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that with current predictions for construction cost inflation, a cautious approach to 
costing is undoubtedly prudent and correct; 

• Given the time pressures on the Monmouthshire & Brecon Canal repair, BW took 
the view that it was necessary to be unequivocal in its announcement so that it 
could move to reallocate funds with absolute certainty. An announcement of a 
potential problem for funding followed by a slower subsequent withdrawal from 
the project when additional funding was not forthcoming would have been 
interpreted as a very hostile act by major funders such as HLF or SWRDA and 
would also potentially have jeopardised relationships with Defra; 

• BW was working hard to ensure its orderly withdrawal from the project and the 
partners’ ability to continue to meet the original aims of the project, although it 
acknowledged this might now be at a slower pace; and 

• The physical work done so far, and the extensive design, technical and community 
work that had been undertaken, had laid the foundation for furtherance of those 
project aims.53 

58. BW told us in oral evidence that it had not felt able to give its partners early warning of 
the decision to withdraw funding: not only would it be impossible to determine which 
partners were important enough to be given early warning, but BW also had to bear in 
mind that it would be unfair to let a decision affecting BW employees’ future employment 
“seep out”. BW’s Chief Executive had, however, rung people in advance to warn them of 
the announcement.54 This amounted to minutes in some cases and often resulted in a 
message being left on an answerphone which meant that individuals heard the formal 
announcement first. 

Reaction to BW’s decision 

59. The Inland Waterways Association—which campaigns to restore waterways—was 
“highly critical” of BW’s “sudden withdrawal” from the Cotswold Canals Partnership. It 
believed that BW’s action had: 

• jeopardised the hard work and financial commitment of BW’s former partners in the 
Cotswold Canals Partnership, including the thousands of volunteers giving of their 
own time and money; and 

• undermined the confidence of many other organisations either involved, or 
anticipating being involved, with BW in other waterways restoration projects.55 

60. The IWA says that the decision came without consultation or warning and was a “huge 
shock”: 

 
53 Ev 2–3 

54 QQ 71–2 

55 Ev 126, Executive Summary 
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[t]his lack of consultation by British Waterways was ill-judged, ill-mannered and left 
partners flatfooted and unable to respond with alternative plans when contacted by 
the media […] To date, British Waterways has failed to consult in depth with its 
partners regarding its decision and has not communicated its thinking, financial 
situation or other reasons for its decision to withdraw.56 

61. The Cotswold Canals Trust said that: 

Long before the DEFRA funding cuts and the Mon[mouthsire] & Brec[on]problem, 
BW had been showing signs that they were not wholeheartedly committed to the 
Cotswold Project. […] 

Coupled with inadequate project management came a near obsession with risk and 
an unwillingness to get the project moving. The minutes of BW Board Meetings in 
2005 show that they were anticipating the real possibility of pulling out even then. 
[…] 

 In January 2006, HLF [Heritage Lottery Fund] confirmed their grant to the 
Cotswold Canals Project and the works were expected to be complete in 3 years. 
Incredibly, no project manager was put in place until January this year; the same 
month BW decided to withdraw. Instead, the intervening two years were occupied 
by yet more risk reviews either centred around engineering costs or lower potential 
property development returns whilst a small number of relatively junior BW 
engineering staff struggled to get the project going in the face of little support from 
senior management. […] 

Delays in the project have wasted about £3m in inflation costs alone. For a long time 
now, the biggest risk to the project has been the constant review of risk resulting in 
the failure to get on with the job. The delays have also put other time related third 
party funding at risk. […] 

The Cotswold Canals Project remains entirely viable, technically deliverable and 
remains highly desirable. CCT and Stroud District Council working together are 
determined to see the project through and it won’t be hard to make a better job of it. 
The biggest problem we face is keeping the funding package intact. BW is perceived 
as the national body with all the expertise needed to successfully restore, operate and 
maintain canals; their withdrawal from any project can therefore have catastrophic 
consequences. There is already evidence that future funders have already been put off 
by BW’s actions.57 

Defra’s view 

62. Defra makes little reference to the specifics of the case, but its view is that: 

Given maintaining the existing network is our agreed main priority, Government 
supports British Waterways’ restoration activities only where there are overriding 

 
56 Ev 127, para 8 

57 Ev 106–107, paras 8–16 
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benefits and where new cost streams do not compromise its ability to maintain the 
existing network in good order. Although restoration projects may bring 
regeneration benefits, there are ongoing costs to British Waterways which need to be 
carefully assessed for affordability. In addition, British Waterways often carries the 
risk of the project when it acts as project manager (in the case of the Cotswolds Canal 
Project, this had doubled to £6 million and could be more). Whether or not to 
engage in restoration projects is clearly a matter for the British Waterways Board in 
the light of the need for it to carefully assess the wide range of costs and benefits and 
alternatives together with existing pressures. Central government is not well placed 
to decide between restoration projects across the country or fund them through the 
grant to British Waterways which is to maintain the canal network. These projects 
benefit local communities and it is for regional and local funding providers to decide 
on priorities and what should be supported. Whilst some modest seedcorn funding 
might be appropriate, Government does not believe it is for British Waterways to 
carry the risk and responsibility for restoration projects—beneficiaries should share 
the burden.58 

63. BW says that under its guidance from Defra, “a decision of this kind is clearly for the 
BW Board to make”.59 In answer to a PQ from Mr Drew, the Minister Jonathan Shaw said 
on 18 February 2008: 

On Monday 28 January, DEFRA officials advised me that British Waterways (BW) 
had informed them that the board had decided to withdraw from the Cotswold 
Canal Partnership. BW asked that we allow them time to inform their staff and the 
most affected stakeholders in advance of the Press Notice which was issued on 
Monday 4 February. 

We have always made it clear that, whilst we welcomed the project, this was a matter 
for the BW board. I was aware that BW had many new pressures on their budget, 
particularly in relation to the Monmouthshire and Brecon Canal breach, and that 
they were concerned at their overall level of exposure. It is for the BW board to 
decide how best to manage risk, taking into account both the interests of all 
stakeholders and BW's public policy objectives.60 

Under Defra’s new “Deal” with BW the organisations have agreed to work together on 
stakeholder engagement and have adopted “a ‘No Surprises’ policy, giving advance notice 
of intent, sharing press notices in advance and problems arising”.61 

Our views 

64. BW says that it seeks to expand the waterways network, though not at the expense of 
the existing network in its care. It has a policy that in principle it does not contribute its 
own capital or revenue in canal restoration projects, although it accepts that it sometimes 

 
58 Ev 23–4 

59 Ev 2 

60 HC Deb, 18 February, col 272W 

61 Ev 27 
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needs to act as a funder of last resort, with an upper limit normally of £2 million per 
project. This approach is reflected in the system BW has had since 2005 for approving 
funding for such projects. Defra has also recently given BW a clear steer that it should give 
top priority to maintaining the present network. These factors mean that BW has to be 
extremely cautious in committing its capital to canal restoration projects. They also mean 
that such projects are vulnerable to losing BW funding if there are sudden calls for funding 
to maintain the existing network, as was the case with the Cotswold Canals project. Such 
decisions may have to be made by BW without it being able to take account of their effect 
on others, but they will involve lost opportunities to create external benefits such as 
housing, income and employment, and a great deal of frustration and disappointment in 
areas whose schemes have funding removed. It is much worse for all concerned for BW to 
commit money to a restoration project and then withdraw it than not to commit it in the 
first place. 

65. BW and Defra are both well aware of the wider benefits of waterways restoration, but 
we accept that these benefits generally accrue to local organisations and people in the 
public, private and voluntary sectors. BW feels that it, rather than its partners, carries the 
risks associated with restoration projects. This view is certainly not shared by the other 
partners involved in the Cotswold Canals regeneration. In the present financial climate BW 
cannot be expected to take on substantial risk in order to secure benefits for others without 
help from government and its agencies. If there is wider public benefit to be obtained from 
a restoration project then the public sector agencies responsible for procuring those 
benefits, not BW, should not only put up the money for the project, but also bear the risk. 
Defra, in cooperation with British Waterways and other interested government 
departments and public bodies, should develop a transparent mechanism to score and 
prioritise public investment in canal restoration according to the external benefits that 
such spending would create, and should agree principles as to how the financial risks of 
such projects should be borne. 

66. BW should also reappraise the implications for its long term financial strategy of 
constraining its enthusiasm for restoration projects. Such ventures can provide BW 
with new income streams when canalside developments on BW land are associated with 
such projects. It is likely that BW will need increasingly to rely on income from 
canalside developments in the future. A reduction in restoration projects involving BW 
may therefore in the long term adversely affect BW’s move towards achieving an even 
greater degree of financial self-sufficiency. 

BW’s decision to withdraw from the Cotswold Canals Partnership 

67. BW’s involvement in the Cotswold Canals project from an early stage clearly gave 
comfort to all its partners that ultimately committed themselves to this project. Their 
support was a crucial ingredient in enabling the financial consortium necessary to see this 
project through to completion to be assembled. With this in mind we believe that BW 
should have consulted earlier with its partners to enable them to consider whether 
alternative funding could have been put in place before BW’s withdrawal from the 
project was put into the public domain. 
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4 Conclusion 
68. We will continue to monitor how British Waterways and Defra discharge their 
responsibility for the waterway system. We may return to this subject again when the 
KPMG report is concluded, the Interdepartmental Working Group has evolved, and as the 
Strategic Steer continues to guide BW’s priorities. 
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Conclusions and recommendations 

Defra’s priorities for BW 

1. We welcome the improved relationship between Defra and British Waterways since 
our Report in 2007. Their commitment to improved communication is very helpful, 
as is the greater clarity about Defra’s priorities for the network and the extent of 
BW’s autonomy to manage itself. (Paragraph 22) 

Interdepartmental Working Group 

2. We welcome the formation of the Interdepartmental Working Group, and expect 
Defra to ensure that other Departments send appropriately high level representatives 
to its meetings. We look forward to receiving a report from Defra on its work and 
achievements before Parliament rises for the summer recess. (Paragraph 26) 

British Waterways’ budget for 2008–09 

3. BW’s grant under the CSR settlement is not enough to prevent continued 
underspending on its major works programme, but the CSR round was a tight one. 
In the circumstances a “flat cash” settlement for BW is acceptable. However, given 
the gains that have already been made in improving the condition of the canal 
network, Defra and BW should now jointly produce a strategy indicating how the 
improvements will be sustained against a background where current property 
market trends will make it more difficult for BW fully to realise its income potential 
from waterside developments. (Paragraph 34) 

British Waterways Status Options review 

4. We are unconvinced by the need for BW to spend up to £600,000 on a report by 
consultants on its future structure when it is by its own admission short of money. 
We find it hard to believe that analytical capability does not exist within BW, Defra 
or other public sector organisations that could have conducted this study at lower 
cost to public funds. BW should now explain why it was necessary to spend money 
of this order at a time when it was facing significant pressure on its finances sufficient 
for it to withdraw its support for the Cotswold Canals project. (Paragraph 41) 

Our views 

5. Defra, in cooperation with British Waterways and other interested government 
departments and public bodies, should develop a transparent mechanism to score 
and prioritise public investment in canal restoration according to the external 
benefits that such spending would create, and should agree principles as to how the 
financial risks of such projects should be borne. (Paragraph 65) 

6. BW should also reappraise the implications for its long term financial strategy of 
constraining its enthusiasm for restoration projects. Such ventures can provide BW 
with new income streams when canalside developments on BW land are associated 
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with such projects. It is likely that BW will need increasingly to rely on income from 
canalside developments in the future. A reduction in restoration projects involving 
BW may therefore in the long term adversely affect BW’s move towards achieving an 
even greater degree of financial self-sufficiency. (Paragraph 66) 

BW’s decision to withdraw from the Cotswold Canals Partnership 

7. BW should have consulted earlier with its partners to enable them to consider 
whether alternative funding could have been put in place before BW’s withdrawal 
from the project was put into the public domain. (Paragraph 67) 
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Formal Minutes 

Wednesday 18 June 2008 

Members present: 
 

Mr Michael Jack, in the Chair 
 

Mr Geoffrey Cox 
Mr David Drew 
Mr James Gray 
Lynne Jones 
David Lepper 
 

 Miss Anne McIntosh  
Sir Peter Soulsby 
David Taylor 
Paddy Tipping 
Mr Roger Williams 

Draft Report (British Waterways: follow-up), proposed by the Chairman, brought up 
and read. 

Ordered, That the draft Report be read a second time, paragraph by paragraph. 

Paragraphs 1 to 68 read and agreed to. 

Summary agreed to. 

Resolved, That the Report be the Eighth Report of the Committee to the House. 

Ordered, That the Chairman make the Report to the House. 

Ordered, That embargoed copies of the Report be made available, in accordance with the 
provisions of Standing Order No.134. 

Written evidence was ordered to be reported to the House for printing with the Report. 

Several papers were ordered to be reported to the House for placing in the Library and 
Parliamentary Archives. 

*** 
 
 [Adjourned till Wednesday 25 June at 2.30 p.m. 
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