3.1 Overview

This section provides guidance on how to undertake a DCA, focusing on completing
the short version of the AST. Each subsection describes how the individual rows in
the AST need to be filled in.

For all DCAs the following rows in Box 1 of the AST should initially be completed:

The problem title as used in the CEA (if undertaken) or a new one that can
be used to readily identify the case. The title should reflect the geographical
scope of the problem (e.g. if a high level DCA, ‘nitrate pollution of eutrophic
lakes in Scotland’, or if a small scale application for a single water body and
pressure, ‘Loch Leven eutrophication’);

The location (e.g. country, county etc) and River Basin District (RBD);

Waterbody name and number, in accordance with any p  rotocols
developed.

Other parts of the AST and spreadsheets should be completed as detailed below.

STAGE 1 - THE SCREENING PROCESS
3.2 Step 1.1 - Description of the problem

Next the problem should be briefly defined in terms of relevant pressures (e.qg.
diffuse pollution, surface water abstraction), activities that are responsible for the
pressures (e.g. agriculture, public water supply) and the water bodies affected
(rivers, lakes, groundwater etc). If this type of problem is common to many water
bodies in the RBD or nationally (and similar measures are required in all cases), the
scale of the problem should also be noted (e.g. number of water bodies). This
information should be available from the CEA, if undertaken. Otherwise readily
available information should be collected to help complete the AST.

Guidance Box 1

Is it necessary to collect further evidence?

Further evidence may be required, for example, when the problem is too
complex to define in a brief summary or there is disagreement or uncertainty
amongst stakeholders about the nature of the problem.

Further evidence should be inserted into relevant sections of Supporting
Spreadsheet 1. This process will help clarify the situation when, for instance,
multiple water bodies are linked via complex pressures or hydrological and/or
geological systems. Guidance on how to complete Spreadsheet 1 can be found
in Annex D. Once the problem has been sufficiently described, a summary
should be inserted into the AST.
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3.3 Step 1.2 — Target objective(s)

The appropriate target objective for the water body/bodies being assessed needs to
be defined and recorded. This must include the type of WFD objectives (e.g.
achieving or maintaining water body status objectives, progressive reduction of
priority substances etc) as well as the deadline for achieving them. The default
status objective is ‘Good Ecological Status’, or for HMWB/AWBS, ‘Good Ecological
Potential’, by 2015.

3.4 Step 1.3 — Definition of the ‘gap’ to be addres  sed

Here the ‘gap’ to be addressed needs to be defined, which effectively can be
defined as ‘the environmental improvements that must be delivered by the
measures in order to meet target objectives’. In most cases this should simply come
from the CEA. Where the gap is not already defined, readily available information
should be collected to help define it, focussing only on the relevant environmental
parameters in question. Establishing the appropriate gap is amongst the most
critical aspects of DCA.

If the gap is not already defined, when considering the default objective of achieving
Good Status by 2015, the gap to be closed can be defined as ‘the difference
between the environmental conditions that are predicted to occur in 2015 if no
additional WFD measures are put in place and the environmental standard(s)
specified for the pressure being considered’. The predicted 2015 conditions are
used rather than the current conditions because there may be changes that will alter
the gap. By doing this, the magnitude of the gap that needs to be addressed by
NRCMs can be estimated. The gap is thus determined by consideration of a
Business As Usual (BAU) scenario, which is generally defined as the baseline
scenario that examines the consequences of continuing current trends in population,
economy, technology and human behaviour. The BAU scenario also includes
measures already approved as part of compliance with other directives (i.e. RCMSs)
such as measures related to the Urban Waste Water Treatment Directive that are
being implemented through AMP3/4 in England and Wales).

Environmental Standards have been (or will be) defined to represent the conditions
required to achieve or support good status and, where they exist, these can be used
to describe the gap. Where a less stringent objective is being considered, or where
Environmental Standards have not been set, the target conditions will require
definition.

The row should include the following information:

For cases where an improvement to a water body status is required (an
‘actual’ gap), the predicted 2015 water body status (e.g. Moderate Ecological
Status) should be indicated along with a statement of how much the
parameters used to describe the environmental standards will have to
increase by to meet the target objective; or

For cases where water body status is to be maintained ** (i.e. there is no
current gap, but a ‘potential’ future gap), the potential water body status

2 Note that no deterioration applies to all water bodies from the date of the first plan, 2009. For a
water body that is expected to deteriorate between 2009 and 2015, the costs of maintaining its status
at 2009 levels would need to be ignored. Only the costs of necessary improvements beyond 2009
levels would be considered in the DCA.
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without NRCMs (e.g. Moderate Groundwater Chemical Status) should be
indicated along with a statement of how much the parameters must not fall
by in order to prevent the gap being realised.

Guidance Box 2

Is it necessary to collect further evidence?

If you are unable to easily define the gap, for instance, because the problem is
too complex and/or uncertain, further evidence should be collected.

Further evidence can be inserted into relevant sections of Supporting
Spreadsheet 2. This helps document the relevant current and potential statuses
as well as the gap. It may be useful when, for instance, there are multiple water
bodies with multiple distinct objectives (e.g. if a river, estuary and coastal water
body are connected by the same pressure and are tackled in the same DCA, it
may be necessary to deal with GES, GEP and then GES status objectives
respectively). Guidance on how to complete Spreadsheet 2 can be found in
Annex E. Once the gap has been sufficiently described, a summary should be
inserted into the AST.

3.5 Step 1.4 — Description of measure(s) required t 0 address gap

Based on the preceding steps, a brief description of the measures required to
address the gap should be entered. This may include one or more measures (i.e. a
combination of measures), depending on the type and scale of the problem.

Measures may have been identified in the CEA or from another route (e.g. an
agreed combination suggested by a RBD liaison panel), or measures may still need
to be identified. More detailed guidance on the selection of measures is contained in
the WFD CRP 2c report (Benchmark costs database and guidance on the
application of the Cost Effectiveness Analysis methodology).

It is important at this stage to establish whether the measures are likely to be
effective enough to guarantee closing the gap. If they are not, additional measures
may need to be included.

Guidance Box 3

Is it necessary to collect further evidence?

If there are numerous measures and it is not clear as to which are RCMs or
NRCMs, completing relevant sections of Spreadsheet 1 will help. Annex D
contains guidance on completing this. Once the NRCMs have been identified
and described individually, a summary should be inserted into the AST.

If it is uncertain that the RCMs are likely to be effective, consider using
Supporting Spreadsheet 2 (and guidance in Annex E) to help assess the need
for further NRCMs.
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3.6 Step 1.5 — Determining the level of DCA needed

In this step, a judgement needs to be made as to whether the DCA decision simply
requires a brief record of the suggested decision, or whether more detailed evidence
is needed. The answer (‘Brief record only’ or ‘More detailed evidence required’)
together with a brief narrative to justify the suggested decision should be entered.

Note that a ‘brief record only’ is likely to suffice under the following circumstances:

When it is clear that the measures are obviously not DC;

When it is clear that the measures are obviously DC; or

Where it seems obvious that NRCMs are not DC and where no stakeholders
have already objected or are likely to do so.

‘More detailed evidence required’ is likely to be required under the following
circumstances:

When there is doubt as to whether or not NRCMs are DC;

When stakeholders have already objected or are highly likely to do so; and
When the effectiveness of the RCMs is highly uncertain to the extent that
additional NRCMs may be necessary to ensure the objectives are met.

Where there is uncertainty if a DCA is needed

In some situations, it may not be clear at the outset whether or not a DCA is needed.
This may have arisen i) if it was uncertain as to whether any of the measures are
NRCMs; ii) if the effectiveness of RCMs is uncertain, and additional NRCMs may be
needed to guarantee reaching the objective; or iii) if it was uncertain whether the
measures are technically infeasible.) In such cases, this cell can be used to indicate
if a DCA is in fact not required once the above Steps have revealed sufficient
additional relevant information.

Guidance Box 4

When only a record of the DC decision is required because the measures
are obviously DC, then it is necessary to complete Step 2.5 (to record the
proposed DC outcome and its justification) and Step 2.6 (to record the
uncertainty which will be ‘Low’), before going to Step 3.1.

When only a record of the DC decision is required because the measures
are obviously NOT DC, it is necessary to complete Step 2.5 (to record the
proposed DC outcome and its justification) and Step 2.6 (to record the
uncertainty, which will be ‘Low’). The measures will then feed into the
RRCMP.

When ‘more detailed evidence required’ is entered, the next Step is 1.6,
followed by Step 2.1 or 2.4 as appropriate.

Note: When proposing that the DC outcome is ‘obviously DC’ or ‘obviously not DC’ there is a
clear risk of being subjective and open to manipulation. The test applied should be whether most
people would concur with such an assessment. If there is reasonable doubt that either case is
not obvious, then it will be necessary to provide more than just a ‘brief record only’.
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3.7 Step 1.6 — Which analyses to undertake?

It is now necessary to identify which type (or types) of analyses are needed and at
what geographic scale, and state why.

If there are concerns that the benefits of implementing the NRCMs may not
outweigh the costs, then an EEA should be undertaken.

If there are strong concerns that implementing the NRCMs may affect some
economic interest groups unfairly, then a DA should be undertaken.

If it seems that both an EEA and DA argument are possible, then it is necessary to
highlight which is most likely to be the stronger argument. The relevant analysis for
the stronger argument should be undertaken first in Stage 2. Either analysis may on
its own provide adequate evidence to justify selection of an alternative objective.
However, if one analysis does not appear strong enough, if there is doubt as to
whether it may yield strong enough evidence or if the outcome from the first does
not show that NRCMs are DC, then both types of analysis should be undertaken.

If the EEA is sufficient on its own to justify a DC decision, then there is no

need to undertake a DA even if there may be a DAis sue. However, if the DA is
sufficient to justify a DC decision, an EEA must then be undertaken regardless

of whether it is an issue so that the SoS can consi  der whether the DA
arguments are worth the net benefits delivered.

Guidance Box 5

Are there uncertainties or is it necessary to docum ent evidence further?

If there is uncertainty as to which analyses to undertake or if it is considered
necessary to document the decision further, then it is recommended that the
Screening Spreadsheet is completed (following guidance in Annex C). Once the
guestions have been completed, the outcomes should be inserted into the AST.

STAGE 2 —- THE DCA PROCESS
3.8 Step 2.1 — EEA: NRCM Costs

If undertaking an EEA, the costs of the NRCMs and any other associated net3 ‘non-
water costs'* need to be included here. Where monetary values for the costs are
readily available (e.g. from the CEA), these should be inserted.

Monetised costs should be inserted as ‘Equivalent Annual Costs’ (EACs). EACs
represent the equivalent annual amount necessary to cover the cost of all
expenditures over the life of the assets created All future values need to be
‘discounted’ using standard UK Government discount rates.

13 \Net’ in this context means ‘total costs less any equivalent benefits’

14 Non water costs are costs arising as a result of implementation of a measure or achievement of
WFD objectives that are not directly related to the water environment (e.g. increased waste and energy
use due to new treatment processes, and increased noise, odour and congestion). See Annex B for
further details.
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Where relevant costs are not monetised (in particular for non-water costs), an
adequate description should be given together with an indication as to whether they
are likely to be high, medium or low. Again, relevant information should be available
from the CEA.

Guidance Box 6

Further advice on determining costs:

If there is any uncertainty as to what costs to include and how to determine
equivalent annual, then consult an economist and/or refer to Annexes B and P.
Further need to monetise costs:

The higher the risk from a wrong DC decision (see Step 2.6), the greater the need
to place monetary values on the costs.

Further evidence needed on costs:

If it is considered that more evidence needs to be collected, or if the set of
measures is complex, then Box 2a.l of the longer AST should be filled in. See
Section 4.2 for guidance on completing this.

3.9 Step 2.2 — EEA: NRCM Benefits

When undertaking an EEA, the NRCM benefits and any associated net ‘non-water
benefits™ need to be included here. Potentially relevant categories of NRCM
benefits can be seen in Figure 4 (AST Box 2a) and Table 2 (which also lists possible
indicators that can be used to help develop objective quantitative descriptions of the
benefits).

Where monetary values for the precise change in benefits are readily available and
considered robust, they should be inserted. Note that there are few studies where
available values for non-market benefits are considered sufficiently robust. However,
in many cases the EEA can be undertaken without the need for monetary benefits.
Indeed, the starting point for undertaking the EEA should be to see if the decision
can be adequately informed using only qualitative evidence (i.e. objective
descriptive information supported by an assessment as to whether the benefits are
high, medium or low). Any monetised benefits should be inserted as ‘Equivilent
Annual Benefits’ (EABS) calculated in the same way as EACs (see Step 2.1 above).

5 Non-water benefits are benefits arising as a result of implementation of a measure that are not
directly related to the water environment (e.g. decreased waste and energy use due to improved
treatment processes, and reduced noise, odour and congestion). See Annex B for further information.
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Table 2 — List of water related benefits and potent

ial quantitative indicators

fishery products

Type of Potential indicator
benefit
Type/number of fisheries (fish farm, designated shellfishery, offshore etc)
Relative importance (local/regional/national)
Fishery output (e.g. catch volume in fish, kg or tonnes, catch per unit effort)
. Species fish counts (e.g. salmonid, sea trout, bass etc)
Commercial

Unit value of catches / yields (e.g. market value per unit and total)

Production costs per unit output (e.g. to catch, pre-market treatment, transport, gear etc)

Fishery status/quality (e.g. compliance with EU/national standards, mortality rates)

Number of commercial fishing vessels operating

Number of people employed (e.g. FTE)

Recreational/
subsistence
fishery products

Type / number of fisheries (e.g. coarse or salmonid, local/regional/national importance etc)

Fishery output (e.g. catch volume in fish or kg, catch per unit effort / trip)

Associated costs (e.g. costs to travel to fishing site, gear, bait etc)

Fish species counts (e.g. salmonid, sea trout, bass etc)

Fishery status/quality (e.g. compliance with EU/national standards, mortality rates)

Number of anglers/fishers (e.g. no of trips, rod licenses, permits etc)

Other water
related products

Type / number of production operations or collection activities (e.g. watercress, reeds etc)

Volumes produced / collected (kg, tonnes etc)

Product value (e.g. market value per unit and total)

Production costs (e.g. collection, treatment, packaging, transport etc)

Number of people employed (e.g. FTE)

Type / number of power generation operations affected (private, commercial etc)

abstraction for
water supply

Power Significance of power generation (local/national pop affected, proportion of local supplies affected)
generation Power output (kw/h)
(e.q. Production costs (production, transport costs etc)
hydropower) Value of output (£ per kw/h and total value)
Number of people employed (FTE)
Water Type / number of abstractions affected (private/commercial/domestic, potable/agricultural etc)

Significance of abstraction (local/regionally important, pop served, proportion local pop affected)

Abstraction / output volumes (total volumes, volumes per km river etc)

bathing, sailing,
canoeing etc)

(industrial, Production costs (power, treatment, asset investments etc)
agriculture and  |Value of output (£/litre and total value)
potable) Number of people employed (FTE)
Type of activity (e.g. walking, picnicking on the waters edge etc)
Site characteristics (e.g. water body type, size of area affected)
Recreation Number of visits per year
(informal Number of clubs and club members
walking, Local population (population within different distance bands eg 1km, 3km, 12km, 60km)

Level of access (extent of footpath access,car park spaces)

Visual/aesthetic appearance of water body (colour, odour, litter, eutrophification levels/frequency)

Water quality (Compliance with Bathing Water Directive, coliform counts, incidence of infections)

Level of enjoyment of participants (perceptions, views, opinions, willingness to pay)

Angling

Type / number of fisheries (coarse/salmonid/bass, local/regional/national importance etc)

Number of angler trips per year

Other indicators of use (number of clubs, rod licenses, permits)

Level of enjoyment of participants (e.g. perceptions, views, opinions etc)

Site characteristics (e.g. water body type, size of area affected)

Fishing output (catch per unit effort/trip, number/frequency of successful trips)

Fishery status/quality (e.g. compliance with EU/national standards, fish sizes, mortality rates)

Other specialist
visits (e.g.
birdwatching,
duck shooting,
hunting)

Type / number of visits (e.g. birdwatching/shooting, local/regional/national importance etc)

Number of visitors (e.g. permits, site counts etc)

Level of enjoyment of participants (e.g. perceptions, views, opinions etc)

Site characteristics (e.g. water body type, size of area affected)

Outputs / productivity (catch per unit effort / trip, number/frequency of successful trips)
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Table 2 — continued

Type of
benefit

Potential indicator

Education and

Type of research / educational activities (e.g. local/national significance, commercial, innovative)

Number & type of organisations (commercial/universities/schools)

research Number of people undertaking activities per year
Level of expenditure at site (e.g. educational grants/budgets etc)
Health Levels of participation in outdoor activities (visits per site, area, unit population etc)
Extent of physical activity and mental relaxation
Type / number of vessel movements
Number of cargo handling sites (ports, docks, jetties etc)
Commercial Extent of navigable waters (number of routes etc)
navigation Volume of cargo moved
Travel times (per vessel/route etc)
Risk of accidents (probability of occurrence, potential significance etc)
Number of properties near to water body (overlooking and within 500m etc)
Property/land - - -
values Percentage premium for improved water bodies

Property value (average)

Flood and storm
protection

Extent of area at risk from flooding (ha)

Frequency of flood events (e.g. actual and forecast)

Type / number of properties potentially affected by flood events (commercial, domestic etc)

Value of properties affected (average)

Value of land at risk (depending on use-agricultural/residential/commercial etc)

Extent of flood protection measures (e.g. km protected, flood protection budgets)

Water regulation
to other water
bodies

Type / extent of other water bodies regulated

Volume discharged into dependent water bodies

Flow rates and volumes, and water levels (gauge measurements) in dependent water bodies

Sustains Type and area (ha) of wetland created/improved
wetlands Water levels in dependent wetlands
Carbon Volumes of carbon captured (e.g. tonnes per ha/year)

sequestration

Value of carbon captured (e.g. £/tonne)

Water
purification

Type / volumes of substances removed / absorbed by water bodies

Water quality (e.g. EU Directive compliance, faecal coliform count, hazardous substance concs etc)

Volumes of water purified

Nutrient cycling

Type / volumes of nutrients cycled

Nutrient levels in water bodies (e.g. concentrations)

Fish nursery/
feeding function

Spawning / nursery habitat area / quality (e.g. salmonid gravels)

Type / abundance of fish species

Fishery productivity (e.g. egg/larval/juvenile counts etc)

Fish abundance (e.g. spawning stock biomass, migratory/spawning species counts)

Type (e.g. habitat class) and area of habitats (ha)

E.abl_tat/ . Area of BAP habitats (and achievement of targets)
iodiversity - - -
refuge Numper of hablltats/spemes at risk .
Species diversity / abundance (e.g. keystone species)
Length / area of water bodies affected
Number/type of designated habitats and species affected (state designations eg SSSls, SAC)
Significance of feature protected (e.g. flagship or iconic habitats/species)
Non-use Extent to which designated areas affected (change in integrity, area, species abundance etc)
benefits Extent of human population nearby (e.g. population density, houses in different distance bands)

Socio-economic characteristics of human population nearby (income, education levels etc)

Public preferences, perceptions and awareness in relation to environmental improvements

Proportion of uses/non-users in local populations

In the past (e.g. for AMP4) value (benefit) transfers were widely used using the
Environment Agency’s Benefits Assessment Guidelines. However a review of values
as part of Project 3 revealed few potentially robust studies, and hence value
transfers are unlikely to work for the WFD. There is thus a strong emphasis on
getting good qualitative and quantitative information on benefits. A national survey
of WFD benefits is being undertaken and it is hoped information from this and other
future stated preference surveys will be of use in due course. That said, where
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monetary values are available, relevant and considered robust?®, they should be
used.

Where relevant benefits are not monetised, an indication as to whether they are
likely to be of high, medium or low value overall should be given, along with an
adequate qualitative description of what the key ones are. Where non-monetary
impacts are considered sufficient to outweigh the costs, this needs to be clearly
highlighted.

Guidance Box 7

Is further evidence still required?

If it is not clear from a comparison of information filled out in rows 2.1 and 2.2
(and also 2.3) as to whether the NRCMs are likely to be DC or not, then
additional evidence will be required.

Furthermore, the output of Step 2.6 will also indicate whether additional
evidence is needed. The greater the level of risk (in terms of uncertainty and
significance of an incorrect decision) the greater the need to obtain additional
evidence.

What further evidence on benefits is needed:

If further evidence on benefits needs to be documented, then Box 2a of the
long version AST should be filled in following Steps 2a.2 to 2a.4 (see Sections
4.2 t0 4.5).

Note that there is also a database of water related benefits, produced as part
of this study, that can be drawn upon.

3.10 Step 2.3 — EEA: Key indicators

If reasonably comprehensive attempts have been made to determine monetary
estimates of present value (PV) costs and benefits (i.e. in Steps 2.1 and 2.2), then it
is useful to compare the values using two economic indicators; Net Equivalent
Annual Value (NEAV) and Cost Benefit Ratio (CBR). Where only qualitative or
quantitative information is used for the costs and/or benefits then these two
indicators cannot be used.

The NEAYV is simply the total EABs minus the total EACs. A positive value suggests
that the measures are not DC, whilst a negative value suggests that they are DC.
However, all the non-monetised costs and benefits need to be considered. Note that
a DA may also be required (see Step 1.6).

The CBR is the number resulting from dividing total PVB by the total PVC. A value
greater than 1 suggests that the measures are not DC, whilst a value less than 1
suggests that they are DC. However, again, all the non-monetised costs and
benefits need to be considered. A DA may also be required (see Step 1.6).

There may be other indicators that the regulators (e.g. the Environment Agency)

'8 This includes adjusting values to become more appropriate to reflect contextual differences.
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want to be highlighted that arise from other ongoing research. For example,
benchmark indicators may arise from the National CEA study, or CRP Project 4.
Indicators such as the cost per km of river (or ha of other water body) improved
could also be useful information to include.

An indicator score to assess the relative significance of non-use impacts is outlined
in Section 5. The approach was developed as part of this study and its application
is optional. Moreover, it may need to be refined and adjusted as new information
comes to light in the future. However, it does provide a useful and transparent
means of assessing the relative importance of what are considered to be potentially
highly valuable (yet difficult to quantify) benefits. If used, insert this in the ‘other
indicator’ row.

Guidance Box 8

Further advice on key indicators:

Further explanation of NPV and CBR indicators and guidance on when to use
them can be found in Annex |. However, if they are used, an economist must
check that they have been calculated and used appropriately.

Is further evidence still required?

If at this stage it cannot be judged whether costs are likely to be DC or not based
on existing evidence at an acceptable level of uncertainty, then additional
evidence is still needed.

If a DA has also been identified as being relevant, Step 2.4 should be completed.

If more evidence is needed for the EEA, then Box 2a of the long version AST
should be filled in following Steps 2a.3 to 2a.5 (see Section 4).

Once sufficient evidence from the EEA enables a DC decision to be made, Step
2.5 should be completed.

A final assessment (2.3.1) is needed to bring together monetised and non-
monetised costs and benefits. This asks the assessor to determine whether the
value of the non-monetised costs and benefits is likely to alter the decision based on
monetised ones. This should be answered as yes or no, with a reason provided.

3.11 Step 2.4 — Distribution Analysis
If a DA is required, Step 2.4 involves inserting an explicit statement that summarises
the relevant distributional issues that may result in, or contribute towards the

NRCMs being disproportionately costly. Note that a range of evidence may be
relevant here as detailed in Section 2.2.

Guidance Box 9

30

P3 revised final guidance with cover.doc



JACOBS

Is additional guidance o r further evidence required?

If further guidance is required to complete this step, or it is not possible to explain
the distributional issues in a relatively concise way that clearly demonstrates
whether the issues should be considered DC or not, (e.g. within acceptable limits
of uncertainty), then Steps 2b.1-4 of the long version AST should be completed
(see Section 4).

Once sufficient evidence has been inserted in row 2.4, Step 2.5 can be completed.
However, if the DA suggests that the NRCMs are DC, then an EEA will be needed

to ascertain the net cost or benefit to society. Steps 2.1 to 2.3 must now be
completed if not already done so.

3.12 Step 2.5 — Suggested DCA outcome

This is where the final outcome of the DCA as suggested by the evidence is
recorded as either ‘Likely to be DC’ or ‘Not likely to be DC’. In addition, a statement
is needed to justify the decision, and form part of an audit trail. This should be based
on the arguments in Guidance Box 10 (as further explained in Section 2.2).

Guidance Box 10

Potentially valid DC arguments

For Economic Efficiency reasons:  Where the costs of reaching the target
WFD objective outweigh the benefits (bearing in mind both monetised and
non-monetised costs and benefits); or

For Distributional reasons:  Where i) there are adverse affects on specific
groups or sectors for which the government at a national or regional level has
objectives or concerns for ii) the PPP status is worsened and cannot be
adequately addressed by other means (see below for more details), iii) where
there are concerns about affordability and iv) where those who have to pay
have recentlv invested in environmental imnrovements.

In situations where Step 1.5 indicates that a ‘brief record only’ is needed, the
suggested DC decision (‘obviously DC’ or ‘obviously not DC’), and justification
should be stated in row 2.5 and ‘Low’ inserted as the level of uncertainty for Step
2.6. Ifitis ‘obviously DC’ then Step 3.1 should be completed, whilst if ‘obviously not
DC’ then the DCA should end here.

In all other situations, evidence from rows 2.1 to 2.4 should be used to inform the
suggested decision (and accompanying statement) when sufficient evidence has
been obtained to do so.

Arguments using economic efficiency reasons should be evaluated by comparing
costs and benefits (as listed in Box 2a in Figure 4) through an EEA. Arguments
using distributional reasons should be evaluated through a DA.
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3.13 Step 2.6 — The risk of an incorrect DCA outcom e

The overall ‘risk’ of an incorrect DCA outcome now needs to be considered. This
step highlights the reliability of the evidence to inform the SoS’s ultimate DC
decision. It is also useful to establish whether additional information or evidence is
required (e.qg. if the likelihood of a correct decision is low, could more information be
collected to increase the certainty of a correct decision).

First, the probability of an incorrect DCA outcome should be considered based on
the potential sources of error and uncertainty shown in Guidance Box 11. For the
purposes of these guidelines, the probability is a function of how certain the costs,
benefits and distributional issues are (which in turn may be affected by the
uncertainty of other factors). Where additional supporting evidence tables and
spreadsheets are used, the levels of uncertainty recorded in these should be
considered.

Guidance Box 11

The following potential sources of error and uncertainties are examples of what
should be considered:

The effectiveness of the measures;

The nature and scale of the gap;

The nature and scale of the costs;

The nature and scale of the benefits; and

The nature and scale of the distributional issues.

For further information on uncertainties in the DCA process, see Annex B.

Secondly, the potential significance of the consequences of an incorrect DC
decision (based on what is inserted in row 2.5) should be considered. Key factors to
consider include, for instance, the costs of the measures and the extent of any
adverse impacts to particular groups, as well as the geographic scale and the
reversibility of the outcome, amongst others.

Note that the combination of probability and significance of consequences make up
the overall risk associated with a wrong decision (i.e. risk equals the probability of a
wrong decision multiplied by the consequences). So a high probability of making the
wrong decision coupled with a high significance of consequences if the decision is
wrong is a high risk situation.

It is suggested that additional evidence is collected to reduce the risk of a wrong
DCA outcome until the probability of an incorrect decision is at least Moderate
(unless the consequences of a wrong decision are Low).

An additional means of assessing the probability and uncertainty of an incorrect
decision is to undertake a sensitivity analysis. This can be achieved by testing the
sensitivity of the outcome to changes in some of the key parameters (e.g. costs,
benefits or likelihood of achieving the environmental changes). One particular type
of such analysis that could be used is based on finding ‘switching values’ whereby
the value of a key variable is changed until it switches the outcome. This may be of
particular relevance where non-use values are included. The percentage change in
value required to switch the outcome can be used to inform the likelihood of a wrong
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decision.

STAGE 3 — ALTERNATIVE OBJECTIVE SETTING
3.14 Step 3.1 — Extended deadline justification

In cases where achieving default objectives is identified as DC, the potential scope
for making costs proportionate by extending the objective deadline should be
considered and recorded as a ‘yes’ or ‘no’. Note that the WFD also requires that
measures required to progressively move the water body to the required status are
set out. If ‘yes’, the earliest planning cycle achievable (i.e. either ‘2021’ or ‘2027’)
should be inserted, together with a brief justification. Potentially valid arguments as
to how costs may become proportionate by extending the deadline are indicated in
Guidance Box 12.

Guidance Box 12

Potentially valid arguments for an extended deadlin e:

1. By delaying implementation of NRCMs, additional information can be
collected that will significantly improve the certainty of the DC decision.

2. Cyclical investment patterns mean that RCM/NRCM costs will be
reduced to the extent that they become proportionate at a later date.

3. Investment in the NRCMs will result in previous capital investments
becoming redundant (thereby either reducing the financial value of the
business or reducing its ability to meet the total investment costs) such that
costs only become proportionate at a later date.

4. By delaying the investment in NRCMs, costs will become proportionate to
benefits at a later date due to the potential for cheaper and more
effective technological solutions.

Extended deadlines will be particularly important in terms of considering how
adverse distributional consequences can be dealt with since the majority of these
will arise principally because of the time over which measures are applied. The
longer the time available to implement a measure the less likely there are to adverse
distributional consequences.

If an extended deadline does not make costs proportionate, you should go to step
3.2

Guidance Box 13

Is there a need to collect further evidence?

If, based on existing evidence, you are unable to make a judgement at an
acceptable level of uncertainty as to whether an extended deadline applies and, if
so, to when it should be extended, you should collect and/or document more
evidence using Spreadsheets 10 and 11. See Annex M for guidance.

3.15 Step 3.2 — The ‘needs’ to be achieved

When an extended deadline does not apply, a less stringent status objective may be

33

P3 revised final guidance with cover.doc



JACOBS

appropriate. However, before a less stringent status objective can be deemed
appropriate, the environmental and socio-economic ‘needs’ being served by the
human activity (i.e. pressures) putting the water bodies at risk of failing to achieve
the default or alternative objectives must be identified. Only the ‘key’ needs should
be identified rather than listing all. Examples of key needs might include: ‘safe
disposal of sewage effluent’ (where the pressure is sewage pollution’, or
‘maintenance of EU Shellfish Waters standards in an area supporting a nationally
significant fishery’ (where the pressure is sewage pollution in an estuary); or
continued ability to redistribute goods’ (where the pressure is sedimentation from a
port that requires regular dredging).

3.16 Step 3.3 — Alternative ‘means’ of achieving ne  eds

Whether the needs can be achieved by other ‘means which are a better
environmental option’ (hereafter referred to just as ‘means’) should be recorded by
selecting either ‘yes’ or ‘no’. If the answer is ‘yes’, the means should be briefly
described. The means may have already been considered as an alternative
measure in the CEA (e.g. an alternative means of achieving the disposal of sewage
effluent may be to create a reedbed, or discharge an effluent further downstream or
to another water body), or it may be a completely different type of means altogether
(e.g. rather than dredging a port channel to enable ships to continue moving goods,
the alternative means may be to shift the movement of goods to road and ralil
transport or through another port).

3.17 Step 3.4 — Proportionality of the costs of ‘me  ans

If there is an alternative means, then a judgement will need to be made and
recorded as to whether it can be achieved without disproportionate cost. Evidence
for the judgement needs to be provided, either using a simply statement where it is
obvious, or by undertaking another DCA to assess and record the economic
efficiency and distributional impacts (following Stage 2 and using either a short or
long version AST as appropriate). The additional AST for the alternative means
then becomes part of the DCA evidence.

3.18 Step 3.5 — Less stringent (status) objective

If there is no alternative means, or if there is but it is DC, then an appropriate
alternative objective needs to be set. For example, in a water body where the
default target was Good Ecological Status, the next alternative objective to consider
would normally be Moderate Ecological Status. Similarly, if applying this guidance to
a HMWB or AWB where the default status objective was Good Ecological Potential,
the alternative would normally be Moderate Ecological Potential.

An alternative combination of measures will need to be identified to meet the
alternative objectives. If it is fairly obvious that this combination is not DC, and no
further evidence is collected, then only an explicit statement must be entered to
justify this. Where the decision is more complex or contentious, a complete new
DCA should be undertaken to justify it (starting again at Step 1.2). That then
completes the DCA process.
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Stage 2 — Additional Supporting Evidence Tables

4.1 Box 2a — Economic Efficiency Analysis (EEA)

Box 2a of the long-version AST is only used for the presentation of more detailed
evidence on the costs and benefits of measures as part of an EEA when needed. It
provides a framework to break down the costs and benefits in more detail, and
facilitates their comparison whether in qualitative, quantitative or monetary format.

Guidance Box 14

Use of qualitative, quantitative and/or monetary ev  idence?

For costs: Usually monetary costs should be available from the CEA, at least
for the measures themselves. Non-water related costs may be in qualitative or
guantitative terms.

Where no costs exist, you should start with qualitative statements and
significance indicators (i.e. High, Medium or Low), but if that does not allow a DC
decision to be made with an acceptable risk, you should obtain costs estimates
from the WFD CRP Project 2c Cost Database or, if the decision is complex
and/or contentious, an even more accurate estimate from elsewhere (e.g.
engineers).

For benefits: In the first instance, you should use qualitative statements and
impact significance indicators (fill in for all impact rows), supported by readily
available quantitative information and supplemented, if needed, by market
related monetary values where relevant and readily available. The key principle
is to use readily available information where possible and keep data collection
effort to a minimum.

Note that it is acceptable, and generally preferable not to value benefits in the
first place if a DC decision can be made without monetary evidence to an
acceptable level of risk.

Where the decision is complex and/or contentious, there will be an increasing
need to use quantitative data and (potentially) monetary data. However, note
that non-market monetary values (e.g. for conservation related non-use values)
should generally not be used unless the benefit transfer values are from a very
similar context and an economist is involved in their application.

Specific guidance for documenting evidence for each category of impacts is
provided under Steps 2a.l to 2a.5. However, the general approach to completing
Box 2a should be as follows:

1. Firstly, record qualitative information on the main type of impacts generated
by the RCMs. This should include a brief description of the impact;

2. Insert an impact significance score for all impact categories as far as
possible based on existing evidence (using Low, Medium and High). Use
Table 3 for guidance as to what constitutes a Low, Medium and High impact.
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Table 3 - Assessing significance of impacts (provisi

onal version)

Significance of water flow/ quality improvement

subsistence
fishery

products

products for personal
use (non-angling).
Change in output or

cost.

output affected (<10%). Change is in
area of low dependence on subsistence

fishing.

undertaking subsistence fishing activity (10-

30%). Moderate change in catch volume. (10-

30%). Change is in area of moderate

dependence on subsistence fishing.

Type of Description of
Category
benefit benefit LOW MEDIUM HIGH
Production/collection of Several companies/fishers output affected in ajlMany companies/fishers output affected in a
Only a few companies/fishers output
Commercial (fish products (from minor way (<10% change) or a fewminor way (<10% change) or a few,
affected in a minor way (<10% change).
fishery farm or wild) for sale. companies/fishers output affected in companies/fishers output affected in a major
Change is in area of low dependence on
products Change in output or| moderate way (10-30% change). Change is inway (> 30% change). Change is in area of high
fishing.
cost. area of moderate dependence on fishing. dependence on fishing.
Fisheries
Collection of fish Moderate change in number of people
Recreational/ Only a few people subsistence fishing’ Large change in subsistence fishing activity

(>30%). Substantial new number of fishers.
Change is in area of high dependence on

subsistence fishing.

Other water
related

products

Other water
related

products

Production/collection of
water cress, Salicornia
etc from water bodies
and wetlands. Change

in output or cost.

Only a few people’s output affected (eg
10%). Change is in area of low

dependence on products.

Moderate change in number of people

undertaking activity (10-30%). Moderate

change in output (10-30%). Change is in area

of moderate dependence on product.

Large change in number doing activity (>30%).
Substantial new number of people doing activity.
Change is in area of high dependence on

product.

Power

generation

Production of
electricity. Change in

output or cost.

Change in availability of water gives
minor effect on power output to small
population centres (e.g. <100 people)

and/or affects <10% of local power

supplies.

Change in availability of water gives minor

effect on power output to moderate population

centres (e.g. 500-2000 people) and or affects

10-30% of local power supplies.

Change in production in nationally important
hydropower generating stations (i.e. supporting
national grid), affects substantial population

centres (e.g. major towns / cities) and/or affects

>30% of local supplies.
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Category

Significance of water flow/ quality improvement

Type of Description of
benefit benefit LOW MEDIUM HIGH
Production of water.
Substantial increase in output for potable
Cost saving from Moderate increases in potable supply to
Increased availability of water affects supplies (e.g. to major towns / cities), reduction
avoiding alternative considerable populations (e.g. villages / small
Water small number of local private boreholes in the amount of treatment applied to water and

abstraction

source of water or
water treatment costs.
Change in output or

cost.

only. Small effect in terms of water

treatments costs.

towns). Gives reasonable reduction in
treatment costs or results in local cessation

orders avoided.

therefore significant reduction in costs/ cost
avoidance. Or results in significant cessation

orders avoided.

Informal

recreation

Informal

recreation

People benefit from
visiting and walking
alongside water
bodies, thereby
deriving enjoyment

from the experience.

Site visited by small number of people
(<20,000 visits/yr) Low numbers of
additional visitors to the site (< 1-5000
per year). Small length of water body
affected by improvements (<5km). Small
change in noticeable effects on water

quality or flows.

Site visited by moderate number of people
(20,000 — 100,000 visits/yr). Moderate numbers
of additional visits to the site (eg 10,000 —
20,000) per year). Moderate length of water
body affected by improvements (5-20 km).
Moderate change in noticeable effects on water

quality or flows.

Site visited by large number of people (>100,000
visits/yr). Moderate numbers of additional visitors
to the site (>20,000) per year). Large length of
water body affected by improvements >20km).
Moderate change in noticeable effects on water

quality or flows.

Angling and
other
recreation

activities

Angling and
other
recreation
activities:
bathing,
water sports,

hunting etc

People benefit from
using the water bodies
for various activities,
thereby deriving
enjoyment from the

experience.

Site used by small number of people
(<500 visits/yr) Low numbers of
additional visitors to the site (< 500 per
year). Small length of water body
affected by improvements (<5km). Small
change in noticeable effects on water

quality or flows.

Site used by moderate number of people (500 -
5,000 visits/yr). Moderate numbers of
additional visitors to the site (eg 1,000 — 2,500)
per year). Moderate length of water body
affected by improvements (5-20 km). Moderate
change in noticeable effects on water quality or

flows.

Site used by large number of people (>5,000
visits). Moderate numbers of additional visitors to
the site (>2,500) per year). Large length of water

body affected by improvements >20km).
Moderate change in noticeable effects on water

quality or flows.
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Significance of water flow/ quality improvement

prices.

Type of Description of
Category : :
benefit benefit LOW MEDIUM HIGH
Improved water flow
Property/land
Amenity and quality can Moderate improvements for a small ~ Moderate improvements for a moderate number, Moderate improvements for a large number of
values
(property) increase property number of properties (<100). of properties (100 - 1000) properties (>1000).
enhanced

Other direct

benefits

Education and

Opportunities to learn

A small number of additional

people/organizations undertaking

A moderate number of additional

people/organizations undertaking research

A large number of additional people/organizations

undertaking research activities on the site

research and discover.
research activities on the site (<10%). activities on the site (10-30%). (>30%).
Benefit gained from
Health Linked to change in number of people Linked to change in number of people Linked to change in number of people
physical activity &
undertaking recreational activities. undertaking recreational activities. undertaking recreational activities.
mental relaxation.
Enhanced water levels
may allow different
types of boats to use a Improved flows allow time and cost savings for [Improved flows allow additional or significant new
Commercial |waterway and/or use at| Improved flows allow cost savings fora | a moderate number of boat vessels or new | commercial navigation benefits - new routes or
navigation more times. Cost small number of boat vessels. navigation routes are opened leading to cost |facilitating shorter routes resulting in cost savings

savings from reduced
transport time, costs

and accidents.

savings from a moderate number of vessels.

for a significant number of boat vessels.
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Category

Type of

benefit

Description of

Significance of water flow/ quality improvement

benefit

LOW

MEDIUM

HIGH

Ecosystem

services

Flood and
storm

protection

Certain habitats (eg
salt marshes and
wetland flood storage
areas) can help reduce
flooding and storm

damages.

A small number of properties (<100)

impacted by reduced risk of flooding.

A moderate number (10-100) of additional

properties impacted by reduced risk of flooding.

A large number (>1000) of properties impacted

by reduced risk of flooding.

Water

regulation

The habitat controls
and slows down water
flows. Increased

output/ cost savings.

Improvements confined to localised area

or few properties/businesses

Improvements realised in a wider area with
impacts felt by a reasonable number of
properties /businesses. Saving realised on

treatment or water regulation costs.

Significant improvements/cost savings realised

by large facilities or wider community.

Sustains

wetlands

All benefits potentially
associated with

wetlands.

Small area of wetland supported (10ha)

Moderate area of wetland supported (10-

100ha)

Large area of wetland supported (>100ha)

Carbon

sequestration

Certain habitats (eg
coastal wetlands &
woods) can store

carbon thus reducing

CO2 levels.

Small area created (10ha)

Moderate area created (10-100ha)

Large area created (>100ha)
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Category

Significance of water flow/ quality improvement

LOW

MEDIUM

HIGH

Small area created (10ha) that provides
such a function. Minor cost savings from

avoiding need for treatment.

Moderate area created (10-100ha) that
provides such a function. Moderate cost

savings from avoiding need for treatment.

Large area created (>100ha) that provides such a|

function. Major cost savings from avoiding need

for treatment.

phosphates, organic

content).

Type of Description of
benefit benefit
Habitats (eg
groundwater body or
wetland/ reedbeds)
Water
cleans water flowing
purification
through it thus
potentially reducing
water treatment costs.
Habitats (eg wetlands)
effectively reduce
Nutrient
chemicals (eg nitrates,
cycling

Small area created (10ha) that provides
such a function. Minor cost savings from

avoiding need for treatment.

Moderate area created (10-100ha) that
provides such a function. Moderate cost

savings from avoiding need for treatment.

Large area created (>100ha) that provides such

a function. Major cost savings from avoiding

need for treatment.

Wetlands can act as

Fish nursery/ nursery and feeding

Small area created (<100ha) that

provides such a function.

Moderate area created (100-1000ha) that
provides such a function. Moderate cost

savings from avoiding need for treatment.

Large area created (>1000ha) that provides such

a function. Major cost savings from avoiding

need for treatment.

feeding areas for fish.
function Increased off-site
fishery output
Some habitat may
Habitat/ harbour species
biodiversity supporting supply
refuge elsewhere. Enhanced

Proposals which generate some wildlife
gain (but not significant gain to
biodiversity interest)/ Little

OBSERVABLE impact in either direction.

Significant biodiversity gain of local or regional

importance.

Significant biodiversity gain of national or

international importance.

ecology.
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Category

Type of

benefit

Description of

benefit

Significance of water flow/ quality improvement

LOW

MEDIUM

HIGH

Non-use

values

Water related
ecological

impacts

People derive value
from knowing that
healthy, attractive and
natural habitats,
species, geological
features and

landscapes exist.

No designated areas affected. Area of
local conservation importance affected in

minor way.

Several areas of local conservation importance
affected in minor way or several in moderate
way. Area of regional conservation importance

affected in minor way.

Areas of regional conservation importance
affected in major way. Areas of national/

international conservation importance affected.
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3. Then, for those impacts that are considered to be significant (i.e. High or
Medium impact significance scores), keep adding additional quantitative and,
where readily available, monetary values for the most important types of
benefit until there is adequate information to support the proposed DC
decision. Simply switch the impact significance score for a monetary value
where available and appropriate;

4. Describe the level of uncertainty associated with the information presented in
each row (as ‘Low’, ‘Medium’ or ‘High’); and

5. Once enough information has been presented to make a decision, fill in the
relevant rows in the short AST rows 2.1 to 2.3 and record the suggested
DCA outcome in row 2.5.

Potential transfer values to use

The review of values conducted as part of this study (see Appendix D) found that
few non-market values can be transferred robustly to changes likely to be brought
about by the WFD. This in particular applies to non-use values. This is because the
valuation studies that have been conducted do not provide complete coverage of all
the likely WFD changes; many of the studies are old; and few studies assess
benefits associated with a broad programme of changes such as the WFD will
deliver. The latter point means that many values determined in other studies would
overestimate benefits if applied to the WFD (unless adjusted by an appropriate
factor).

Non-market valuations that are potentially relevant and robust include some
recreational willingness to pay values for river water quality and flow improvements
and coastal bathing water quality improvements; and some non-use values
associated with changes in river water quality and flows. Appendix D provides
further details on the most robust and relevant studies.

4.2 Step 2a.1 — Cost of measures

In this step, the financial cost of measures can generally be used. New rows can be
added where necessary (e.g. if there are several measures).

As explained in Step 2.1, costs should be entered as EACs. Costs should be
measured as far as possible in financial or ‘market prices’, without adjustment for
taxes, subsidies or non-financial costs. Where market prices are felt not to properly
reflect the true economic cost, an adjustment may be necessary. Any adjustments
will need to be made by an economist. Most cost information should be available
from the CEA, if undertaken, or can be derived from the WFD CRP Project 2¢ Cost
Database.

Guidance Box 15

If additional evidence is needed or EACs need to be calculated:

Where a breakdown of costs helps to establish and document the overall cost of
measures, then Supporting Spreadsheets 3a and 3b can be used (see Annex F
for guidance). Where help is needed in calculating EACs, Spreadsheet Tools A
and B can be used (see Annex P for guidance). Also, confer with an economist.
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4.3 Step 2a.2 — Non-water related impacts

This section should be used to record any net positive or negative impacts of the
measures not directly related to the cost of implementing the measure, nor related to
changes in the water body. Again, new rows can be added to show additional such
impacts where necessary.

An example of a non-water related cost is the road congestion costs (as measured
by length of delays and associated value of time) related to engineering schemes
that disrupt key roads (e.g. installation of pipelines). An example of a non-water
related benefit is the increased recreational benefit as a result of increased
woodland cover in a catchment (planting of trees can be used as a measure to
reduce sediment loading into a river).

WFD CRP Project 2c provides additional examples and information on defining such
impacts. Information on these costs should be also available from the CEA, if
undertaken. Otherwise, additional information will need to be collected if they are
considered significant.

However, care should be taken with respect to the potential risk of double counting.
You should seek an economist’s help where impacts are monetised.

Guidance Box 16

If further evidence needs to be collected or presen  ted:

If further evidence needs to be collected or presented then Supporting
Spreadsheet 4 can be used (see Annex G for guidance). If this is completed, Box
2a should then be updated to summarise the outputs.

4.4 Step 2a.3 — Water related benefits

The rows in Step 2a.3 should be used to record any net benefits generated through
changes in water quality, flow or other ‘quality elements’ associated with the water
body. Table 2 provides examples of such impacts and indicators that can be used to
help quantify them. Table 3 provides guidance on determining what potentially
constitutes impacts of low, medium or high significance.

Guidance Box 17

If further evidence needs to be collected or presen  ted:

If further evidence needs to be collected or presented, then Supporting
Spreadsheet 5 and accompanying guidance (Annex H) can be used to present
gualitative and quantitative information, and Supporting Spreadsheet 6 (with
Annex | and Appendix D) can be used to present monetary information. If these
are completed, Box 2a should then be updated to summarise the outputs.

Note that the database of water-related benefits (produced as part of this study)
can also be drawn upon.
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4.5 Step 2a.4 — Wider economic impacts

There are two categories of wider economic impact that can be considered within a
DCA. They are ‘real impacts’ and ‘pecuniary impacts’. Real impacts represent a
net change in welfare to society and can be included in the EEA. Pecuniary
impacts, on the other hand, simply represent a change in economic costs and
benefits that balance out overall within society. In such cases there are winners and
losers but the overall net effect to the national economy is theoretically zero. As
such, these are not relevant to the EEA but are relevant to the DA..

Within the EEA, the default assumption should be that no wider impacts are likely to
occur. Where they are relevant, they must only be entered onto the AST following
advice from an economist. The only real wider economic impacts that can potentially
be included in the EEA relate to changes in net productivity, and under some
circumstances net economic changes related to bankruptcy, sunk investment and
unemployment costs. Impacts such as local and regional expenditures, incomes
and jobs are generally not relevant to an EEA.

Where several different types of wider impact are considered relevant, new rows
can be added, as necessary.

Guidance Box 18

If any evidence needs to be collected or presented:

If any evidence on wider economic impacts needs to be collected or presented,
then consider using Spreadsheets 8 and 9 (guidance for which can be found in
Annexes K and L) and see Appendix D). However, an economist must be
consulted and involved if trying to include any such impacts.

4.6 Box 2b - Assessment of distributional impacts

Where additional evidence needs to be presented to help assess any distributional
impacts, Boxes 2b.1-4 can be used to assist. They provide a set of questions to
help determine whether distributional impacts may be relevant, and space to provide
accompanying information in support.

The main potentially valid DC arguments from a distributional perspective are
summarised in Guidance Box 10 and detailed in Section 2.2.2.

Completion of this table proceeds by inserting a yes or no answer and then
providing relevant answers.

4.7 Step 2b.1 - Any adverse consequences for vulner able or
disadvantaged groups

The seven questions (2b.1 a — g) should be completed in turn. Where the answer to
any is ‘Yes’, then relevant details need to be inserted in the adjacent cells. Details
should include information such as a description of the groups affected, the size of
the groups, how they will be affected, the significance of the impact, what the
government objectives are for the affected groups (or areas/sectors), and how
uncertain the impact is. However, you should read through all __ questions before
filling in details for any one question

44

P3 revised final guidance with cover.doc



JACOBS

Guidance Box 19

Is further explanation required, or does additional evidence need to be
collected to answer these questions?

Q a) This question should consider whether any businesses will have to shut down
or downsize, or increase prices to consumers. Associated job losses and reduced
expenditure in the local economy can be identified here. However, in considering
whether to present evidence on this, it is important to note the following: i) such
information will generally only be relevant to the DC decision if any of the
particular groups identified in questions d to f are directly or indirectly affected; and
i) it might be that impacts to particular groups in d to f can only be determined by
fully considering what the likely impacts are to business and their customers (e.g.
a company going out of business may have an indirect affects on particular groups
elsewhere).

If further explanation is required, then see Appendix F. If further evidence needs
to be documented, consider using Supporting Spreadsheet 7 columns E to J (see
guidance in Annex J), Supporting Spreadsheet 8a (see Annex K) and Supporting
Spreadsheet 9 (see Annex L).

Q b) In the majority of cases, it should be assumed that production and jobs will
simply be taken up elsewhere, and that increased prices can be passed on.
Where this is not likely to be the case it should be highlighted together with
whatever details are relevant to back it up.

Q c) If it is thought that competition may be affected as a result of implementing
the measures, Supporting Spreadsheet 8b can be used to help establish whether
its likely significance (See also Appendix F). If affects on competition are
potentially significant and relevant (i.e. to particular groups), further analysis of the
potential impacts on particular businesses or sectors may be required (in which
case input from an economist is essential).

Qs d to f) Adverse impacts to any particular groups of society or sector for which
regional or national government has objectives for should be recorded here.
Further evidence may need to be collected and presented if:

1. Any distributional impacts are likely to be highly controversial and
potentially claimed or contested by stakeholders, and there is uncertainty
over their extent and relevance.

2. Any of the EIGs/operators listed are likely to be able to pass on a
significant proportion of their costs to other parties, especially if this
adversely affects any specific population groups or sectors. For instance,
although a company may pay directly for the measures, they may pass on
a large proportion of these costs to the consumers; or

3. There are likely to be significant adverse wider impacts on any
ElGs/operators (i.e. job losses, reduced business margins etc), especially
if this involves any specific population groups or sectors and the changes
are permanent (e.g. if job losses or business closures are permanent).

45

P3 revised final guidance with cover.doc




JACOBS

Guidance Box 19 (cont)

If any of the above questions have an affirmative answer, Supporting Spreadsheet
7 (and potentially 8 and 9), together with accompanying guidance in Annexes J to
L, can be used to inform and assist the analysis and presentation of evidence.
After completing these spreadsheets, Box 2b in the AST should be updated and
Step 2.4 revisited to insert or update the outcome.

Q g) If there are any obvious means of overcoming the above adverse impacts
they should be recorded here.

4.8 Step 2b.2 - Extent of any deviaition from PPP

Step 2b.2 involves answering three questions relating to the PPP. This step relates
to whether those ElGs/operators causing the pollution (or risk) or are benefiting from
improvements, are not the same ElGs/operators or groups that will incur costs as a
result of implementing the measures (i.e. a DA).

The first question (a) relates to whether the NRCMs will cause a PPP issue. To
answer this requires consideration of the following:

1. Who contributes to the Gap ( i.e. to the risk of failure of the water body to
achieve WFD objectives). Both current and historical sources should be
considered where relevant. If the source can’t be identified, the EIG/operator
should be recorded as ‘unidentified'.

2. Who incurs costs as a result of the Gap being tackl  ed (i.e. as a result of
measures and the reduced likelihood of failure of the water body to meet
WFD objectives). Note that costs in this context refer to all types of ‘adverse’
effect (e.g. water related and non-water related costs and negative wider
economic impacts).

3. Who benefits from the Gap being tackled  (i.e. as a result of measures and
the reduced likelihood of the water body failing to achieve WFD objectives).
Note that benefits in this context refer to all types of ‘positive’ effect (e.qg.
increased water related and non-water related benefits and positive wider
economic impacts).

The second question (b) applies to situations where there was already non-
conformance with the PPP and NRCMs worsen the situation. Where the situation is
worsened, a DC argument may be valid.

However, the third question (c) seeks whether there are any obvious means of
overcoming the PPP issue. This could help avoid a DC situation arising.

Two key points to note are that:

1. Some of the issues identified may not always be considered as DC
arguments, rather they may highlight problems that need to be addressed
within the context of the RBMP. For example, if some ElIGs/operators end up
paying more than their fair share of costs, this may be the most efficient
means of addressing the gap. However, it may be that cross-sectoral
subsidisation or compensation payments could be made to resolve any
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distributional issues (e.g. the EIGs/operators that pay less than their fair
share of costs towards addressing pollution compensate those that are
paying more); and

2. The final decision on what constitutes disproportionate costs from a
distributional perspective will be a political decision based on the evidence
provided.

4.9 Step 2b.3 — Affordability of improvements toth  ose who would have
to pay taking into account the characteristics of t he economic sector
concerned

This should consider whether there is an affordability issue and what the
consequences of this would be. Affordability can be measured in terms of the ratio

of annual costs (after pass through) to annual revenue or in terms of profitability
before and after the measure.

4.10 Step 2b.4 — The scale of recent investments in environmental
improvements already made.

Record whether a firm has undertaken significant investment recently.

Guidance Box 20

Is further explanation required, or does additional evidence need to be
collected or presented?

If further explanation is needed or further evidence needs to be presented, then
Appendix F and the Supporting Spreadsheet 7 and accompanying guidance in
Annex J should be referred to and used if necessary.

Further evidence may need to be collected and presented if any distributional
impacts are likely to be highly controversial and potentially claimed or contested
by stakeholders.

After completing any Supporting Spreadsheets, the summary information in Box
2b.2 should be completed and Steps 2.4 and 2.5 should be revisited to insert or
update the outcome.
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Scores to Assess Significance of Non-use Impacts

5.1 OQutline of approach

Given the likely importance of ecological/conservation related non-use values in
helping to evaluate whether or not measures are DC or not (as well as the difficulties
in valuing them accurately), an alternative approach to help evaluate them is
proposed. If adopted, it may require further refinement and agreement amongst key
stakeholder groups.

The approach could potentially be used to help compare value for money for
different combinations of measures across all regions where conservation benefits
are a key benefit. It is based on developing a score to account for the following:

Significance score = importance score x impact scor e X certainty score
The score is added for each water body affected. Where one water body has
several designations, only the highest level of designation should be counted'’. The

three tables below show how scores are determined for relative importance, impact
and certainty.

Table 4 - Relative importance score

Importance Score

International designations:

(e.g. Ramsar Sites, World Heritage Sites, SACs, SPAs, Sites of
Community Importance (SCIs) and sites hosting significant 8
species populations under the Bonn and Berne Conventions

National designations:

(e.g. SSSis, National Nature Reserves, National Parks, Nature
Conservation Review Sites (NCR), Geological Conservation
Review (GCR) sites, Marine Nature Reserves, Areas of Special
Protection for Birds and sites hosting Red Data Book species
Regionally important and locally designated sites:

(e.g. Local Nature Reserves, Sites of Importance to Nature
Conservation, County Wildlife Sites, Regionally Important
Geological Sites, Important inventory sites (e.g. ancient semi-
natural woodland), Biodiversity Action Plan (BAP) priority
habitats/species, and Other natural / semi-natural sites of
significant biodiversity importance

Other sites wi th local conservation interest:
(i.e. sites not in the above categories, but with some biodiversity or
earth heritage interest).

7 An alternative approach could be to add the relative importance score based on each designation
the site in question has (i.e. it scores 16 if it is an SAC and is a Ramsar site).
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Table 5 - Impact score (based on the impact thatth e NRCMs have)

Impact Description Score
The NRCMs may affect the integrity of the site, in

Major terms of the coherence of its ecological structure
Beneficial | and function, across its whole area, that affects the +6 (-6)
(Adverse) | way it sustains the habitat, complex of habitats and
/ or the population levels of species of interest.

Moderate | The sites’ integrity will not be affected significantly,
Beneficial | but the effect on the site is likely to be significant in +3 (-3)
(Adverse) | terms of its ecological objectives.

Minor . . .
Beneficial _Nelther of the above apply, but some minor impact +1(-1)
is evident.
(Adverse)
Neutral No observable impact. 0

Table 6 - Certainty score

Certainty Score
Virtually certain 1
Very likely 0.9
Likely 0.75
As likely to as not 0.5
Unlikely 0.25
Very unlikely 0.1
Exceptionally unlikely 0

Based on the above, an ‘unlikely minor beneficial change’ for an SAC would score
0.25x1x8=2.

On the other hand, a ‘likely major beneficial change’ on a local nature reserve would
score 0.75x6x 2 = 12.

The maximum score is 48 for a ‘virtually certain major beneficial impact’ to an
internationally designated site.
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