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INTRODUCTION

1.

This Explanatory Document has been prepared in respect of the draft Public
Services Reform (Scottish Water) Order 2026 (“the draft Order”), which, if
subsequently approved by the Parliament, will be made in exercise of powers
conferred by section 14(1) and 14(7) of the Public Services Reform (Scotland)
Act 2010 (“the 2010 Act”), which enables the Scottish Ministers, by order, to
make any provision which they consider would improve the exercise of public
functions having regard to efficiency, effectiveness and economy. The
instrument is subject to affirmative procedure by the Scottish Parliament.

The draft Order does not make provision modifying, conferring, abolishing,
transferring, or providing for the delegation of, any function; nor does it create
any new person or body on which functions are conferred. Scottish Water is
listed in schedule 5 of the 2010 Act.

BACKGROUND AND REASONS FOR THE PROVISION

3. Paragraph 2 of schedule 3 of the Water Industry (Scotland) Act 2002 (“the 2002

Act”) provides for Scottish Water's Board to consist of non-executive and
executive members. Sub-paragraph (1) sets the upper and lower limits on the
respective numbers of non-executive and executive members on the Board of
Scottish Water: Scottish Water must have a Board consisting of between 5 and
8 non-executive members and between 3 and 5 executive members. Sub-
paragraph (2) requires that non-executive members must always be in a
majority of at least two.

The number of executive members on Scottish Water's Board has varied over
time. At present, there are three executive members who are nominated by the
Board from among the members of the Scottish Water Executive Leadership
Team: the Chief Executive Officer (CEQO), Chief Financial Officer (CFO) and
Chief Operating Officer (COQ). There are currently eight non-executive
members (including the Chair) appointed to the Board by the Scottish Ministers.

The Scottish Water Board has agreed that it would be appropriate, after the
retirement of the COO during the second half of 2026, to move to a structure
with two executive members. The CEO and CFO would remain on the Board.

The draft Order will enable the Board composition to be changed in line with
Scottish Water’'s preferred corporate structure. Without legislative change,
Scottish Water would be required to maintain a minimum of three executive
members and designate another member of its Executive Leadership Team as
an executive Board member in 2026 following the retiral of the current COO.



EFFECT OF PROVISIONS OF DRAFT ORDER

7. The draft Public Services Reform (Scottish Water) Order 2026 reduces the
minimum number of executive members of the Board of Scottish Water from
three to two.

8. With reference to section 14(1) of the 2010 Act, the Scottish Ministers are
satisfied that this amendment to paragraph 2 of schedule 3 of the 2002 Act will,
by enabling Scottish Water to implement a Board composition that will be
aligned to its preferred corporate structure and reduce the number of executive
members on its Board, improve the exercise of the public functions of Scottish
Water, particularly in regard to its efficiency, effectiveness and economy.

9. The draft Order will enable Scottish Water to have a more streamlined Board
structure and one which is reflective of executive leadership structures in
comparable organisations. Scottish Water has benchmarked its revised
structure against a number of comparator organisations and found that the
majority of UK-based water and wastewater organisations appoint two
executive members on to their boards and these are most commonly the CEO
and CFO. Scottish Ministers consider that this would align Scottish Water with
current best practice, and this view is shared by the Scottish Water Board.

10. The responsibilities of the COO will be redistributed across existing members
of the Scottish Water Executive Leadership Team. The remit of the Board’s
activities would be unchanged, and the CEO will provide the direct line to the
Board on operational performance.

11. The Scottish Water CEO currently holds the overall Board responsibilities in
relation to health and safety and can provide updates on operational matters
presently; the CEO also brings operational experience from outside the Scottish
water industry in that regard. This ensures that the Board will continue to
operate effectively and benefit from a wide range of executive expertise without
a third executive member on the Board.

12.Enabling Scottish Water to reduce the minimum number of executive Board
members required in paragraph 2(1)(b) of schedule 3 of the 2002 Act will result
in financial savings of approximately £40,000 to £60,000 per annum, based on
a salary differential of £20,000 to £30,000 per annum of an Executive Director,
plus associated costs relating to pension contributions and National Insurance.
Reducing the statutory minimum from three to two executive members allows
Scottish Water to avoid the ongoing cost of a third executive Board member.

13.While this would enable Scottish Water to reduce the current number of
executive members from three to two, it would retain the ability to increase that
number up to the existing limit of five if this was deemed appropriate at any
point in the future, subject to other requirements in the 2002 Act being met.
Similarly, the amendment will not preclude a future restructuring where the
COO role is reinstated in the organisation.

Section 16(2) of the Public Services Reform (Scotland) Act 2010



14.

15.

16.

With reference to provision contained in the draft Order, the relevant conditions
set out in section 16(2) of the Public Services Reform (Scotland) Act 2010 are
considered to have been met.

The Scottish Ministers consider that the provisions of the draft Order are
proportionate to the policy objective. The policy objective is that Scottish Water
should be able to operate under a Board composition that reflects its preferred
corporate structure which is aligned to industry best practice. The existing
provision in the 2002 Act does not enable this. Only the minimum amendments
necessary to the 2002 Act are being made and these ensure that, as is currently
the case, there will always be a majority of non-executive members compared
to executive members.

With reference to section 16(2)(b) to (e) of the 2010 Act, the draft Order does
not remove any necessary protection and does not remove, confer or modify
any functions of Scottish Water.

CONSULTATION

17.

18.

19.

20.

Scottish Government officials have engaged with Scottish Water on the
proposals set out in the draft Order, noting that the proposals relate solely to
the composition of its Board.

Scottish Ministers laid a proposed draft Order and explanatory document on 3
October 2025. In line with the conditions set out in section 26(1) and (2) of the
Public Services Reform (Scotland) Act 2010, the Scottish Ministers consulted
on the proposed draft Order for a period of sixty days, closing on 17 December
2025. A copy of the proposed draft Order and explanatory document was
shared with organisations which appeared to the Scottish Ministers to be
representative of interests substantially affected by the proposals, including
Scottish Water, the Water Industry Commission for Scotland (WICS), the
Drinking Water Quality Regulator for Scotland, the Scottish Environment
Protection Agency and Consumer Scotland

The Net Zero, Energy and Transport Committee considered the proposed draft
Order on 28 October 2025 and sought views from certain stakeholders. The
Committee has shared with Scottish Ministers the responses it received from
relevant trade unions (Unison, Unite and GMB), Consumer Scotland and WICS.
WICS also responded directly to the Scottish Government.

Neither WICS nor Consumer Scotland raised any significant concerns with the
proposed draft Order. Both stakeholders highlighted the importance of the
Scottish Water Board retaining oversight of areas currently covered by the COO
once that role no longer exists. The Scottish Government has previously
sought and received assurance from Scottish Water that these matters will
continue to have appropriate visibility either through the CEQO’s ongoing
executive membership on the Board, or through updates from relevant senior
leaders.



21.The three recognised trade unions of Scottish Water employees provided a joint
response, suggesting that in their view any changes to the composition of the
Scottish Water Board would provide an opportunity to allocate membership to
each of the unions and that such a move would be potentially conducive to
improved industrial relations.

22.The Water Industry (Scotland) Act 2002 requires under paragraph 2(4) of
schedule 3, that one of the non-executive members appointed to the Scottish
Water Board must be a person appearing to the Scottish Ministers to have
special knowledge of the interests of the employees of Scottish Water and the
process of appointing that member involves trade union consultation. Scottish
Ministers are content that this approach remains progressive within the public
body landscape and is the most appropriate mechanism for employee interests
being properly considered at Board level.

23.Having had consideration to the consultation responses, the Scottish Ministers
have therefore made no changes from the proposed draft Order laid on 3
October 2025.

IMPACT ASSESSMENTS

UN Convention on the Rights of the Child (Incorporation) (Scotland) Act 2024
Compatibility

24.The Scottish Ministers have made the following statement regarding children’s
rights:

In accordance with section 23(2) of the United Nations Convention on the
Rights of the Child (Incorporation) (Scotland) Act 2024 (the 2024 Act), the
Scottish Ministers certify that, in their view, The Public Services Reform
(Scottish Water) Order 2026 is compatible with the UNCRC requirements as
defined by section 1(2) of the Act.

25.A Child Rights and Wellbeing Impact Assessment has been prepared as
required by the 2024 Act. No other impact assessments were considered
necessary due to the nature of the proposal.

26.The Cabinet Secretary for Climate Action and Energy confirms that no Business
and Regulatory Impact Assessment is required, as the instrument has no
financial effects on the Scottish Government, local government, or business,
beyond the budget impact for Scottish Water itself.

Scottish Government
January 2026



