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[bookmark: _Toc510111017]1.0 Executive Summary
	This report will give a brief background of the UK water industry in England and Wales whilst defining the concept of corporate social responsibility. The report will then look at the opinions of Freeman and Friedman with regards to stakeholder and shareholder theory within CSR. Moreover, Carroll’s pyramid model will then be discussed and applied to the privatised water industry. The report will also define sustainability and identify current strategies employed by the private water companies whilst also looking at modern day break throughs that the companies could adopt in order to provide water more sustainably. The quality of water since privatisation will also be discussed, followed by advantages and disadvantages of a privatised water industry. Furthermore, the future of the water supply within the UK will also be examined, along with a definition of the extended view of corporate citizenship. Finally, the report will draw a conclusion and provide a number of recommendations. The information within this report has been gathered via a number of secondary sources including: academic text books, news articles, reports, websites and journals. 
[bookmark: _Toc510111018]2.0 Introduction
[bookmark: _Toc510111019]2.1 Background of the UK Water and Sewage Industry
	It has been identified that “until 1974, water services in England and Wales were run by local authorities, as they still are in nearly all other countries” (Hall & Lobina, 2007). The Water Act 1973 reorganised the system as it “set up ten regional water authorities (RWAs), each responsible for essentially all aspects of water use in the ten major catchments around which they were based. The statutory water companies – who provided a small proportion of drinking water use – remained in place (Bailey, 2003). The regional authorities have been listed as: Anglian Water, Welsh Water, North West Water, Northumbrian Water, Severn Trent Water, Southern Water, South West Water, Thames Water, Wessex Water and Yorkshire Water. However, during the 1980’s it had been decided by Margaret Thatcher and her government that in order to improve the country’s economic performance, a number of state owned assets and operations needed to be sold to private sector organisations (Osborne, 2013). This then led to the introduction of the 1989 Water Act, which ultimately meant the ten authorities in England and Wales that were developed previously under the 1973 Water Act, became private limited companies (Abou-Seada, et al., 2005). Moreover, during this time period, The Water Services Regulation Authority commonly known as OFWAT was developed. OFWAT is the economic regulator of the water sector in England and Wales, with their main responsibility being able to “work with the water companies and other stakeholders to deliver trust and confidence in water and wastewater services among customers, investors and society as a whole” (OFWAT, 2018).
[bookmark: _Toc510111020]3.0 Main Findings
[bookmark: _Toc510111021]3.1 Corporate Social Responsibility: What is it?
	Corporate social responsibility has been defined as “the ways in which an organisation exceeds its minimum obligations to stakeholders specified through regulation” (Johnson, et al., 2005). Furthermore, it has been identified that “corporate social responsibility involves the conduct of a business so that it is economically profitable, law abiding, ethical and socially supportive” (Carroll, 1983). Therefore, this suggests that it is a business strategy that prides itself on a business behaving in an ethical and responsible manner by considering the responsibility a business has to society.
[bookmark: _Toc510111022]3.2 Stakeholder and Shareholder Theory – Freeman vs Friedman
	A stakeholder has been defined as ‘individuals or groups who depend on an organisation to fulfil their own goals and whom, in turn, the organisation depends” (Johnson, et al., 2008). In 1984, R. Edward Freeman developed the stakeholder theory which ultimately suggested each stakeholder group of a business plays a crucial part in its overall success (Freeman, 2010). (Freeman, 1984) also states that “the stakeholders of a large firm can include its owners and shareholders, activist groups, customers, unions, employees, competitors, suppliers and the government among others”. The theory also implies that businesses that can effectively manage the relationships with their stakeholders through the use of CSR strategies will perform better than organisations which do not manage relationships with stakeholders and incorporate CSR measures within their strategies (Freeman, 2010).
	In contrast to this theory, Milton Friedman argued that "there is one and only one social responsibility of business–to use it resources and engage in activities designed to increase its profits so long as it stays within the rules of the game, which is to say, engages in open and free competition without deception or fraud” (Friedman, 1962). This ultimately implies that the theory suggests profit maximisation is the only responsibility of a business, ethical and philanthropic beliefs are unimportant and therefore do not need consideration.
[bookmark: _Toc510111023]3.3 Carroll’s Pyramid of Corporate Social Responsibility
	One of the most commonly used models regarding CSR is a four-layered pyramid model, named ‘The Pyramid of Responsibilities’ devised in 1979 by Archie Carroll (Figure 1). (Carroll, 1991) ultimately suggested that there are four social responsibilities that a business should take into consideration whilst undertaking their activities and therefore constituting total CSR. The four responsibilities included within the pyramid have been identified as: economic, legal, ethical and philanthropic responsibilities. Furthermore, it has been uncovered that Carroll believes in order to be truly socially responsible, a firm should meet the requirements of each of the four levels of the pyramid sequentially (Crane & Matten, 2016).
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Figure 1: The Pyramid of Corporate Social Responsibility (Carroll, 1991)
	Taking each level of Carroll’s CSR pyramid into consideration, the responsibilities that privatized water companies are in possession of will be analysed below.
[bookmark: _Toc510111024]3.3.1 Economic Responsibilities
	At the base of the pyramid is the economic responsibility layer which ultimately focuses on making a profit as if the business does not do this then it won’t survive. It has been identified that by offering goods and services that customers want at a price deemed suitable, this will maximise profits and provide a return on investment for shareholders (Daft, 2008).
	(Crane & Matten, 2016) state that “water is considered a basic human need, and so access to clean water is typically considered to be a human right”. However, with the average water and sewerage bill in England and Wales predicted to rise by 2% (£9) to £405 for 2018-19 (Pigden, 2018), many people will be unable to afford a service that they are deemed to be entitled to. This is upheld by (Kenway & Tinson, 2015) whom state that 22% of households faced water affordability problems in 2015 with 3% or more of their average income being spent on water bills. With prices set to rise in 2018, the number of households facing affordability issues is only going to increase. Moreover, it has also been identified that water bills have trebled since privatisation in 1989, in contrast with inflation which has only doubled (UNISON, 2013). The information provided above suggests that privatised water companies are more focused on making a profit and pleasing shareholders than they are the wellbeing of their customers.
	It has also been identified that there are few corporations within the privatised water industry with no shareholders. An example being Welsh Water whom are owned by Glas Cymru, a single purpose company with no shareholders and is run solely for the benefit of customers (Dwr Cymru, 2017). The company’s website states that “the Glas Cymru business model aims to reduce Welsh Water’s asset financing cost, the water industry's single biggest cost” (Dwr Cymru, 2017). With no shareholders, this ultimately means that Welsh Water are able to focus on the well-being of their customers, therefore improving their public image. 
[bookmark: _Toc510111025]3.1.2 Legal Responsibilities
	The second layer of the pyramid is in regards to the legal requirements that a business faces. It has been uncovered that “the legal responsibility of corporations demands that businesses abide by the law” (Crane & Matten, 2016) Therefore, this suggests that in order to be socially responsible an organisation must consider societies view on what they feel is right and wrong and abide by all rules and regulations set in place.
	In regards to the water industry, there are currently numerous regulatory bodies that devise rules and regulatory framework for privatised water companies to abide by. According to (OFWAT, 2018), The Department for Environmental Food & Rural affairs (DEFRA) determines the overall water and sewerage policy framework in England, this includes standard setting, drafting of legislation and creating special permits (e.g. drought orders). However, in Wales the policy framework is handled by the Welsh Government, meaning they are required to work closely with DEFRA regarding water issues. Moreover, the European Union is responsible for setting European water, wastewater and environmental standards. As touched on previously, OFWAT is the economic regulator of the water and sewerage sectors with one of their main responsibilities being to protect the interests of consumers by ensuring water companies undertake their activities efficiently. In addition to this, The Environment Agency is the environmental principal adviser to the government on the environment, and the leading public body protecting and improving the environment, with their purpose being to work with other organisations to reduce flood risk and promote sustainable development. The Drinking Water Inspectorate is responsible for ensuring the water companies in both England and Wales provide water that meets the standards of Water Quality Regulations therefore ensuring it is safe to drink. Finally, The Consumer Council for Water represents consumers within the water sector and is also responsible for investigating any consumer complaints that have not been resolved by the water companies.
	If found to be in breach of any of the laws or regulations set in place by any of the regulatory bodies mentioned previously, the privatised water companies face serious consequences. For example, it has been uncovered that in 2017 “£375,000 was paid by Northumbrian Water for pumping raw sewage into a tributary of the River Tyne, whilst Anglian Water Services has made two separate payments of £100,000 for pollution incidents that killed fish” (The Guardian, 2017). Moreover, Yorkshire Water was also fined a hefty sum of £1.1m due to sewage overflowing into the Ouse in August 2013, affecting a Kilometre of the river (Carrington, 2016).
[bookmark: _Toc510111026]3.1.3 Ethical Responsibilities
	The third layer of the pyramid is regarding the ethical responsibilities that a business has relating to fairness and morality. It has been suggested that ethical responsibilities necessitates businesses to go beyond both legal and economic responsibilities and seek to do what is right, just and fair (Crane & Matten, 2004) in order to avoid or minimise the harm their operations have on stakeholders and/or the wider environment (Sims, 2003).
	Water companies in both England and Wales avoiding paying millions of pounds in tax by loading up with debt in order to offset profits is one of the main ethical issues within the industry. It has been uncovered that “in 2013 six water companies (Northumbrian, Yorkshire, Anglian, Thames, South Staffordshire and Sutton and East Surrey Water) avoided paying millions in tax by routing profits through tax havens and using a legal loophole. It was discovered that the interest payments on the loans reduce the water companies’ taxable profits in the UK and, due to a regulatory loophole, go to the owners tax-free” (Clancy, 2013). Moreover, it has been said that “the findings comes just a week after the water regulator OFWAT announced that water bills would rise by 3.5pc on average to £388 a year, promising to “make sure customers get value for money” (Clancy, 2013). Therefore, this could be seen as unethical behaviour as it was portrayed to customers that it was necessary for prices to rise whilst the private water companies were already saving millions by avoiding paying tax.
[bookmark: _Hlk510030909]	In addition to this, another ethical issue within the privatised water industry is organisations charging unnecessarily high prices. It has been discovered that “Britain’s privatised water companies have made windfall profits of over £1bn because government regulators allowed them to charge consumers unnecessarily high prices with the poorest customers being among those worst hit, with average water bills now representing 5.3 per cent of their annual income compared with 2.3 per cent before the recession” (Wright, 2016). Thus, it can be argued this is unethical behaviour due to the fact that each water company is a monopoly within a specific region meaning that consumers do not have the ability to switch to another company meaning they have to endure the high prices.	
[bookmark: _Toc510111027]3.1.4 Philanthropic Responsibilities
	At the top of Carroll’s pyramid is the philanthropic responsibilities faced by a business. It has been suggested that the philanthropic responsibility of an organisation is to improve the overall quality of life for employees, local communities and society as a whole (Crane & Matten, 2016).
	Although water privatisation has been portrayed as being unethical from the eyes of the consumer within this report previously, there is also significant evidence to suggest that the water companies act in a philanthropic manner. As claimed by their website, Welsh Water support WaterAid, a charity that works in “17 different countries providing water, sanitation and hygiene education to some of the world’s poorest people” (Dwr Cymru, 2018). They also state that “Staff across the business are actively involved in a wide range of fundraising activities each year. In the last 5 years of fundraising staff, have raised almost £700,000” (Dwr Cymru, 2018). In addition to this, Cambridge Water launched their ‘Village Life Fund’ in which ten grants of £250 each are made available annually, and applicants are invited to write in with full details of a village fundraising project or neighbourhood initiative in Cambridge to be considered for a grant (Cambridge Water Company, 2017). Ultimately, this implies that water companies are attempting to exploit the philanthropic layer of the pyramid by not only wanting to improve the quality of life of those around the world by supporting international causes, but by helping their own communities too by supporting local causes.
[bookmark: _Toc510111028]3.4 Sustainability
[bookmark: _Hlk510107734]	Sustainability has been described as “long-term, strategic planning that allies business growth with positive environmental and societal continuity” (England, 2011). In relation to the sustainability of the UK’s water supply, the majority of water companies are undertaking measures in order to maintain the country’s fresh water supply and improve the overall quality whilst safeguarding the environment. An example of this being Anglian Water’s ‘Love Every Drop’ sustainability campaign that they currently have in place, which focuses on working with everyone who influences water use in their region – housing developers, retailers, manufacturers, government and customers in order to develop new ways to supply and use water sustainably (Anglian Water, 2018). Moreover, Anglian Water has 12 ambitious business goals in place in order to achieve the outcomes their customers have set them as depicted in figure 2. (Anglian Water, 2018) state that “If we achieve these we'll be well on our way to achieving the 10 outcomes our customers have set us, and if we achieve our outcomes we'll achieve our vision: to put water at the heart of a whole new way of living” (Anglian Water, 2018). According to (Anglian Water, 2018), the 12 business goals consist of:
· No accidents.
· No incidents.
· No pollutions.
· 100% of our customers very satisfied with our service.
· Frontier performer in the UK.
· Employer of choice.
· Lead and champion the effective management of the impact of growth and climate change.
· Zero waste. Get it right first time, every time.
· To deliver a 70% reduction in capital (embodied) carbon by 2030 from a 2010 baseline.
· To exceed a 7% reduction in real terms in gross operational carbon by 2020 from a 2015 baseline.
· Make a positive difference to the communities we serve.
· Pioneer responsible water stewardship.

[image: Our 10 customer outcomes]
Figure 2: 10 Customer Outcomes (Anglian Water, 2018)
[bookmark: _Hlk510029270]Furthermore, there have also been a number of modern day water break throughs in recent years, ultimately developing new ways to provide water sustainably. The first example of this being P&G’s development of a powder that is able to make water cleaner by mixing with dirt and pollutants enabling the dirt in the water to separate and sink. It has been identified that “4 grams of the powder can clean up to 10 liters (2.6 gallons) of dirty water in just 30 minutes. Moreover, the packets remove more than 99.9% of common waterborne bacteria, viruses, and protozoa (microbial organisms) from water, and they have helped reduce the incidence of diarrheal disease by up to 90%.” (Upworthy, 2017). 
[bookmark: _Toc510111029]3.5 The Quality of Water
	As highlighted previously, the Chief Inspector of Drinking Water (DWI) for England and Wales regulates the quality of water supplied by water companies and carries out checks to ensure that local authorities are meeting their responsibilities for the regulation of private water supplies (Chief Inspector of Drinking Water, 2015). Furthermore, it has also been uncovered that standards for the quality of UK water are laid down within national regulations derived from the EU Drinking Water Directive (Water UK, 2017).
[bookmark: _Hlk510108092]	A report published by the (Chief Inspector of Drinking Water, 2015) ultimately implies that the overall quality of water within the UK has improved greatly since privatisation. The report states that in 2014 the water companies in England carried out 3,853,350 tests on fresh water as it left treatment works and arrived at the consumer’s tap, with only a tiny fraction (0.04%) of these tests failing to meet the standards in place. This contrasts with the 3,296,400 tests conducted in 1990 in which 32,427 failed to comply with regulations (Chief Inspector of Drinking Water, 2015), therefore proving that the quality of water has improved drastically since the DWI was first introduced. Finally, it has been reported that England and Wales have achieved 99.96% compliance with drinking water quality standards in both the UK and Europe in 2017 (Water UK, 2017) in comparison to the 99.00% compliance rate at the start of the regulatory regime in 1990.
[bookmark: _Toc510111030]3.6 Advantages and Disadvantages of Privatised Water Industry
[bookmark: _Toc510111031]3.6.1 Advantages
	A number of advantages of a privatised water industry have been uncovered, the first being that private-sector managers tend to focus on the cost of service and return on capital. It has been identified that although the new and innovative technologies in which they invest may have a higher initial cost, they also offer savings enabled to be shared with customers whilst improving both service and quality (Little, 2012). Additionally, (Little, 2012) also points out that public enterprises often do not have rate structures that reflect the true cost of the service, meaning they lack the means to make both capital investments and hire the professional staff required to meet the high water-quality standards. Moreover, it has also been suggested that “the biggest water problems occur in places where the government is too weak to either provide adequate services or to regulate private companies” (Wolff, 2004) therefore implying that a privatised water industry is not a problem and is more of a solution.
[bookmark: _Toc510111032]3.6.2 Disadvantages
	Numerous disadvantages in relation to the privatisation of the water industry have also been brought to light, including the fact that private water providers are businesses and are therefore mainly motivated by their bottom line also known as their net profit. (Hauter, 2012) states that “the pressure to deliver high rates of return for shareholders drives them to cut corners when they are operating under contracts, and to drive up costs when they are operating as regulated utilities”. Another disadvantage that has been unearthed is that privatisation reduces local control and public rights. This is upheld in a report published by (Public Citizen, 2016), whom state that “when water services are privatised, very little can be done to ensure that the company will work in the best interest if the community. Furthermore, if a community is dissatisfied with the performance of a company, buying back the water rights is a very difficult and costly proposition”. Thus, the information above ultimately suggests that the prime directive of the private water companies is to maximise profits, therefore taking little consideration of consumers.
[bookmark: _Toc510111033]3.7 The Future of Our Water Supply
[bookmark: _Hlk510108159][bookmark: _Hlk510108192]	According to (Beary, et al., 2008), the amount of water used by humans has tripled since 1950, with about one fifth of the world’s population lacking sufficient water, a figure that has been estimated to reach 40 percent by 2025 due to growing world economies. In regard to the UK, it has been estimated that the average consumption of water per person per day was 139 litres in 2016 therefore resulting in a high demand for water and a looming crisis.
[bookmark: _Hlk510108342]With regards to securing a safe source of water for the future and reducing the overall risk several potential solutions have been uncovered, the first being reducing leakage in pipes in order to retain more water. This can be achieved by “improving the water distribution network (for example by introducing transfers of water between water companies), and building or developing new water supply infrastructure (by re-using effluent, constructing reservoirs and identifying new groundwater sources)” (Holmes, 2017). Furthermore, (Holmes, 2017) also states that “water companies can reduce consumption by helping householders and businesses use water more efficiently. Current Water Resource Management Plans include an ambition to reduce average consumption to 137 litres per person per day (from 139 litres in 2015/16) as well as implementing a range of other measures including encouraging the use of water-efficient taps and appliances”.
[bookmark: _Toc510111034]3.8 Corporate Citizenship and The Extended View
	Corporate citizenship has been defined by (Crane & Matten, 2016) as “the corporate role in governing citizenship rights for individuals”. Furthermore, it has been uncovered that “the term corporate citizenship is used to ‘connect business activity to broader social accountability and service for mutual benefit’, reinforcing the view that a corporation is an entity with status equivalent to a person” (Waddell, 2000).
	With regards to the extended view of corporate citizenship, it has been argued by (Scherer & Palazzo, 2008) that the extended view of corporate citizenship includes responsibilities beyond philanthropy and corporate social responsibility. Additionally, (Crane & Matten, 2010) imply that the extended view ultimately takes three main topics into consideration. These topics include social rights (e.g. the right to education, health care and social welfare), civil rights (e.g. freedom of speech and the right to engage in free trade) and political rights (e.g. the right to participate in political activity) (Crane & Matten, 2010).
[bookmark: _Toc510111035]4.0 Conclusions
	In conclusion, it has been uncovered that the privatised water companies are more concerned about making a profit than they are maintaining good relationships with their customers as evidence provided previously in the report suggests water bills have trebled since privatisation in 1989, in contrast with inflation which has only doubled (UNISON, 2013). Additionally, the report has discovered that the water companies are required to meet certain laws and regulations with regards to water quality devised by bodies such as OFWAT, and failing to do so could lead to serious consequences such as large fines. Moreover, with regard to ethical responsibilities, the water companies in both England and Wales have been found to be avoiding paying millions of pounds in tax by loading up with debt in order to offset profits, therefore deeming them to be unethical. However, the report has also found evidence to suggest that water companies are exploiting their philanthropic responsibilities by donating to charities and supporting local communities.
With regards to sustainability, the report has also uncovered that most of the water companies are incorporating sustainability campaigns within their business strategies in order to maintain the country’s fresh water supply and improve the overall quality of water for customers. Furthermore, the report identifies new methods that water companies are able to adopt in order to provide water more sustainably. This includes P&G’s development of a powder that is able to clean the water making it safe for human consumption. Additionally, the report has considered both advantages and disadvantages of a privatised water industry with there being an equal argument for both for and against.
The report also suggests that the overall quality of water within the UK has improved greatly since privatisation (Chief Inspector of Drinking Water, 2015). However, it has also been uncovered that the amount of water used by humans has tripled since 1950, with the average consumption of water per person per day in the UK being at 139 litres in 2016, therefore resulting in a high demand for water and a looming crisis. The report has identified a number of measures that are able to be undertaken to reserve water within the UK, including improving the water distribution network therefore preventing leakage. Finally, the report has discussed the theory of corporate citizenship as well as the extended view.
[bookmark: _Toc510111036]5.0 Recommendations
	The following recommendations have been devised based solely on the findings uncovered within this report:
1. With regards to the current high water prices, companies should consider freezing prices in order to reduce the already drastically high affordability problems within the UK. Each water company having a monopoly within a specific region should not mean they can take advantage of customers by charging unnecessarily high prices. Freezing prices would keep customers happy therefore encouraging loyalty and improving the water companies’ overall public image.
2. On the topic of sustainability, the water companies should continue to develop and invest in sustainability campaigns such as ‘Love Every Drop’ in order to improve overall water quality and continue to safeguard the environment. This would then lead to the companies being perceived as socially responsible therefore improving their public image.
3. [bookmark: _GoBack]The water companies should also look to invest in break through’s in sustainable resourcing of water such as P&G’s powder formula, in order to increase water supply and reduce the likelihood of the looming water crisis. 
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Figure 2-1: The pyramid of Corporate social responsibility
Source: Carroll (1991, p. 42)

Carroll's (1991) four-part theory of CSR is popular both in academia and the business
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