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INTRODUCTION

In the 1990s political systems in central dfabternEurope underwent major changes affecting the
whole economy, including the water sector. In particular the decentralisation process led to major
modifications in how the water sector was mged and operated, as decentralisation involved changes in
the competences of local communities when they took over responsibility for the provision of public
services. The focus of this work lies on the changes that have taken place in the water slipply an
wastewater services.

There is an ongoing discussion about the consequences of the decentralisation process in the water
sector, as this process is rather complex due to the many different factors involved when-aedigign
authority is transferred ore-assigned from central government to -athional bodies, such as
municipalities. In general, the process does not only affect delegation of powers but also involves
transference of physical assets. This latter aspect is of centificsigce in the wier sector.

The concept of decentralisation is often seen as a universal good and is promoted worldwide.
Proponents of decentralisation argue that it can lead to more efficient allocation and use of resources, i.e.
the economic justification of thisprakes i s based on reasons of 6éall oca
level of government being considered to be able to perform functions more effectively. Furthermore,
decentralisation integrates local people in the decisiaking process and theredocreates a higher
degree of transparency and ownership, i.e. follows the principle of subsidiarity.

But decentralisation may also be called into question as its implementation can lead to problems, in
particular if the process takes place in haste aadetal, economic and institutional frameworks do not
function properly or are not in place at all. In this case the arguments of potential opponents of
decentralisation must be taken into account quite sound and should be taken seriously, as the aflocatio
responsibilities to municipal level can overburden the capacity of the municipalities and complicate access
to capital markets, making it more difficult to raise funds for further investment in water infrastructure.

Furthermore, decentralisation isgularly associated with fragmentation of the structure of the water
service industry, i.e. small water utilities providing public services to a relatively small number of
consumers, leading to the abawentioned problems and challenges faced by politiealsionmakers,
such as access to financing. This criticism can be valid but should not be overstated as several western
European countries, such as France, Austria and the southern part of Germany, display a rather fragmented
water supply and wastewatsector with infrastructure that only services a relatively small humber of
customers compared to other countries. However, it should be kept in mind that the structure of the water
sector in these countries developed over a long period of time and theexfmerience here cannot
necessarily be directly transferred to central and eastern European countries.

The focus of the paper is an analysis of the water sector and the experience gained with inter
municipal cooperatidnin the water sector in Europeamuntries. The background and rationale for

1 The term inter-municipal cooperation is used rather loosely throughout the report. A unique and widely accepteq definition of this term cannot be found in the literature. The term
inter-municipal cooperation i as used in the report i describes a situation when the provision of public water services in a municipality is not provided by an
individual municipality. Instead a single water operator formed by more than one municipality provides water supply and wastewater treatment services to the

water consumers located in these municipalities.



undertaking this analysis is the question of whether the problems and challenges associated with the
process of decentralisation in the water sector cb@tlleast partly be overcome with the formation of
larger water utilities.

It must be stated right from the start that it will not be possible to come to a simple and clear
conclusion in this regard due to the many factors (economic, social, political, legal, institutional,
geographical, hydrographical, etcfluencing the water sector. For instance, decentralisation involves a
wide range of different dimensions, including political, legal, institutional and financial aspects. Political
decentralisation, i.e. transferral of the responsibility of water semiovision to the local level, cannot
work properly without financial decentralisation, where there must be a guarantee at local level that the
municipalities have the right to raise the funds and/or generate the revenues required to make the necessary
investments in the water infrastructure.

The report is structured as follows: The chapter to follow discusses the issues to be analysed in more
detail by identifying and assessing the main topics covered in the report. Chapters 2 to 6 discuss the current
state of affairs in the water sector in Austria, France, Poland, Romania and the Ukraine. The focus of these
countrybased case studies is to highlight the current situation in the water sector in these countries,
concentrating mainly on issues linked to thigestions of whether inteénunicipal cooperation exists in
these countries and, if so, how this has developed ovet. time

Chapter 7 summarises the findings of the couspgcific case studies, focusing on discussion of the
potential of intefmunicipal @operation in the water sector. It has to be stated that the ctasied
experiences are unique and therefore cannot simply be compared and/or transferred between countries.
Additionally, it is impossible to draw generally accepted recommendationsegiind to issues relating to
decentralisation. For instance, the situation in the water sector in Austria is stable and therefore differs
completely from that in Romania where the legal framework and institutiorapsstill regularly face
major revisionThe issue of time is also of great significance as the water sector in older EU member states
has developed over quite a long time horizon as opposed to in new EU member states. This aspect is of
especial interest and concern as all EU member statesquiged to fulfil the same EU water policies
objectives and regulations, and the new EU member states must comply both within a relatively short
timeframe and from a different starting point. The focus of the final chapter is on discussion of the findings
with regard to developments in the water sector, particularly with reference to the decentralisation and
fragmentation in the sector. In addition, the chapter reveals the factors driving the process of the formation
of inter-municipal cooperations as idéi@d in the individual country case studies and in the literature. The
report ends with a typology highlighting some of the dimensions ofiinteicipal cooperation.

2 It has to be mentioned that the case studies do not cover all aspects of inter-municipal cooperation in the water sector due to a number of constraints.



CONCEPTUAL INTRODUCT ION

Current topics and political issues in the water sector

The European water sector is currently facing considerable challenges due to a whole range of
different issues and policies. For example, municipalities in different countries are selling putielg
water companies to the private sedtas part of a process of privatisation. This trend is at different stages
in different EU member states. Moreover the EU is aiming to increase the efficiency of the internal market
by forcing the liberalisatioprocess by means of opening previously closed markets, including the water
market. However, it has to be stated that not only the water industry in Europe is confronted with
challenges but also the water sector in Eastern Europe, Caucasus and Cen(BEB€IA); the water
sector here in particular is faced with having to secure reliable and sustainable financing models to
improve and expand the water infrastructure guaranteeing adequate water supply and sanitation service.

One of the issues often quotas a stumbling block with regard to achieving a sustainable financing
mechanism is the high degree of fragmentation of the water sector in many countries, as here in the words
of the European I nvestment Bank ( Esnial) waterosértice di f f
providers, particularly in the new Member States and Candidate Countries, to fulfil their public service
obligations, have increasingly put consolidation of the water sector on the political agenda. It is a process
whereby smaller wateservice providers cooperate or are replaced by or associated with larger and
stronger providers (EI' B, 2008, p.7)6.

Before discussing the issue of fragmentation, sometimes calledfragarentation, of the water
sector including its associated difficuiand possible solutions, it is useful to clarify other topics currently
high on the political agenda in the water sector. These topics are decentralisation, privatisation and
liberalisationi often linked but not really correlated.

As mentioned above lilbalisation of the provision of public services is currently at the fore at EU
level, but also worldwide. This process can be described as a change in the basic regulatory constraints as
it aims to cease the limitation of competition leading to open cotigpekietween several suppliers.

Privatisation on the other hand relates to the ownership structure of water providers, and involves the
outsourcing of public services managed and operated by public authorities to privately organised
companies. In additigrphysical assets can be transferred from the public sector to a private cdmpany
and it cannot be ruled othat this process ends with the establishment of a private monopoly instead of a
public monopoly. Although the processes linked to liberalisadiweh privatisation in the water sector are
significant when discussing the future direction of the water sector, they are not the focus of this report.

However, the topic of decentralisation is of greater interest here as the process of decentraligation ma
be described in terms of how service responsibilities are assigned between different administrative entities.
Decentralisation is used as a synonym for the principle of subsidiarity, thereby tackling the issue of how a
state may be structured, i.e. whigdsues and services should be provided by the central/national
government and which policy areas should be dealt with at th@atidnal level, i.e. carried out by
institutions at the regional, municipal/local level.



There is no correct division of thduties and tasks allocated between different entities and
institutions, as decentralisation crucially depends on many factors, i.e. a standard model of decentralisation
does not exist. This is also reflected in the literature, which regularly distinglnstvesen the following
key aspects in the decentralisation process:

1 Administrative decentralisation: a process of redistributing authority and responsibility for
providing public services from the central or national level of government torasiomal
and/or local level

1 Fiscal decentralisation: decentralisation of government expenditure and reaemug authority
to subnational government structures in line with their allocated functional responsibilities

91 Political decentralisation: a process wher#i®y/voice of citizens is integrated into policy
decisions at a suhational level and civil society can hold the associated authorities and officials
accountable

The success of a process of decentralisation is decisively influenced by whether all fthesat di
aspects have been or are being considered in the decentralisation process. For instance, administrative
decentralisation may be limited if there is no fiscal decentralisation at the local level. If this is the case
municipalities may not be able teceive resources from the national government, i.e. transfers from the
national budget, or not be allowed to raise funds with the introduction of local taxes.

A literature overview: decentralisation and fragmentation of the water sector

The focus of tis reporti as st ated in theii&TearomséloofokReée fnetroe npc
measures that can help to overcome the fragment
attention is given to the topic of how funds for the necessary investritewater infrastructure can be
generated, considering that many small municipalities currently face an uphill struggle in accessing the
capital market.

The water sector in many European countries can be described as fragmented in the sense that water
services are provided by relatively small water utilities. For example, there is a cleasaoattihdivide in
Germany, as small water utilities prevail in the southern part of Germany whereas the water utilities in the
northern part service more water comers. However, the German water sector developed over a long
period of time and is therefore contrasts sharply with the situation in some of the new EU member states
where fragmentation of the water sector came with the process of decentralisatioartedtveith the
political changes in the 1990s.

The reasons for fragmentation of a water sector are manifold, ranging from how the sector was
managed in the past, to geographic and hydrographical conditions, but also political will and delegation of
resporsibilities to regional and municipal level (i.e. principle of subsidiarity) are factors. However, the
current state of the water sector is often linked to inefficiencies in water provision and problems associated
with raising the necessary funds for invaesent on the capital markets. Therefore a trend of consolidation is
discernible, at least in some European countries, based partly on economic considerations. Here, it is
expected that larger water companies can achieve economies of Isealimg to effioency gains,
potentially simultaneously improving access to the capital markets. In other words the relevant issue is the
guestion of the optimal size of a water utility, as it is anticipated that larger units would have lower
operation costs; therefore arger of smaller units (i.e. forming interunicipal cooperation) would lead
to economies of scale and facilitate access to the capital markedgeR#on of the water sector towards

3 Economies of scale exist when an increase in production is associated with a less than proportionate increase in costs (Stone &Webster Consultants, 2004).
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more consolidation, i.e. the formation of utilities providing servitesa greater number of water
consumers, appears in the discussion on water supply.

However, it must not be forgotten in this whol:¢
sized6 for the water util ity njispecifitattorsplaysasciudal rele. as a
Furthermore, potential achievement of scale economies must be assessed in a broader economic context as
economies of scope and economies of density can also émérgeinstance, a study analysing the trend
towars greater consolidation in the water industry
density must be considered simultaneously with economies of scale otherwise any analysis could give the
impression of economies of scale when in fact large emieg have lower unit costs due to greater
consumer density rather than any i mherent scale b

Assessment of the existence of economies of scale in the water sector is far from trivial as the
possibilities of achievinganomies of scale in the operation of water supply and wastewater treatment
plants should be weighed against the existence of diseconomies of scale with regard to the operation of the
total network. When both factors are taken into account, it is concthdethe diseconomies of scale of
the operation of the water network often at least match the economies of scale in the system operation, and
sometimes outweigh thémit is also clear that economics of density should be considered in an economic
assessme regarding the optimal size of a water utility as the concentration of population in a specific
geographical area is very significant. The construction of the network infrastructure with regard to the
provision of water services entails high costs,dumk investmentsin particular in rural areas, implying
that density economies are more relevant in the water sector than in the case of waste collection because of
the higher investment costs involved in water provision (Bel and Fageda, 2006).

Severalstudies can be found in the literature all addressing the question of the optimal size of a water
utility. The findings of the studies cannot be directly compared as the approaches and methodologies differ
as well as the countries. This latter point isceftral significance as, for instance, Nauges and van der

Berg (2007, p.18) summari se: 6not only the size
development, may explain that water and sewerage services do not necessarily operatereagergi
returns to scal eb0. Further mor e, the study by Nal

connection rate can lead to diseconomies, in particular in those countries where the connection rate is
already high. Another study concludesttkaonomies of scale can be generated when the water utilities
increase their production, as they then are able to reduce unit operating costs (Tynan and Kingdom, 2005).
The findings of this last study conclude that neighbouring small water utilitiesedace water tariffs if

they operate as one utility, i.e. economies of scale can be achieved. However, the authors make it clear that
this result has to be interpreted with-dewemined car e
fact s 0. celthe analysis assumes that all the individual utilities face the same settlement
parameters, i.e. that the same geographic and hydrographical conditions are valid for all service providers.

4See for a more detailed discussion on these issues: Nauges samalp evéa nc areae pBteardyg s e2s00e7s, vamedt ISt

provision of water supply and wastewater services are provided most efficiently by a single firm or by separate firms.

5 A comparable concept of consumer density is used in a study carried out by Nauges and van der Berg (2007) who estimated measures of density and scale economies in the
water industry in Brazil, Colombia, Moldova and Vietnam. These authors included economies of customer density intheiranalysi s whi ch émeasures how cos
changes if total water produced, total volume of treated wastewater and the number of customers increase, under the assumption that the network length is
constant (Nauges and van der Berg, 2007, p.5)06.

6The original wording is: ¢éDas Zusammenwirken der b e ieddemegBtigen S8kalenbffektefdgsNetzbetrietstie t end!l i ch dazu,
Gr°Cenvorteile des Anl agenbetriebs kompensieren oder ¢bertreffen (Graetz, 2009, p.

7Because of the high fixed costs the water sect orstheduildingofa paraltelenstwork bybagatentmlsconpetitoreie.a mpl e of a 6n
incumbent, is not profitable. '
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An English study assesses whether economies of scope caachedén the water industry. In other
words the study reviewed whether integrated water utilities, i.e. providing both water and sewerage
services, have lower costs than the sum of the costs of two separate, specialised businesses. The findings of
the stug suggest that efficiency gains, i.e. in the sense of positive economies of scope, can be achieved
through a vertical integration of water production and distribution to connected properties. In other words
vertical integration can lower overall water slypposts. However, the evidence of this study shows that
precisely the opposite holds true in the case of horizontal integration of water and sewerage services in a
single company, as in this case diseconomies of scope are found (Stone&Webster, 2004).

Some calculations of the O6opti mal size of ut il
Engl i sh study a btechnical ecamomies ofdseatt aré exheudted at about 400,000
connected properties ( St on er&lideobthetseate, howe\kl) 4 Gernan 2 4 )
study estimates that the optimal size of a water supply utility is about 66,000 inhabitants (18,500
connections), whereas a Japanese study determines that an optimally sized water supply company would
service as mangs 766,000 inhabitants (Graetz, 2008). The wide divergence of these studies can be partly
explained by a number of factors, such as whether the water utility services consumers live in rural or
urban areas. This implies that optimal size depends on@abeountryspecific characteristics and arrival
at a general definition is not really feasible. Furthermore, Graetz (2008) comments that average unit costs
of water supply and wastewater plants are similar in the sense that they reveal a decreasipgdrend u
certain | evel of demand. However, there is increas
scaled in that it can make sense and be efficie
activities of different water utilitie. Another possibility of overcoming the situation where rather small
water utilities service a small number of water consumers is to establish water utilities managed as inter
municipal corporations, discussed in more detail below.

A consolidation procgs involving the formation of larger water utilities as compared to the common
situation of rather small units is regularly advocated as a measure to become more efficient by means of
the reduction in transaction costs and the achievement of economgzdeofT$he reduction in transaction
costs is in particular of great relevance in the context where high fixed costs can be found, which is the
case in the water sector where the fixed costs can be up to 80 per cent of the total costs. However, the short
literature review undertaken here clarifies that many factors must be taken into account in this context.
These factors range from the question of the degree of decentralisation in a country (but as mentioned
above all dimensions of decentralisation have @otdken into account) to the institutional, legal and
regulatory framework as well as geographic issues, such as size, topography and hydrographical features,
all of which play a key role.

Privatisation of water utilities is often seeiin particular bysmall municipalities as another way to
achieve efficiency gains and to raise funds for necessary investments in the water infrastructure. Although
this policy approach seems to be sound from a theoretical perspective, the reality is somewhat different as
private firms do not show great interest in investing in small municipalities (Warner and Hefetz, 2002).

Inter -municipal cooperationi an alternative for the delivery of public services

Throughout Europe municipalities are faced with increased presghreegard to provision of public
services, not only in the field of water services. These tasks were granted to them as part of the
decentralisation process. A possible strategy to handle these pressures and obstacles is formation of an
inte-municipal caperation, providing the services jointly. There is a whole range of possible forms which
inte-municipal cooperation can take, and also the institutional setting can be differ significantly between
countries and also policy sectbr¥he heterogeneity dhese forms of cooperation is striking and many

8 See for a comparative study on the topic of inter_municipal cooperation: Hulst and van Montfort, 2006. Further information on best practices of inter-municipal cooperation can
be found in Council of Europe, 2007
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attempts have been made to cluster the different types. Two basic conceptsratimitépal cooperation
are regularly identified in the literature (Hulst and van Montfort, 2007):

1 as interactions betweencl governments, i.e. municipalities, that concern a common task or
goal and enjoy some degree of institutionalisation. However;nmigicipal cooperation can
therefore imply that a local government interacts only with other municipalities, but tois is n
exclusively the case as local governments can also form some kind of relationship with public
authorities as well as with private organisations.

1 as the relationship between the institutions of cooperation and the constituting municipalities.

Analysisof intermunicipal cooperation reveals that cooperative arrangements can be implemented as
purely intekmunicipal, i.e. only between municipalities, but also between institutions of mixed (public or
public-private) character, i.e. private entities and roialities. In addition, these arrangements can be
further distinguished between singlarpose and multipurpose interunicipal cooperation.

The final dimension of intemunicipal cooperation mentioned in this report concerns the distinction

between opert i on al and coordination tasks: the for mer
municipalities strive to overcome the limitations or inefficiencies of sewle government (Hulst and
van Montfort, 2007, p . 1 ltgrénunicipaincoopetatioa is tovachieve scalé h e

economies. Intemunicipal cooperation can also be a useful political means to coordinate joint activities of
municipalities aiming to influence other levels of the national or European administration.

In a report from the European Committee on Local and Regional Democracy the authors reveal some
common trends which can be classified into three models (Council of Europe, 2007). The analysis is based
on the situation in and experience gained in 22 countries:

1 A highly integrated, mainly publiaw model, with specific intemunicipal entities: the key
functions of this type are predetermined and are aimed to provide basic public services, such as
water and waste services. Furthermore, state supervision, inreothiél and legal matters, is
well developed and the legal framework may be developed in great detail as is in France, for
instance.

1 A moreflexible model, based on the freedom of losier authorities to opt pragmatically for
joint delivery of public srvices of varying technicality. This model is based on existing entities
such as associations, unions or enterpiis@seven on informal cooperation arrangeménrasd
comes under ordinary law; the law applicable is not specific and supervision éslliibst of
the rules applying to contractual procedure are laid down in the statutes.

1 Anintermediate model, adopted by the majority of countries and borrowing from the two
preceding models.

Inter-municipal cooperation is clearly too diverse to be &dbldiscuss all of the various types in detail
in this report. For instance, at least three different types can be found in Austrfa alone

1 Thefirsttypeofintemuni ci pal cooperation in Austria 1is
associ at imesaléo cdlled @ special purpose association in the field of water services)
and its main characteristic is that a range of municipalities jointly use one water utility, i.e. one
utility provides services of public interest for several municipalitiesher water supply services

9 For a more detailed discussion see the Austria case study (chapter 2) below.
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or wastewater services or both are provided by a single water utility for all municipalities. This
type of intermunicipal cooperation definitely represents an approach to overcome a potentially
fragmented structure of a watecsor, as each community is not required to have its own water
utility.

1 Intermunicipal cooperation can also be formed under the framework of a covideyor a
national association of utilities. This does not address the issue of fragmentation asishte ai
provide a common platform for water utilities, provide lobbying and training, i.e. capacity
development (coordination task). Furthermore, this type of-mtericipal coopration can
reduce costs, as procurement can be made jointly, but there mpemncussions with regard to
the actual number of water utilities in a country, i.e. again, it does not address fragmentation of
the water sector.

1 The last type involves intenunicipal service provision based on contracts. The purpose of this
cooperaibn is to provide a more efficient service, as the operation and maintenance of water
utilities can be transferred and combined to a larger unit, i.e. municipalities with their own water
utilities make contracts with other municipalities, and also withr theh water utilities, to
operate and manage the water utilities simultaneously. This approach does not address the
possible problem of an ovflagmented water sector, but it may guarantee achievement of
financial economies of scale; though definitely teathnical economies of scale.

Although all of the above three types of inteunicipal cooperation can entail a reduction in costs,
the main focus of the report is directed to the first type as it is the farthest reaching approach, in particular
when taling into account the decentralisation process, as the individual municipality transfers competences
to a company which is jointly owned by different municipalities. The result of this process is the joint
provision of public services from a single planatcange of communities.

Inter-municipal cooperation is widespread in Europe. However, a detailed analysis or comparative
and systematic research of how iateunicipal cooperation is working in European countries does not
exist. Based on the findings @keveral country analyses assessing the -efediet of intermunicipal
cooperation the authors Hulst and van Montfort (2007) conclude:

1 Reliable data on the performance of the different forms of-mtarvicipal performance are
scarce, and the research thas been done only allows for tentative conclusions about the
relation between different forms of cooperation and performance. Therefore, it is not yet possible
to make positive statements about the relation between the institutional design of coopedation
the quality and efficiency of service delivery, or the democratic quality of degisiding.

This finding is in itself interesting as it seems that there is widespread consent thatuinigpal
cooperation is a useful construct with regard toptterision of public services.

As mentioned above, the current study attempts to provide some insights into how municipalities, in
particular those located in EECCA countries, may cope with the current pressures and challenges in the
water sector. These ggsures and challenges are partly the consequence of the process of decentralisation
which started in the 1990s, where responsibilities regarding the provision of public services were
transferred from the national level to soditional (regional and locaivel. Transfer of assets also formed
part of the decentralisation process implying that municipalities as the new owners are now also
responsible for the maintenance and extension of the water infrastructure. In addition, the new EU member
states are cdronted with additional challenges as they are obliged to comply with EU regulations,
directives and standards in the water sector. Compliance has to be achieved within a relatively short
timeframe and substantial investments in water infrastructure arefdhe required. This situation can
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present a great challenge for municipalities, as experience shows that access to the capital market for
municipalities, in particular those located in rural areas, is difficult and at times practically impossible.
Howeer, municipalities need to raise funds for the required investments and therefore face a severe
obstacle. Formation of intenunicipal cooperation can at least partly relieve municipalities of some of the
pressure, as banks may grant loans to-imienicipal cooperations more easily and under more favourable
terms than an individual municipality. It is ar
considered more efficient to provide a larger kbegn loan to a single entity than smaller losma higher

number of entities since thus the single loan is subscribed by several entities who can implicitly guarantee
each other in the event of defaulté (Frone, 2008)
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CASE STUDY AUSTRIA

General information

Austria is a small, higincome, industrialised European country divided into nine federal states. With
a population of around 8 million inhabitants and a GDP in 2006 of 258 billion tharayerage income is
more than 30,000 Euro peapita.

Austria is located in the eastern part of central Europe and is dominated by the mountainous areas of
the Alps, forests and rural areas. Receiving an average rainfall of around 1,170 mm p.a., with an annual
sustainable resource potential of a4 billion m3 (10,000 m3 per capita), availability of water has never
been a significant issue. Only 2.6 billion m3 water are actually used; 60 per cent by industry, 35 per cent as
water supply and 5 per cent in agriculture.

The dominance of rural are&sreflected in the distribution of the population between various size
settlements, as more than half of the population live in settlements of less than 10,000 inhabitants and the
average population of municipalities is about 3,273. The administrativettse of Austria is a three
tiered system distinguishing between the nation, the nine federal states and the municipalities and
communities.

Concerning modern water supply and sanitation, Austria has almost reached the practically achievable
maximum ofcoverage for centralised facilities. Approx. 90 per cent of the total population is connected to
public water supply networks and 91 per cent are serviced by public sewer networks and modern treatment
plants. Due to the relatively low population densibglividual solutions will continue to play a major role,
for which alternative, appropriate technologies are continuously being further developed.

Already in 1980 the connection rate to public water supply facilities in the region of 80 per cent was
rather high, so the incentive of a support system was not as necessary as in the wastewater sector.
Therefore, the infrastructure for water supply has traditionally been supported to a lesser degree than that
in the sanitation sector.

Regulatory and legal backgraind
Water legislation

The major roots of the Austrian water legislation date back to the 19th century, the period of the
Austro- Hungarian Empire. Following World War | and the decline of the Atldtrogarian Empire, the
constitution of the newly foundeduatrian Republic of 1925 granted competences for all water affairs to
the central government . The first national Wat er
regulations.

After World War Il and the fall of the Nazi regime the Austrian Waer t (6Wasserrecht

WRG) was revised in 1959, and since has been continuously updated according to changing requirements.
One of the major changes was caused by the Austrian accession to the European Union and resulted in the
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amendment of 1990. Siadhen, statef-the-art solutions for sewage treatment have also been obligatory
for rural areas and small treatment plants. Additionally, criteria for river pollution have been tightened in
accordance with EU requirements.

The major, general characteigst of the Austrian Water Act are that:
9 itis part of the national administration but is executed through the nine federal states

1 the responsibility for water supply and sewage disposal lies with the communities and
municipalities

{ it clearly defines theights and obligations of user cooperatives (Genossenséliaftpwning
and managing water supply or wastewater treatment systems for their own demand. According to
the act, communities and municipalities can transfer their responsibilities to user tigepera

1 the usage of water resources (abstraction or emission) is subject to individual legal acts which lie
under the responsibility of the provincial water authorities. Beside the usage of groundwater for
private water supply, potential users do not heapeiori rights with regard to any activity,
regardless of its nature (water supply, sewage disposal, agricultural use, etc.).

f thus the overall resource management is automatically put in the hands of the water authority
which is obliged to strive forgiimisation with regard to the various interests involved in the use
of the natural resourdean important basis for practical integrated water and resource
management (IWRM).

Legal framework for water support system

In addition to the Water Act, reguians concerning financial support for watetated activities have
also been in place for a considerable length of time. The respective acts date as far backL&3Cearly
Al ready in 1949 the Austrian OWasserb®awtadfOorde
regulated potential financial support from the newly established national government for all kinds of
measures in the water sector (agricultural use, flood protection, water supply, sewerage treatment, etc).

In 1958 the WBFG was revised. The nrajamendment was the establishment of the
OWasser wirt JWWwkr YWates Managéreedt Fund) within the Ministry of Trade, which was
responsible for the distribution of national grants and soft loans. The law regulated the composition of the
commission daling with applications to the fund, the general financial management of the fund and the
sources of finance feeding the fund. The WWF started its work on 1 January 1959 and ceased funding
requests in 1993. However, the WWF still exists; although nowmisn objective is to fund the
investments approved before 1993; therefore its workload is decreasing over time. One of the main policy
objectives of the fund was to increase the connection rate as quickly as possible. The policy instrument
aimed at aching this objective was differentiation of the support schemes in a way so that those
municipalities and communities establishing some form of -imiemicipal association were eligible for
higher support rates. The underlying argument behind this polisytme achievement of cesfficient
solutions by realising economies of scale, as larger water infrastructure units were established rather than
separate investments in water infrastructure by each individual municipality. In 1993 the WWF was

10 User cooperatives are generally associations of private persons who organise their water supply or wastewater treatment themselves. According to water law they have the
same rights and duties as municipalities. In general user cooperatives are very small units serving only a small part of a municipality especially in rural areas.
,

11 For a more detailed discussion regardingt he rol e of a water authority, see the section 6Responsibilities of a
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replaced by amew act, the UFG (Umweltférderungsgesetz; environmental support act), which is still in
force today.

Federal regulatory framework for water tariffs

The federal regulatory framework in Austria for the setting of water tariffs is based on two national
laws:1 . OFinanzveri&3samgls es dtFatha(hnkRausgl ei chsgeset
the municipalities the right to set water tariffs using their own discretion, although the legislators do
specify a maximum chargeable amount. Municipalities authorised to cover all investment and
operational costs of municipal facilities that are operated for purposes of the public administration.
However, the total annual amount paid by water users must not exceed an amount equivalent to double the
yearly requirement for maintenance and operation of the water infrastructure as well as for the interest
charges and repayment of the capital costs. There is no formal regulator to monitor water tariffs in Austria.

Institutional set-up in the water sector
Assetownership

In all of the Austriaods federal Sstates water s
by public utilities (e. g. municipalities or associations of municipalities or public enterprises) and partly by
publicly owned companies. Trdidinally, user cooperatives play an important role in some parts of
Austria, in particular in rural areas, mainly concerning water supply. Their number has been increasing
over time. The number of private companies providing water services (water sugfdy samitation) is
negligible and is listed in Table 2.1.

Table 2.1: Numbers of different types of institutions

Type of Utility / Owner Water Supply Waste Water Treatment
number of water connected number of connected
suppliers inhabitants [%] sanitation inhabitants [%] T
I based on a companies based on a WIFO
WIFO study study
Provincial enterprise (state- 2 6% - -
run, public enterprise)
Associations of municipalities 125 21% 330 51%
(publicly owned)
Municipalities - publicly owned 1,900 59% 1,100 38%
User Cooperatives 3,300 4% 650 1%
(cooperation of private
persons)
Private wells / cesspits * 250,000 10% 250,000 10%

Note: Some of the population in rural areas are still not connected to public water supply and sakitatiphO %
of the Austrian population have their own wells for the extraction of the drinking water and they use cesspits for
wastewater disposal, especially in rural areas.

Source: Kommunalkredit Public Consulting GmbH, database 2007 and WIFO 200212

12 The WIFO study is based on a questionnaire which was sent out to about 1,600 water utilities. The rate of return was around 41% meaning that these data are indicative and
used only as a proxy for revealing the share of the population served by different types of utilities (see also Kletzan and Url, 2003).
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In Austria local authorities are free to decide whether to provide water supply and wastewater
treatment services themselves or to contract them out. Despite a longstanding debate on the matter, most
services are still provided by the public sector. Privatdosecompanies only figure as minority
shareholders in two water companies, which together serve 6 per cent of the population. There are private
holdings in a few pilot wastewater projects to which less than 1 per cent of the population are connected
(Austiian Federal Chamber of Labour, 2003).

Austria can be described as relatively fragmented considering that around 90 per cent of all
municipalities have a population of less than 10,000 inhabitants and that the average population of a
municipality is about 273. Therefore, considering the high level of access to water services, it is not
surprising that public water supply and sanitation is rather soalé and fragmented in structure (Price
Waterhouse Coopers, 2001). As shown in Table 2.1 different segammial forms exist in Austria, with a
considerable number of intamunicipal cooperations, in particular with regard to the provision of
wastewater services. The increase in the number ofrimteicipal cooperations in the water sector has
been promotedoy the Austrian support mechanism. Iateunicipal cooperation is regulated by the
Austrian Water Act.

Another specific organisational form can be found in the two federal states Lower Austria
(Niederosterreich) and Upper Austria (Obergsterreich), asthertvo federal states own the water service
companies, supplying more than 200 municipalities with drinking water. Besides this there are also around
125 associations of municipalities for water supply and around 330 associations of municipalities for
wastewater services, with at least 3 municipalities connected. According to the Water Act (WRG 1959
887) associations have the same rights and duties as municipalities. The law also regulates their
establishment, statutes and membership.

Responsibilities ofwuthorities

In Austria, the enforcement of the water law (WRG) is carried out in a-tiereel structure. The
Ministry of Agriculture, Forestry, Environment and Water Management makes up the first tier, and the
provinces and district authorities (Bezirksiptmannschaften) constitute the second and the third levels,
respectively.

Enforcement of the Water Act takes place under the control of the federal administration (Art. 102 B
VG), meaning that besides the federal ministry, the province, governor atmitt dé&lministration
(Bezirksverwaltungsbehorde), respectively, act as functional organs of the federal administration, are
responsible for enforcement of the act. The actual division of responsibilities for issuing and amending
permits for municipal watesupply and wastewater treatment plants, as well as for water utilities and water
installations (e.g. protective and regulatory constructions), is set down in the act (Art 98 ff WRG). With
regard to environmental impact assessment, the legislative comgetemain with the federal state and
the nine states are in charge of enforcement. The actual division of responsibilities for enactment of the
regional programmes (ordinances) issues from the Water Act as well. Ordinances are enacted by the
governor (wagr law authority) or the Minister of Agriculture, Forestry, Environment and Water
Management.

Economics of the sector
Water tariffs

Water tariff levels are set at the discretion of the municipality (owner of the utility) but have to be in
accordance witht h e | egal framewor k. The buser pays®o pr

19



respectively, should be adhered to when setting water tariffs for water supply and sanitation. Furthermore,
costrecovery is the guiding principle to be used by the muniitigsa

In general, the annual water bill paid by water users is composed of an annual fixed fee and a single
water tariff rate independent of actual water consumption (i.e. no increasing block water tariff or similar
tariffication schemes exist in Ausd)i In addition to these recurrent charges, a-aheharge (i.e.
connection fee) is applied in the Austrian water sector.

In 2006 the average water tariff in Austria was approx. 1.15 Euro/m3 and the average wastewater price
approx. 1.90 Euro/m3 (mediah40 Euro/m3). However, regional differences between the water tariffs
levied by municipalities exiStand tariffs depend on the size of the municipality, as shown in Table 2.2.

Table 2.2: Water tariffs in Austria (2006)

Size of municipality Wastewat er tar i]f ff wWater tar i’
< 1,000 inhab. 2.21 0.99
1,000 inhab. - 2,500 inhab. 2.25 1.11
2,501 inhab. - 10,000 inhab. 2.25 1.13
10,001 inhab. -50,000 inhab. 1.91 1.08
> 50,000 inhab. 1.76 1.27
Vienna (>1,000,000 inhab.) 1.43 1.19
Austria (average) 1.90 1.15

Note: inhabi inhabitants

Source: Kommunalkredit Public Consulting GmbH, database 2006

Table 2.2 clearly shows that there were large differences in water tariffs for wastewater between
municipalities. The wastewater tariff Vienna is the lowest of the tariffs presented in Table 2.2, but the
same is not the case for the water tariff as the water tariff average for small communities was the lowest.

It is worth discussing the tariffs in more detail as the tariff chargetvéstewater may indicate the
presence of economies of scale, as the tariff paid by inhabitants of small communities in general is much
higher than that paid by inhabitants of larger cities. However, the situation regarding the tariffs for the
supply of waer differs in that no economies of scale can be identified, as for instance the inhabitants of the
smallest communities are subject to the lowest tariff. This result is, however, not too surprising as size of
municipality is only one of many factors infloeing the level of water tariffs set. For instance, geographic
and hydrological factors are significant, in particular in rural, mountainous regions. Another reason for the
differences in the tariffs is the distance between water extraction (spring, avaellsjater users, and it can
therefore be expected that cities generally need longer distribution pipes than communities in rural areas.
Furthermore, the water supply for cities is frequently secured several times by additional facilities that
further incease operating and maintenance costs, which in turn lead to higher water tariffs as these higher
costs must be recouped by the water tariffs under the cost recovery principle.

13 Data compiled by Statistics Austria providing some insights into the water tariffs set by Austrian municipalities reveals that the water tariffs for water supply are in the range
between 0.77 euro per m3 and 1.55 euro per m3 and for wastewater treatment between 1.50 euro per m3 and 3.47 euro per m3 in 2007 (Statistik Austria, 2008).
The above-mentioned fixed fee which is part of the annual water bill paid by water users is also differentiated between the municipalities.
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Table 2.3: Median of water tariffs according to organisational in Austria (2006)

Water tariffs charged by Wastewater tdalr|{ Water tari’f
provincial enterprise | = - 1.40
association 2.40 1.20
onIy. gyvn 2.40 1.10
Facilities

Source: Kommunalkredit Public Consulting GmbH, database

There is no significant difference in the wastewaterffabetween municipalities working in
association (e.g. intermunicipal cooperations) and municipalities treating their own wastewater
individually. The median of the wastewater tariffs amounted to 2.40 Euro’ffseenTable 2.3).

However, differences beten the tariffs levied on water supply can be found in Austria, as the lowest
water tariffs were reported in municipalities which provided their own water services. A detailed analysis
of the reasons for the differences in the water tariffs is, howeigitlyhcomplicated as many factors
clearly influence the setting of water tariffs. However, it can be stated that water tariffs are in general
higher in dry areas where the water resources must be transported over longer distances and must be stored
for searity reasons. Interestingly, intemunicipal cooperations have been established in dry areas in
Austria, in particular in the soutast as revealed in Figure 2.6 below.

Support scheme in the Austrian water sector

The WBFG, which set the legal framewarkthe support scheme in the water sector, was revised in
1958. The maj or amendment was establ i shment of
Management Fund) within the Ministry of Trade which took over the task of allocating national grants and
soft loans in the water supply and sanitation sector. Soft loans were provided with favourable conditions
with rather low interest rates-@ per cent) and long payback periods of up to 50 years.

During the period between 1959 and 1993 the intention of thesugcheme (WBFG) was to extend
the water supply and sanitation infrastructure in cities and urban areas. As mentioned befere, inter
municipal cooperations such as municipal associations were privileged as they were eligible for higher
support than munipilities operating utilities which only delivered water services to their own respective
municipality. The political aim of increasing the number of people connected to the public water supply
and sanitation as rapidly as possible was clearly reflecttdsimpolicy. This has to be seen in the context
of that prior to 1970 only urban areas where connected to public facilities. In order to extend connection
quickly, larger units were established by means of imenicipal cooperation, and other urban adl a®
suburban areas were connected. The majority of the municipal associations were founded at this time.

In 1993 the national support system for the protection of the environment (WBFG) was revised
substantially and the UFG came into force. The reaanthe changes made at this time were many,
probably one of the most significant being a rising problem of financial difficulties experienced by
municipalities and communities located in rural areas in repaying the loans they had received.
Furthermore, tie budget allocation to the WBFG was not sufficient, which moreover has to be seen in the
context of the repayment problems. Therefore, the support scheme was finally revised and the funds were
no longer granted in the form of soft loans but in the formrahts. The revision also affected other areas:
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1 Strengthening rural areas

While the policy intention was to connect cities and urban areas, the WBFG originally focused on
larger settlements. The UFG on contrary offered much higher support rates (itg) finarural areas and
small communities in order to secure affordable investment costs there.

1 Adopting the nature of subsidies

Until 1993, the water management fund (WWF) offered soft loans for investments in the water sector.
This resulted from the l&cof private money for investment in the water sector during this period. Banks
also developed special lotgrm loan products for environmental investments of communities. Therefore,
the governmental subsidy system has been changed to a system of aanisalagming to reduce the
annual repayments of the loans and leaving the decision of where to seek the loan up to the applicant.

1 Institutional setup

Originally the WWF was operated under the Ministry of Trade. With the reform of 1993 management
of the und was transferred to a bank specialising in the financial needs of communities, Kommunalkredit
AG. Since this time, the bank staff have been responsible both for processing the contractual and financial
aspects of the loans as well as the technical appod plans for which support is requested.

In 2001 the latest changes were adopted.
1 Sources of capital

It is now possible to claim annual subsidies without proving actual loan costs, thus leaving it up to the
applicant to make the division between egjaibd external capital.

1 Economic aspects

To promote economic solutions an additional lesopn support scheme has been introduced offering
the applicant the possibility of achieving higher percentages of support when aiming at the most
economically efficiat solution. The support scheme aligns with the overall water policy; in particular with
regard to the guarantee that the water tariffs should not be too high, implying that the water bill should be
affordable for each water user. This is reflected insthfgport scheme for wastewater infrastructure as the
support rate increases with the investment costs, normalised by the number of water users: a subsidy rate of
8 per cent is provided if the investment costs are less than 5,500 Euro per householdhvHstineent
costs per household are between 5,500 and 15,000 Euro, the subsidy ranges form 8 per cent to 50 per cent
of the investment costs. If investment per household exceeds 15,000 Euro, the subsidy rate is 50 per cent.
In contrast to these variable s@ppschemes concerning investment in wastewater infrastructure, a fixed
support rate of 15 per cent of the investment costs is provided for investments into the water supply.

The establishment of municipal associations in Austria was and is still infolemek promoted by
the past and existing support schemes. Until 1993 the WBFG support scheme was particularly aimed at
water infrastructure investments in cities and urban areas. According to this actnunteipal
cooperation, such as municipal assaci#, received higher support in order to connect as many people as
possible to public facilities as quickly as possible. As mentioned above, the financial support scheme was
revised in 1993 and currently municipalities are obliged to submit an econoatysiarwhen requesting
financial support from the national government for any investment in the water sector. This economic
assessment (the so called O0Variantenuntersuchunc
investment options by taking intaccount the potential investment costs, operating expenses -and re
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investment costs for a period of 50 years. The different investment options to be studied do not only
include the analysis of different technologies but must also assess the possibibtyswlicting water

plants in association with other municipalities. This latter point is in particular of interest in the context of
wastewater treatment plants. The study then identifies the investment which is the most economically
efficient and the fundig body can force municipalities to join forces and work together.

In addition to the national subsidy system discussed above, different subsidy schemes at the level of
the federal states exist. The role of these in financing the sector varies accordahgidoal regulations,
depending on the circumstances in the different states.

Investment in the water sector

Since 1959 around 40 billion Euro has been invested into the communal water services and
approximately 77 per cent of the total amount (i.e.b8llon Euro) has been used for improving the
wastewater treatment infrastructure. As mentioned above, investments in wastewater treatment received a
boost with the 1993 amendment of the Water Act. In contrast to this development, investment in the water
supply system has been continually decreasing due to the high degree of coverage already attained. In the
period between 1993 and 2007 around 2 billion Euro (water supply) and around 11 billion Euro (sewage
disposal) were invested into communal water ses/ip conform to water quality and quantity standards
mainly derived from EU regulations and which have been transposed into Austrian water legislation.
During this period subsidies in the range of about 0.4 billion Euro for water supply services aéd of 3.
billion Euro for sewage treatment disposal services have been spent. The average support rate is therefore
around 20 per cent for water supply investment and 33 per cent for investment in the sanitation sector.

Investment is still currently taking placend is expected to continue in future. At present,
rehabilitation of the water supply system is normally not eligible for investment support; although in earlier
years it was. Current investments in the water supply sector regularly aim to secure thieseuviee
levels by diversifying the water resources by increasing storage capacity but also aim to reduce the still
large number of private wells in rural areas by linking them to the public water network. With regard to
wastewater systems, these ark istithe process of reaching staiethe-art requirements and facilities are
still under construction in remote settlements located in rural areas. Actual figures in 2007 show that
around 840 investments took place in the wastewater sector and almosi&@6r supply.

The distribution of investments in different forms of organisations in 2007 is shown in the figure
below.
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Figure 2.1: WSS investments in 2007 - according to various utility types
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Source: Kommunalkredit Public Consulting GmbH, database 2007

Figure 2.1 reveals that municipalities were the main investor in water supply and sanitation service
facilities in 2007. However, it has to be stated that this overview may be biased. For instance, several
municipalities argart of an intermunicipal cooperation. Intanunicipal cooperations are only responsible
for the sewage network linking the communal sewage network to the central wastewater treatment plant.
The sewage networks within the borders of the municipalitiestdreinder the control of the respective
municipality. But this implies that investments in the municipally owned network are reported as an
investment of the municipality and not of the association. This differentiation should be kept in mind as it
wasshown in Table 2.1 that wastewater treatment plants managed bynimeripal associations provide
services to a very large share of the population. This fact is not obvious when looking at the figures shown
in Figure 2.1 above. The subsidies providedhgynational government are part of the national budget.

Annual costs of water services

Annual costs are composed mainly of capital costs and operational costs, where capital costs are
defined as the total of ceatcounting depreciation and imputed ietdy and operational costs are
composed of personnel costs, energy costs, costs of material, residue disposal, etc. The average structure of
annual costs is shown in the following figures, distinguishing between whether the operator is a
municipality or arassociation. It has to be stated that these overviews are based on a representative sample
of 205 municipalities and 41 associations and provide a guiding indication of the cost structure of the
Austrian water sector. In Figure 2.2 the distribution of dperating cost for water supply services is
presented according to the individual cost categories.
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Figure 2.2: Comparison of operational costs for water supply services
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Operational costs for water supply aligided into the following categories: personnel costs, energy
costs, cost of materials, third party water services, miscellaneous services and other. On average personnel
costs account for the largest share of the costs of water supply services in alitingi(83 per cent),
followed by other (31 per cent) and miscellaneous services (24 per cent). Likewise personnel costs
represent the largest share of operational costs of associations (36 per cent), but here followed by
miscellaneous services (30 pence ) . The share accounted for by th
cent) than in the case of individual municipalities. Interestingly, the share of energy costs is much higher in
the case of associations at 8 per cent compared to just 3 per centas¢hof municipalities. Although the
allocation of the costs to the different categories is rather similar between municipalities and associations
some differences do exist and can probably be explained by municipalities often not being able to assign
their costs precisely, particularly if water supply services are part of the general administration (WIFO,
2002). An interesting exercise is to assess the total average expenditure per capita supplied as this
comparison shows that expenditure of water supplypanies operated by municipalities was 58 Euro
compared to 60 Euro per capita per year in those operated by associations (WIFO, 2002). This result may
be interpreted as a contradiction of the idea of economies of scale, i.e. larger units havingdtsatbano
smaller units. However, other factors, such as topography and/or hydrological conditions, can have a
decisive effect when discussing intaunicipal associations, rendering financial considerations secondary.

Differentiation of the operational sts of wastewater treatment plants was carried out in the same
way as in the case of water supply services and divided into the following categories: personnel costs,
energy costs, cost of materials, wastewater services from third parties, residue dmsmaslaneous
services and other. The values are based on a representative sample of 128 municipalities and 122
associations (WIFO, 2002).
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Figure 2.3: Comparison of operational costs for wastewater services
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On average the cost category o6otherd (39 per
costs of wastewater disposal in municipalities, followed by personnel costs at 19 per cent and
miscellaneous services at 15 per cent. Smaller sharesl@tedahgain to the categories material (9 per
cent), energy, residue disposal as well as third party wastewater services (6 per cent each). Operational
costs of associations are mainly composed of personnel costs (26 per cent), followed by miscellaneous
services and other expenditure (each 22 per cent). Similarly to municipalities, smaller shares are accounted
for by the energy (9 per cent), residue disposal (9 per cent), materials (8 per cent) and third party water
services (4 per cent) categories. Th#edénces in the shares of the individual cost categories (e.g.
personnel, miscellaneous services and other expenditures) between municipalities and associations could
again arise from different accounting systems and/or problems of cost assignment.

Howeve, the data revealing annual average expenditure of wastewater services show a wide
difference between municipalities on the one hand and associations on the other, at 114 Euro per capita and
49 Euro for the latter, respectively (WIFO, 2002). It has agmibe stated that this data is based on a
sample/questionnaire, implying that the figures are only indicative and that they cannot be generalised.
Nevertheless it is worth noting that these per capita expenditure figures would demonstrate economies of
scak, i.e. suggesting that wastewater treatment plants operated by associations are raffectiosthan
those operated by municipalities.

In general, revenues generated from water tariffs contribute to between 74 and 85 per cent of the total
annual reveues of water utilities in Austria. As mentioned earlier, water tariffs are generally set by
municipalities and even if the municipality is part of an association, fee sovereignty remains in the hands
of the respective municipality, i.e. there is no uniforvater tariff within an association and water tariffs of
municipalities belonging to the same association can diverge. Therefore, any comparison of revenues of
municipalities and associations is not straightforward as associations cover their costsidigssaind
contributions from members (municipalities). Furthermore, associations may only be responsible for the
sewer system outside of the municipalities resulting in the municipalities which are part of the association
having the responsibility of coxiag all the costs of the intnarban sewer system.

Comparison of the annual costs for wastewater and water supply services in municipalities of
different sizes reveals some interesting results. Total annual costs for wastewater services per capita are
presented in Figure 2.4 below and are differentiated between capital and operational costs. Average water
tariffs for the different types of municipalities are also listed.
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Figure 2.4: Annual costs for wastewater services per person connected to the public utility
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It is of no surprise that capital costs decrease in relation to an increase in the number of inhabitants in
the various municipalities. Operational costs papita, however, do not show the same trend as the
highest costs per capita are reported for the largest municipalities. A similar result, namely that
municipalities with a larger population have higher operational ¢ostgpressed on a per capita bdsis
can also be seen for water supply services, as shown in Figure 2.5 below.

Figure 2.5: Annual costs for water supply services per person connected to the public utility
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Forms of inter-municipal cooperation in Austria
Inter-municipal cooperation within the framework of countwide or national associations of utilities

When discussing the role of associations, i.e. imtenicipal cooperation, in the provision of water
services it is worth highlighting the fact that water services can be divided into different categories. For
instance, water supply services include water extraction, water transportation with distribution pipes,
supply of users with local pipes and accinmt(billing of users). Similarly, the relevant services for
wastewater treatment include wastewater collection with local sewers (i.eurip&ia sewers), sewage
transport between settlements/municipalities and treatment plants, waste water purditadtemeounting
in relation to billing of the connected households and enterprises (Kletzan and Url, 2003). This
differentiation is significant as the different services can be allocated between municipalities and
associations in any combination..

By (wate) law i associations of municipalities and provincial enterprises

A direct correlation between the availability of water and the tendency to affiliate in collective
organi sational forms exists. Muni ci pastitendto fersmmai n
greater number of intenunicipal cooperations than those in the alpine and rather wet areas in the west.
Also in urban agglomerations municipal associations are common. For water supply, approx. 590 of the
2,357 municipalities are memis of municipal associations, mostly situated in the east andeasttof
Austria.

Figure 2.6: Associations of municipalities and provincial enterprises for water supply services
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Source: Kommunalkredit Public Consulting GmbH, database 2007

Analysis of the provision of water supply services shows that the majority of municipalities (60 per
cent) carry out all four services (water extraction, water transportation, supply of users with local pipes and
accounting) in the area ofater supply themselves, i.e. a high degree of vertical integration is apparent.
The remaining municipalities outsource at least one of the four ahemtoned services to other players
in the water sector, such as associations or other municipalitiepefation between municipalities can
primarily be found in the provision of services relating to water extraction and water transport.
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Figure 2.7: Associations of municipalities for wastewater services
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The situation is rather different when assessing the work of associations, as about 1,690 municipalities
are part of associations of municipalities in the field of wastewater disposal services, i.e. more than half of
all of the 2,357 Austrian municipalities. In the sanitation sector the formation of municipal associations is
observable throughout Austria and also in the mountainous region of western Austria. One of the reasons
for this development is the topography, as easter treatment plants have been built in longitudinally
obstructed alpine valleys (see Figure 2.8 below). In addition, a large number of small plants can be found
in far-scattered areas of the Styrian upland (south east of Austria) or the sparselyepoaidviertel
and Mostviertel in Lower Austria (north Austria).

Figure 2.8: Location of wastewater treatment plans
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As is the case in the water supply sector not alhigipalities carry out the four different services, as
defined above, under their own management. Quite a large number of municipalities cooperate with other
municipalities or associations in the sewer system and wastewater treatment where they themselves
no wastewater purification facility of their own. Even in these cases ofrimiaicipal cooperation, the
municipalities operating the local wastewater sewers as well as the billing predominantly themselves
(WIFO, 2003)
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This rather brief and by farom exhaustive discussion sheds some light on the fact that inter
municipal cooperation can form part of the value chain, as the delivery of water or of wastewater services
can be divided in different stages. In summary, in Austria these services aredadiito four different
subservices and the delivery of each of these-sevices can be carried out by the individual
municipality or by a municipal association or by both.

Austrian Water and Waste Management Association (OWAV) and Austrian AssocidtioGas and
Water (OVGW)

The Austrian Association for Gas and Water (OVGW) and the Austrian Water and Waste
Management Association (OWAV) are the two main institutions at the national level in the water sector.
Both of these netor-profit organisationsare based upon voluntary membership but each represent
different stakeholders. The OVGW is the special interest group for water utilities and companies, but not
public institutions, working in the water sector and thereby protects the interests of théemmeThe
membership structure of the OWAV differs slightly different as not only water utilities but also
representatives of public institutions can be members of this organisation.

The objectives of these two organisations overlap to a certain dedpieb,is in particularyisible in
their aims:

1 Representing members' interegtsa-vis public authorities, corporations and other institutions
1 Advising members in business and technical matters, and especially in legal matters

1 Networking with other profgsionals in the field and maintaining intensive contact with decision
makers, legislators and public officials

1 Organising lectures, vocational training, conferences, exhibitions and professional experience
exchange events

91 Public relations work

In generalit can be said that both organisations work to promote Austrian water and wastewater
management in all matters of scientific research technology, business and legislation. However, each has a
slightly different starting point as the OVGW represents therést of the water industry whereas the
OWAV which has a much broader membership representing all stakeholders in the water sector. These
organisations can be characterised as a form of associationintécipal cooperation; although they do
not play am role in the actual provision of water supply and wastewater services.

Cooperation of wastewater treatment plan operator

An even | ooser Kals?sroacnilaageonnn aicchbahechhaft 6, whi c
network d operators of wastewater treatment plants throughout Austria. Currentlge9@@e treatment
plants participate, pooled into 57 different cooperatidmgl recently, sewage system operators have also
formed a net wor kKamahachbéis hsa fttyepned, (ic.oeo.p etrhaet iG6on of se

These types of cooperation have no specific legal form and therefore differ froamintipal
cooperations and useooperatives, which both are based on legal acts. Participation in these coaperation
is free and organised by the Austrian Water and Waste Management Association (OWAV)) in cooperation
with the federal states. The objectives of this type of cooperation mainly relate to exchange of information,
expertise and knowledge.
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Inter-municipal sevice provision based on contracts

A wide variety of intetrmunicipal cooperations are also entered into on the basis of commercial
contracts. Organisational form ranges from complete -dakes of supply and disposal by one
municipality for others to suppland maintenance contracts.

There are further forms of private cooperation e.g. for procurement and maintenance. The Styria
federations and municipalities have founded their own community to obtain better prices for materials for
maintenance activities.

Summary

The Austrian water sector does not display much consistency as the connection rates for water supply
and sanitation differ between cities and urban areas on the one hand and rural areas on the other. On
average, the connection rate is around 9Qpst. The reasons for this development are many, one of them
clearly being the topographic situation in Austria, but also the average size of municipality is rather small
at the European level. This has led to a fragmented water structure, considaritigith are more than
2,000 water suppliers and around 1,500 wastewater treatment plants. This excludes privately operated
facilities, such as user cooperatives or privately run wells and cesspits, often found in many rural areas,
which provide water seiees to about 10 per cent of the population.

One of the objectives of Austrian water policy was to extend the water systems, thereby increasing the
number of inhabitants connected to the public water and sewer system. This policy can be described as
having been rather successful. The financial support scheme at the national level was and still is one of the
main driving forces for this development. Of interest in the context of this study is very much the Austrian
policy approach which favours intetunicipal cooperation or associations in the water sector. In the past
(i.e. before 1993), investments undertaken by intenicipal cooperations or associations were eligible for
a higher support rate compared with water infrastructure investment undertakan mdividual
municipality. This policy approach was revised during the 1990s and today municipalities requesting
national support when extending or reconstructing water infrastructure are obliged to carry out an
economic analysis. Among other things titereomic analysis has to assess whether water investments are
more cosefficient if carried out by an individual municipality or whether the investment is economically
more efficient if municipalities join forces to carry out the investment scheme. Tiiécsigce of the
economic analysis is also reflected in the support rate as this is determined based on the outcome of the
analysis. Although this approach seems to be logical and efficient, in particular as scarce funds may be
saved, it regularly occurbat municipalities favour carrying out the infrastructure investments themselves,
without another municipality. It can only be assumed that one of the reasons for this economically
inefficient approach is the fact that local politicians favour havingdistiretion as the single operator of
the water infrastructure.

But as discussed above inteunicipal cooperation is present in the Austrian water sector. It should
be highlighted that intemunicipal cooperation in the water supply sector can primaeilfobnd in rather
dry and rural areas. Intenunicipal cooperation in the sanitation sector on the other hand is found
throughout Austria. The situation in the western, mountainous part of Austria deserves some attention as
many wastewater treatment fatids operated by intenunicipal cooperations can be found in the
longitudinally obstructed alpine valleys. This approach is often driven by cost considerations.

The assumption of increased efficiency (i.e. economies of scale) has often been an angument i
support of intetmunicipal cooperation. This issue is assessed in this study lbaged on two different
data sources no unequivocal result can be derived. This is not too surprising considering the influence of
many different contributing factors. this context it is decisive to keep in mind that several factors, such
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as topography and the hydrological situation, are given and can significantly influence the costs of water
services.
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CASE STUDY FRANCE

General Information

In 2008, 64 million people lived in the Republic of France (including overseas territories). France's
total land area is alib 675,000 h The average population density is 95 inhabitants pér(KSEE,
2008). France has three territorial levels of administration: 26 administrative regions (22 in
Metropolitan/Mainland France and four overseas regions), 100 departments adtl B@licipalities
(communes).

Compared to other European nations, the number of municipalities, i.e. communes, is very high,
amounting to about 36,000 communes. The average size of the municipalities (number of inhabitants per
municipality) is approx. 1,7 people per municipality. Approximately 98 per cent of municipalities
(representing around 50 per cent of the inhabitants of France) have a population of fewer than 10,000
inhabitants and almost 10 per cent of the municipalities have a population oftlianet00 inhabitants
(Minist re de | 6int®rieur, 2008).

Almost 100 per cent of the population is connected to a water distribution system. A slightly lower
percentage of around 80 per cent of the total population is connected to a wastewater colleéetion sys
(Barraqué and Le Bris, 2007). The large number of municipalities combined with the fact that since the
1789 Revolution French, municipalitiégrrespective of the size of the municipalityare responsible for
the provision of water and sanitation\gees, the water sector is classified as rather fragmented. However,
inte-municipal cooperation is widespread in France, considering that approximately 23,000 municipalities
have merged their water services into joint service operators (Barraque, 260@&jthiless there exist
more than 16,200 water utilities and 16,750 sewerage utilities (with 17,000 sewage treatment plants) in
France.

Regulatory and legal framework
Constitutional law

The present French Constitution of 4 October 1958 entitles terribonainunities to take decisions in
all matters that can best be exercised at their respective level (Article 72). Each municipality has the same
legal status and the same structure (organs, elections, etc). This enables local municipalities to be free to
choose the management style for public services.

Inter-municipal cooperation

In France, there is a long tradition of inteunicipal cooperation as municipalities have long been
able to transfer the competency in providing water services to structurebsyalticate intercommunaux
(joint boards of several municipalities). The act of 22 March 1890 first institutionalised the cooperation of
municipalities by providing a legal scheme for the creation of sipgtpose intemunicipal associations
(SIVU, syndiat intercommunal a vocation unigue legal structure that links two or more municipalities
for a single purpose. The SIVUs were created on an entirely voluntary initiative of the municipalities
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concerned and funded fr om mdlympadiculary inbuwatl yreas, and T h e
typically applied to the provision of public services and utilities (Wollmann, 2008). At this time the driving

force for the creation of intenunicipal cooperation was to realise economies of scale in the provfsion o

public services, i.e. to achieve efficiency gains.

The legal basis for municipal cooperation was extended by later legislation, particularly by the decree
of 5 January 1959 which introduced multiplerpose intemunicipal associationsS{VOM, syndicata
vocation multiplg¢. As of 2008, there were approximately 16,000 associations throughout France with a
sl ight decreasing tendency. Al most 12,000 of t he
2008).

Among some other legal acts concerningembunicipal cooperation, the Chevenement law of 12
July, 1999 has to be highlighted as it established new types ofmntgcipal public bodies and also
abolished some structures of intercommunality. Depending on the number of inhabitants of an
agglomeréion, three new types of body may be distinguishemmmunauté urbainéor agglomerations
>500,000 peoplec o mmunaut ® d &a midgdlesizad aggldmierations with more than 50,000
inhabitants, and theommunauté de communé® small, mainly ruralagglomerations) These public
bodies differ in terms of their compulsory and optional competences, degiaking rules and funding.
Besides delivering collective local public services (e.g. water supply, sanitation, waste management), the
communities wereestablished to manage more complex issues such as spatial planning, economic
development or city management. An overview of the three different types effrinkécipal institutions is
given in Table 3.1.

Table 3.1: Forms of intermunicipal institution in France and their main characteristics

Communauté urbaine (CU) Established in 1966. Extensive compulsory competencies in areas of urban
services, infrastructure, planning and economic development. No possibility of
withdrawal. Compulsory for Bordeaux, Strasbourg, Lyon and Lille and voluntarily
adopted by further 10 municipalities, i.e. a total of 14 CU in 2006. Compulsory
single business tax as a source of local fiscal resources.

Management of public services, such as the provision of water, is compulsory
under this form of inter-municipal institution.

Communaut ® d 6 a g | Established by the Chevénement law in 1999. Intended for contiguous urban
(CA) areas of more than 50,000 inhabitants with a central municipality of more than
15,000. Compulsory competences for urban planning and development.
Compulsory single business tax as a source for local fiscal resources. In 2004,
155 inter-municipal cooperations of this type existed, covering around 38 million
French citizens. The number of CA increased to 164 in 2006.

Member municipalities must transfer three of the following five blocks to the inter-
municipal institution: (i) creation, planning and maintenance of highways and car
parks; (i) environmental protection and use; (iii) construction, planning and
maintenance of cultural and sports facilities; (iv) water treatment; (v) water
distribution. The provision of water services is described as a semi-optional
function under this form of inter-municipal cooperation.

Communauté de communes | Rules about competences and mode of funding depend on the size of the
(CO) Communauté i 2,286 existed in 2004 and in 2006 2,389 CC were recorded.

The transfer of responsibilities regarding the provision of water services is optional
and can be transferred to inter-municipal cooperation.

Source: West, 2007 and Pezon, 2006
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Under later legislation, the formation @bmmunautésvas encouraged by financial incentives,
particularly the right to levy taxes and a temporary state contribution (Wollmann, 2008). The success of
communautésis evident, both in rural areas and in urban areas. Between 1999 and 2006 the number of CCs
increased by 77 per cent to 2,389 and the number of CAs rose from zero to 164 within the same period
(Pezon, 2006). As of 2008, there were approximatelyd;6munautégroughout France.

The significance of intemunicipal cooperation in the French water sector is evident, as shown in
Table 3.2. Although the competency in the provision of water services lies with the municipalities, they
have the right tdransfer the competency for organising water supply and sanitation services 4o inter
municipal cooperationssyndicats intercommunauxJhe majority of French communes, i.e. around 70
percent of all municipalities, exercise this right, in particular welgard to water production and
distribution. The share is much lower in the context of the provision of services regarding the collection
and treatment of wastewater.

Table 3.2: Organisation of the French water sector (in % of municipalities)

Municipal Inter-municipal
Water production 28 72
Water distribution 32 68
Sewage collection 70 30
Sewage treatment 61 39

Source: Barraque and Le Bris, 2007

Since the early 1990s a shift in French politics and attitude towardgmntgcipal cooperation has
bee evident. This in particular is observable with regard to the funding ofrimieicipal cooperations, as
they now can be financed directly via local taxes compared to in the past when they were financed via
municipal budgets. Realising economies of scalest still be seen as an argument for kmemicipal
cooperation, but the tasks under the responsibility of municipalities are now broader, often implying that
there is a need for new municipal organisational forms in order to deal with often comexpoitcy
guestions such as economic development, health and education, rather than simply provision of public
services such as water supply. Iateunicipal cooperation today is seen as an important instrument of
French State policy on territorial admitmégion (West, 2007).

When discussing intenunicipal cooperation it is important to highlight some of the recently adopted
administrative and institutional changes. For example, the decisaing process has undergone a
number of changes. It is no laegthe case that each member municipality has one vote. The vote of
member municipalities is now weighted and decisions are no longer made by unanimity but based on
majority voting. The funding of intemunicipal cooperations underwent some important absmngo. In
the past intemunicipal cooperations were funded from the budgets of the member municipalities. Today
the revenues from local taxes are earmarked for the budgets emiméipal cooperations, i.e. inter
municipal cooperations have their owavenue raising capability. Two different fiscal schemes are
available and which scheme is applicable depends on the different form ehimeripal institution as
listed in Table 3.1. The most interesting schemescarmmunautés urbaineand for communatés
d 6 aggl o asdheyagtve tleemight to intenunicipal cooperations to raise revenues by levying a single
business tax that is not set by the member municipalities but by thenumtécipal cooperation itself.

These two forms of intemunicipal ®operation have not only the fiscal power described above but

communes also receive financial support from the government based on their population. This latter aspect
is an incentive for municipalities to team up and form imtenicipal cooperations.
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Water law

The roots of French water law date mainly back to the beginning of the 19th century even though the
first legal sources dealing with the use of water and rivers date from some hundred years earlier. The legal
framework is established at nationaldé

The 1964 Water Act (Law 64245 of 16 December 1964 on regime, distribution and pollution
control of waters), the first comprehensive water policy in France, created the organisational and structural
basis of the French water sector. Six hydrographisins representing the major river basins in France
were defined as main water management territories. Six Water Agencies were established to operate a
financi al scheme which applies to all basi sts. Ba s
up to provide the democratic basis for debate and consultation.

The 1992 Water Act (Law 93 of 3 January 1992 on water) introduces water management plans at
basin and subasin level as basis for further development and put into force some rulesgretati
tariffication, licensing and public participation.

The following | aws aim to strengthen transparen
122 of 23 January 1993) is not specific to the water sector but provides a regulatory framevaphlithet
to the delegation of services to private operato
| awd (-104 of FedbrBary 2nd 1995) focuses on reinforcement of the protection of the environment
and involves among others the limitatiohthe duration of delegation contracts and the duty to publish
annual reports by the muni ¢c12p of [Fébtuary. 8thTL908) ondduldiz e a u d
procurement and delegation of public services ensures more transparency from the opgratonyal
reports, controls, etc.).

The 2006 law on water and wetlands (Law 20062 of 30 December 2006) transposes the European
Water Framework Directive and applies, for -instar
subsidisation, anthe principle of cost recovery of water services.

Institutional set-up

In the water sector, three institutional levels have to be distinguished between: state level (including
local administration), regional level (river basin level) and municipal |8\ed: stateexercises authority in
relation water availability, provides the water police, carries out control of the enforcement of legal
requirements and sets out the main national water policy guidelines. State activities are coordinated by the
Ministry of Ecology and Sustainable Development in collaboration with several other ministries (e.qg.
Ministry of Finance, Ministry of Interior).

State administration is also carried out by local entities. At the regional level, the Regional
Departments for the Endinment (DIREN), in total 26 decentralised administrative departments of the
Ministry of Ecology and Sustainable Development, ensure the implementation of water policy. At the
department level, the government's devolved departments apply the regulatteghamcal parts of water
policy.

On a river basin level, there are two bodies for each basin:

1 The Water Agencies play a key role in the French water sector. The agencies are financially
autonomous public bodies under the supervision of the Ministry ofdmaent and are
responsible for consultation, promotion and financing. The agencies are in charge of establishing
a Master Plan for water management at basin level. They collect revenues (charges) from water
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users according to water pollution and watetralosion. In return, the agencies provide technical
and financial assistance to municipalities.

1 The Basin Committee is a body that supports consultations among regional, departmental and
municipal politicians, user representatives, organisations (e.g. N0 state representatives in
the respective river basin. The role of the committee is both political and administrative.

The municipalities are responsible for operational organisation of drinking water supply and
sanitation services involving investmenperation and maintenance. Municipalities are entitled to choose
freely the most appropriate management methods for these services. Services are organised by the
municipality itself, by an intemunicipal cooperation (SIVU, SIVOM, Communautés, etc), yuhlic
operator or delegated to a private company. As a considerable number of municipalities as well as inter
municipal cooperations have been making use of the option of outsourcing water services, private
enterprises have become very important playetise French water sector. In this context it is important to
point out that the organising authority (commune) remains the owner of the assets regardless of the mode
of operation, i.e. direct management or delegated management.

That private operatorslgy a key role is further illustrated in that they serve 71 per cent of the
population (26 per cent in towns and 45 per cent in-“mnicipal cooperations) and provide around 80
per cent of the total water volume sold. The remaining population is seithed by small water utilities
run by single municipalities (serving 12.5 per cent of the population) or by publicly operated inter
municipal cooperations serving the remaining 16.5 per cent of the population (Barraque, 2007). As
mentioned above, irrespgae of the mode of operation selected the organising authority still remains the
owner of the assets.

There are several types of management by private operators. The most frequent type is the leasing
model, followed by the concession model. The leasinglehsolely includes operation of the facilities.
The lessee collects the water tariffs and must return a portion of the revenue to the municipality to cover
maintenance and financing costs. The concessionaire constructs and exploits the facilitiesoamnthei
expenses and risk, but keeps all water tariffs collected from the consumer.

The private water market is dominated by three companies which cover 98 per cent of the contracts
with local authorities. In terms of the population, private operators marnageer cent of the water
services and 55 per cent of the wastewater services (BIPE/FP2E, 2008).

Municipalities or intermunicipal utilities determine the tariffs and remain the owner of the
infrastructure. Municipalities do not have any authority ovetdlkes and service charges which are set by
the state and the water agencies. The duration of the leasing contract is between 5 and 12 years, whilst a
concession contract may last up to 20 years.

The Owater pays for wat eils@enerally réecbgaised phe uderubtaesr p a
most of the costs of managing the water they consume through their water bills. The municipal budget for
water and sanitation services must be-sefiporting, with income covering expenditure. Only small
municipaliies with fewer than 3,000 inhabitants are entitled to transfer money within their municipal
budget lines. Despite this, some cross subsidies e.g. from domestic consumers to industrial and agricultural
consumers, have been identified (Lamothe, 2003).
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Economics of the sector
General figures

Average extraction of water from surface and groundwater resources was 33 biliior2006, of
which only 18 per cent (6 billion fhwas used as drinking water. The billable portion was only 4.4 billion
m°, mainly due tdeakage losses. The total number of abstraction points for drinking water is about 35,000
units, a number which corresponds to the number of municipalities in France (BIPE/FP2E, 2008 and IFEN,
2007).

The wastewater volume entering treatment plants wasg than 7 billion m (including stormwater
effluent) in 2006, the billable portion was 3 billiorf.rithe total number of treatment plants comes to more
than 17,000 units, which is less than 50 per cent of the number of municipalities in France. 75 gfer cent
wastewater treatment plants are small with a population equivalent (PE) of less than 2,000 PE. Only 2 per
cent of the plants are larger than 50,000 PE (see: BIPE/FP2E 2008, IFEN 2008). Overall, the water sector
remains highly fragmented as there arer@4300 water services (drinking water supply and wastewater
treatment) (Lamothe, 2003).

Inter-municipal cooperation

The following tables clarify the importance of in@unicipal cooperation for water service
provision. The tables present the connectiates according to the size of municipality. As for water
supply (Table 3.3), 73 per cent of municipalities manage their facilities using a cooperation model.

Table 3.3: Number of municipalities in 2004 by form of organisation and population (inhabitants) (drinking
water supply)

Water supply Inhabitants
Oraanisation <400 | 400- | 1,000-|2,000-|3,500i | 10,0007 | 20,0007 | > Total Z?mber
9 1,000 | 2,000 | 3,500 | 10,000 | 20,000 | 50,000 |50.000 o
municipalities
Without service 77 77 (0.2%)
Municipal 5,381 | 2,085 | 1,027 | 581 | 601 177 96 35 | 9,983 (27%)
Inter-municipal
nier-municipal 1 13613 | 6,818 | 3,070 | 1,282 | 1,214 | 293 220 76 | 26,586 (73%)
and mixed
Total number of
19,070 | 8,903 | 4,098 | 1,863 | 1,814 | 470 316 111 | 36,646 (100%)

municipalities

Source: IFEN, 2007

Concerning sanitationT@ble 34), only 22 per cent of all communes take advantage of-inter
municipal cooperation. Disregarding communes with no service, the proportion ofmimaipal
cooperation rises to 34 per cent. Compared to tatmsupply rate, intemunicipal cooperation in the
field of sanitation is less widespread. Table 3.2 also shows the increasing importancerotimegal
cooperation in communes with a higher number of inhabitants. While less than 10 per cent of the
communes with < 400 inhabitants manage sanitation within-mtenicipal cooperation, more than 50 per
cent of communes larger than 10,000 inhabitants are members of a cooperation.
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Table 3.4: Number of municipalities in 2004 by form of organisation and population (inhabitants) - (sanitation)

Sanitation Inhabitants
L 400 - 1,000 - 2,00071 3,500 - Total number of
> 10. L

Organisation <400 1,000 | 2,000 | 3500 | 10.000 10000 | inicipalities
Without service 10,972 1,874 167 12 6 1 13,032 (35%)
Municipal 6,400 4,086 1,999 910 622 183 14,200 (39%)
Inter-municipal 1,633 2,581 1,644 761 941 494 8,054 (22%)
Mixed 65 362 287 180 246 219 1,360 (4%)
Total number of

- u.. 19,070 8,903 4,098 1,863 1,814 897 36,646 (100%)
municipalities

Source: IFEN, 2008

Water pricing

In 2006, the tal water bill in the water sector amounted to approx. 12 billion Euro (including all
taxes and charges) of which 59 per cent was invoiced for water services and 41 per cent for wastewater
services. 40 per cent of the sum billed was destined for localraig$0l8 per cent for the state and Water
Agencies and 42 per cent for private operators (BIPE/FP2E, 2008).

The average total water tariff (water supply and sanitation) is 3 Euro Y&t share of drinking
water supply is just below 50 per cent of téal cost, the share of sanitation just above 50 per cent.
Within Metropolitan France, the price ranges from 1.9 Eufdmthe soutkeast to 3.9 Euro/fin the
west. This indicates a wide range of more than 100 per cent, caused by economic, gedgchpita)
and sociological factors. The price of water in France is in line with the European average (LUN/C3D
National Reports).
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Figure 3.1: Overview of water tariffs in France

Prix TTC départementaux de I‘'eau
dans les communes avec assainissement collectif en 2004
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Source: IFEN, 2007a

Table 35 shows the average water tariff for water services (water supply and sanitation) according to
the organisational structure and the management system selected (i.e. in municipalities with a sewerage
system) in 2004. A comparisdoetween municipal services and inteunicipal services reveals that
municipal services are priced lower. An explanation may be thatrmiaicipal facilities involve a higher
degree of technical complexity, in particular they require large intercomheete/orks (Barraque and Le
Bris, 2007). The vertical axis shows a significantly lower price in the case of public management compared
with management by private enterprises. The differences in water tariffs may be explained by the
attractiveness of deleggan in the case of difficult (i.e. rather expensive) local conditions (IFEN, 2007a).

Table 3.5: Water tariff in Euro/m® depending on the organisational structure and the management system in

2004
Organisation
Management regime Municipal Inter-municipal Mixed Total
Public 2.19 2.85 2.48 2.54
Delegation (Private) 2.93 3.44 3.25 3.28
Mixed 2.60 3.04 2.97 2.97
Total 2.59 3.19 2.99 3.01

Source: IFEN, 2007a
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Investments for rehabilitation and extension of water infrastructure

Water and wastewater servicesr e among | ocal authoritiesd maj
investment amounted to 5.6 billion Euro in 2004 including the construction of new facilities and the
upgrade of existing plants (BIPE/SPDE, 2005). Financial means are needed to maintain wate
infrastructure and the network of water mains. Steel and asbestos mains need to be replaced as well as lead
connections. The investment volume for these purposes is estimated to reach 2.5 billion Euro per year
(Bauby and Lupton, 2004).

Financing of waterinfrastructure

The following table (Table 3.6) shows the fund flow to local authorities in 2006. The main portion of
revenue comes directly or indirectly from consumers. Subsidies from Water Agencies also stem from
service charges paid by consumers. Théd uent from the O0Osystemdb to the
Euro in 2006. The input via subsidies from departments and regions was 586 million Euro (BIPE/FP2E,
2008).

Table 3.6: Funds to local authorities in million Euro

Sources of Funding Public water service Waste\{vater Total
service

Subsidies (from Departments, Regions) 163 423 586
Subsidies (from Water Agencies) 107 1,027 1,135
Water tariff (directly from consumers) 1,571 1,422 2,993
W iff (indi I i i

ater tari (indirectly via private 1,399 623 2,022
operators)
Total 3,240 3,495 6,736

Source: BIPE/FP2E, 2008

Subsidy System

Subsidies are financed via water charges levied by the Water Agencies which are determined by the
volume of pollution discharged and the volume of water abstraction applied to water Tse funds
collected are subsequently reallocated by means of financial assistance. The subsidy system is managed
mainly by the Water Agencies and assumes adherenc

Subsidies can be allocated to privatel public persons who contribute to the achievement of goals of
common interest by i mplementing projects in |ine
Water Agencies provide subsidies in the form of low interest loans and grants. Thg sudgi@mount to
40 per cent of the installation cost accompanied by an additional loan up to 20 per cent (OECD, 2006).

Another financial source is the National Fund for Development of Water Supply and Sanitation
(FNDAE), which is dedicated to rural areas énable them to invest in water supply and wastewater
disposal. The fund is managed by the Ministry of Agriculture. The financial means of the fund are raised
from an additional charge to the water bill. The fund therefore contains ascitosslising elment. The
annual budget is about 145 million Euro (Bauby and Lupton, 2004). Subsidies also come from the
departmental local authorities and in certain cases from municipalities with fewer than 3,000 inhabitants.
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