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This report represents the conclusions of the partners of the Watertime project. It should not be construed as representing the views of the European Commission, and the European Commission is not responsible for any use made of the data contained in it.
1 Introduction to the Good Practice Recommendations (GPRs)
The purpose of the good practice recommendations (GPRs) is to help improve the process of making decisions on water and sanitation services. They are intended to help all those interested in questions of water supply - municipalities and other public authorities, managers and employees of water companies, consumers, environmentalists, community organisations, trade unions, and all concerned citizens. 
· What are the GPRs?

The GPRs offer practical advice to help people make better decisions about organising water and sewerage services in cities.  They have been produced by the Watertime research project. Watertime  has also produced a number of reports on cities, the history of water systems, and the international context.  All the reports are available on the internet at www.watertime.net .
· Do they say what the best solution is for problems in water and sanitation services?

No. The GPRs offer advice on how to make the decision. They are designed to be relevant to the decision making process as a whole, in a range of different contexts, covering a broad variety of interests, actors and factors involved. They give advice on using public participation and transparency, on diagnosis of the problem, identifying options, assessing the risks, evaluating the alternatives and making the decision. 
· On what evidence are they based?

The recommendations are based on evidence from cities studied by the Watertime project. Each GPR consists of a single sentence summarising the main recommendation; then a paragraph with a longer explanation; and a final paragraph with examples from the cities. Alongside every GPR are links to the city reports on which that GPR is based. Annex B to this paper explains how the GPRs were constructed.
· Which cities were studied, and how can I see the reports?

Watertime studied 29 cities in 13 different European countries. A map of the cities studied is in the annex to this paper . All the reports are published on the website at www.watertime.net. 
· When should they be used?

They can be used at all stages of decisions and on a range of subjects. The following pages provide a number of different sets of GPRs relevant for different aspects of decision making – participation, transparency, diagnosis of problems, identifying and evaluating options, and taking the final decision. Some of the GPRs are relevant for a number of issues, and so they may appear in more than one set of recommendations. 
· How should they be used?

The GPRs can be used by public authorities, stakeholders, or members of the public as a checklist of what can be done at each stage. They can be used to promote public discussion about the issues. They can be used to ensure that authorities take account of risks, consider a range of options, and publish information.
· Are there any other tools that can be used with the GPRs?

The Watertime website has a set of tools to help decision-making, at www.watertime.net. These tools can be used to encourage public participation in decisions on water and sewerage. Anyone can create a project concerning a particular issue, and encourage public discussion. The tools include on-line discussion forums, decision models, and tools to produce a common document (‘wikis’).
· Is there a complete list of all the GPRs?

The complete list of GPRs is set out in the annex to this paper, and on the website at www.watertime.net .
2 Good Practice Recommendations for various issues
Note: Some GPRs recur under two or more headings. This is because they are relevant to a number of different issues. The full list of GPRs is at Annex C.

The numbers of each GPR are fixed from the full list and do not correspond to the order in any particular issue.

The cities refer to the specific case studies on which the GPR was based. The full report on each case study is available at www.watertime.net 
2.1   Participation and transparency 
These recommendations are about involving the public in decision-making through public participation; improving transparency, by publishing more information; and monitoring the results of a decision. 

· Public participation
	No
	TITLE
	GPR
	Cities

	24
	Improve decision-making through public participation 
	Public participation should be made a central part of the decision-making process because it improves the information available, the responsiveness and legitimacy of decisions adopted.

The decision-making process benefits from a wide debate on the problem, the options, and the evaluation of those options, by enhancing the range of solutions considered, the criteria to be used in evaluation, drawing on local knowledge, and providing legitimacy to the final decision. Public consultations aimed at evaluating the identified alternatives should be organised in a way that the widest possible range of alternatives are accessibly, equally fairly and exhaustively presented with their advantages and disadvantages.

In a number of cases the decisions benefited from inclusive and meaningful public participation (Edinburgh, Rome, Mancomunidad del Sureste de Gran Canaria); provided legitimacy and support for decisions (Grenoble, Cordoba, Debrecen, Cardiff, Leeds, Tampere, Kaunas, Palma de Mallorca). In other cases problems arose from a lack of meaningful participation (Berlin, Tallinn).
	Bologna, Edinburgh, Rome, Grenoble, Debrecen, Leeds, Cardiff, Berlin, Cordoba, Kaunas, Tampere,

Tallinn, Cordoba, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, 

	25
	Be aware of the potential role of representative democracy and elections
	Be aware that representative democratic structures can play an important role in the public process. 

Where representative democracy is seen as reliable and responsive, municipal decisions have greater legitimacy. Transparency remains an important factor in sustaining this legitimacy.   Electoral processes can be an important part of public participation, as well as strengthening the legitimacy of decisions: in some cases water issues became important election topics, and the results of elections made a significant difference to subsequent policy decisions.  

Positive changes in the water sector have been introduced in Madrid, Cordoba and Mancomunidad del Sureste de Gran Canaria as a result of local elections following democratisation of Spanish politics. In Lodz, municipal elections in 1994 were a turning point on the decision making process on whether to award a privatised contract to a multinational company. Debate on a controversial private water contract affected the result of the 1995 municipal elections in Grenoble, which led to renegotiation of the arrangement.
	Stockholm, Lodz, Cardiff, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Tampere,

Hameenlinna, Grenoble, Edinburgh, Berlin, Debrecen

	1
	Understand the existing structure and its development
	The historical development of the water supply and sanitation system should be reviewed. 

This will help identify reasons for features of the system, and the constraints these place on future options.  It will also ensure that all aspects of the current arrangements are taken into account in evaluating options. Awareness of the historical development of the system is an important element of decisions aiming at sustainability, as past decisions and choices place specific constraints on local decisions, which will in turn affect the relative attractiveness of different options. 

In the case of Madrid, the characteristics of today’s water system and establishment of the operator were determined by the 1561 decision to make the city the capital of Spain. The Hungarian case studies show a range of constraints from the past - past failure to develop the sewerage system may require greater priority to improvement and extension of sewerage; changing a system eg from public to private, or vice versa, involves transaction costs; redefining the territorial boundaries of water operations also implies transaction costs. In many cases – for example, in Rome or Bologna – it appears that crucial decisions with long term effects are adopted without prior efforts to elicit the contemporary and prospective significance of historical events. 
	City in Time, Hungary, Rome, Bologna, Madrid, Bucharest, Palma de Mallorca, Cordoba

	5
	Clarify fiscal problems
	Budgetary constraints of municipalities, or of public water operators, should be clearly identified and analysed for their origins and relations to water services. 

The historic relationship between charges for water and sewerage services and charges and taxes for other services may be complex. Public participation can be of assistance in identifying the origins of these problems, their precise location in relation to different tiers of public authorities, and also the relative public legitimacy of different possible solutions. This is important as decisions on water operations and their structure are often aimed at solving fiscal rather than water problems.

In Stockholm, court rulings required repayments to consumers of overcharging. After 1997, the UK national government have used special taxes – the “windfall tax” - to recover money for taxpayers from profits seen as resulting from excessive charges. In Berlin, neither the fiscal problems of the city nor the losses of Berlinwasser Holding BWH were caused by water operations, as the profits of the public water operator were used to cross-subsidise ailing subsidiary companies in other sectors. 
	City in Time, International context, Berlin, Stockholm, Edinburgh, Cardiff, Leeds, UK, Grenoble, Tallinn, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Arezzo, Bologna, Rome, Milan

	13
	Identify the problem 
	Identify the problems which are being addressed. 

There are often contested views on this, so this should be a public exercise. Some problems may not be connected with the water sector eg the financial problems of a municipality. One danger is that problems and symptoms may be confused e.g. where financial deficits have appeared as a result of policies designed to minimise taxation or charges. Problem identification needs to be done in context. Failure to do so may create new problems, e.g. sewage development that is aimed at separating combined systems and introduction of new sewage lines may create a potential risk of damage caused by un-channelled storm water.

In Hameenlinna, collaboration among local authorities aimed at identifying common problems in terms of access to water resources laid the grounds for the establishment of a unique regional water undertaking. Stakeholder participation in Cordoba facilitated problem identification and a satisfactory solution in the yeast factory episode. In Bologna, the decision to part-privatise the water operator was dictated more by the fiscal considerations of the municipality than by considerations on operational efficiency and effectiveness.  
	Grenoble, Edinburgh, Arezzo, Bologna,

Milan, Tallinn,

Tampere,

Hameenlinna, Madrid, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Cordoba, Bucharest, Hungary, Berlin

	15
	Identify which public interests are being addressed
	Identify the different public interests which are relevant to the issue.

These may include objectives in the domain of water – for example, how to finance a wastewater treatment plant, the improvement of water sources, reducing the cost of water. They may also include other public policy objectives – public health, regional cohesion, economic development, and the reduction of public authority debts or deficits. They may include international public policy objectives – e.g. meeting EC environmental standards, or UN millennium development goals.  These can be influenced by political activity. The Watertime Decision Aid can be used to rank different options under each objective.

In Tampere, the decision to reject a PPP proposed in 1865 was informed by consideration of the economic risks to be assumed by the city under the deal. In the case of Leeds, a proposal for the mutualisation of the private water company was rejected in light of the risks that ownership transfer would imply for consumers. 
	Tampere, 

Hameenlinna,

Tallinn, Madrid, Cordoba, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Bucharest, Edinburgh, Arezzo, Bologna, Milan, Grenoble, Leeds, Lodz, Rotterdam, City in Time,

	17
	Identify the available options for the decision 
	A range of possible options representing credible solutions to the identified problems should be reviewed through a transparent and participatory process. 

Participation is an important dimension of this process as various actors may have knowledge of possibilities of which a public authority may not be aware. The process can throw new light on the potential role of external factors such as EC rules and legislation, or potential sources of investment finance. The options should be identified and reviewed in light of their potential impact on sustainability from a political, economic, social, technical and environmental point of view.  Failure to do so may have undesired results (e.g. an option that is sound from social or economic point of view might undermine technical sustainability).

In Debrecen, an alternative business plan elaborated by the management of the public water undertaking was supported by the trade unions and proved preferable to bids put forward by a multinational company. In Cordoba, stakeholder participation coupled with a thorough review of all the possible options has allowed for the solution of the yeast factory problem. In Arezzo, the options evaluated on the reform of the water service have been limited by the interests of the proponents of the two alternatives discussed and by the lack of public participation.  
	Grenoble, Vilnius, Bologna, Rome, Edinburgh, Stockholm, Tallinn, Debrecen, Cordoba, Mancomunidad del Sureste de Gran Canaria, Bucharest, Rotterdam, City in Time, Lodz, Arezzo, Milan, City in Time 

	23
	Adopting the final decision
	It should be made clear from the outset how and by whom the final decision will be made eg by the mayor, by referendum or by council meeting. 

Certainty in advance about which body decides, on which date, helps focus the public debate. Note the possibility of citizen initiatives to force referenda or decisions. Where there is real uncertainty eg because of court challenges, overlapping roles, the public authority should be clear that the final decision will follow the working through of these possible actions.  The decision should be structured so that it is clearly based on the identified problems and objectives, the chosen criteria of evaluation, and assessment of the constraints and risks from various factors and actors. The decision should also involve the maximum level of transparency, and public participation, identifying the actors responsible for adopting the decision, and the procedures for altering the decision in the future, the related costs and other impacts of that.

In Rome, a consultative referendum was held on the part-privatisation of the water operator but the municipal government had anticipated that it would not take a negative vote into account. In France, mayors have the power to award a contract to a bidder against the evaluation of the technical commission, but if they do so they have to explain in writing the reasons of their decision.   
	Arezzo, Rome, Italy, City in Time, Tallinn,

Tampere,

Hameenlinna, Cordoba, Mancomunidad del Sureste de Gran Canaria, Germany, France 


· Transparency

	No
	TITLE
	GPR
	Cities

	27
	Strengthen information rights
	Citizens should have strong information rights because of the information advantages of some actors especially water operators and mayors. 

Even where there is significant public participation, lack of full information may lead to poor evaluation. Various forms of information rights exist in a number of countries.  The Scandinavian countries have relatively strong citizen rights to information; the UK has a new information law which entitles citizens to demand disclosure of public documents; Slovakia has a freedom of information act. However, there is a risk that commercial confidentiality might limit access to information – a risk which should be taken into serious consideration. Resources should be made available to civil society groups to ensure that they can access more information and make more effective contributions. These rights may be disputed where an operator is constituted under company law and so the company may try to claim exemption for the duty to disclose. 

In Tallinn, a decision reached after a transparent process rapidly became problematic because incomplete information was available during the decision-making process.  In Grenoble, decision-making by the city council was weakened as the mayor had retained crucial information. The case study on Vilnius suggests that free access to information by law is not sufficient and that public authorities and operators should actively disseminate accessible information to the public. In Cordoba, such a proactive attitude has resulted in a number of initiatives aimed at favouring access to information. 
	Tallinn, Arezzo, Gdansk, Berlin, Grenoble, Vilnius, Madrid, Cordoba, Bucharest, Rome, 

	28
	Information and public participation
	Access to information should be used to strengthen public participation and responsive decision making throughout the whole process.

Political activity in a public process can be an effective way of obtaining information disclosure, even where formal legal rights do not exist. Disclosure of information in public debate may legitimise price rises for projects, for example on the need for and cost of sewerage treatment plants. The devolution of political authority may strengthen the level of debate and the legitimacy attached to an authority’s decision or preference.  Open debate initiated by municipalities can be an effective way of combining public process with information disclosure.  Where water resources are involved, a public Environmental Impact Assessment (EIA) can be used to spread information and participation. Court proceedings can also be used to obtain disclosure of documents which are kept secret by public authorities or operators. 

In Berlin and Munich, the media and/or informed stakeholders such as unions or employees representatives played a crucial role in obtaining and publishing information. In Cordoba and Grenoble, the presence of civil society representatives in the Board of Directors of the public water operators allows greater access to information by stakeholders. 
	Debrecen,

Budapest, Edinburgh, Cardiff, Hameenlinna, 

Stockholm, Tampere, Berlin, Munich, Germany, Vilnius, Cordoba, Grenoble,

	11
	Take steps to avoid corruption
	Authorities should take every measure to avoid the risk of corruption where decisions involve procurement.

Corruption leads to worse decisions and distorts the rationality and democracy of the decision-making process. In two case studies there have been convictions for corruption. Corruption may involve bribes being paid to political parties, individual politicians or public officials.  Maximum transparency and public participation are important means for avoiding corruption. Procurement procedures should allow for the exclusion of candidates who have been convicted of corruption.

In Grenoble, the mayor and two company executives were convicted on charges of corruption in relation to the award of a privatised water contract. In Milan, a prominent politician and a company executive received prison sentences on charges of corruption in relation to a privatised wastewater contract. In Cordoba, participation of the City Auditor in the meetings of the operator’s Board of Directors, although without the right to vote, is a mechanism which together with public participation is aimed at avoiding corruption.  
	Grenoble, Milan, Vilnius, Cordoba, Bucharest, Timisoara, Rome

	29
	Need for clear definitions and transparency
	Terms used in proposals should be clearly and precisely defined so that there is no ambiguity about what is meant.

Ambiguity and dispute over the meaning of terms can undermine the value of public participation and become a serious weakness later, especially if contracts are created. Terms needing clear definition include: company status eg plc, municipal department, 100% publicly owned company, special municipal/public company status. The need for clear definitions also applies to terms related to investment (eg payment for ownership, or physical investment, concessions, affermage, payments up front, canons etc), credit terms and collateral (eg secured on assets - including land and buildings, in cities too so valuable - or income stream), or municipal and governmental taxes.

In Bucharest, a large number of clauses in the concession contract help clarify the relationship between the parties but some of them require further clarification. In Milan, the technical language used in the debate on the reform of water services has been identified as an obstacle to popular awareness and public participation.  
	Tallinn,

Vilnius, Bucharest, Milan, Grenoble, Edinburgh

	7
	Make sure relevance of international context is understood
	Information about the constraints imposed by the national and international context must be gathered and disseminated to local actors.

Local actors are often at a disadvantage in their knowledge of international factors and actors, and should be given as much information as possible about them. These include EC laws, and also the activities and rules and practices of other international agents, including development banks and multinational companies. International actors should be exposed to public participation and debate wherever possible. For example, EU representatives may be invited to participate in local debates.

The example of Kaunas shows that obtaining financial support from the EU requires the acceptance of EU rules and practices. The case of Madrid shows that co-financing from the EU offers considerable opportunities for developing infrastructure. In Timisoara, decision making on the reform of water operations was affected by the conditionality attached to the EBRD loan.
	International Context, Kaunas,

Vilnius, Tallinn, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Timisoara, Bucharest, City in Time, Bologna, Rome

	16
	Identify the objectives of reform
	The objectives of the reform should be identified so that the criteria for evaluating options are publicly understood. 

Identification includes clearly defining the reasons for the reform, whether it is coerced by outside factors (e.g. EU/national legislation) or is required by local factors and/or actors (local needs). The objectives may include solving problems inherent with water operations (e.g. enhancing effectiveness and efficiency of operations, enhancing water sustainability) and also solving problems external to the water sector (e.g. maximising fiscal revenues to governments, reorganization by delegating public duties from the state to municipalities). Other public interest objectives may also be relevant (e.g. economic development and regional cohesion). Decision makers need to assess all their objectives separately. The different objectives may be conflicting among themselves e.g. the economic interest in higher income generation vs. social aspects, or socially oriented price policy vs. technical sustainability. The objectives of public authorities are defined and constrained by their jurisdiction. Identification of the reform objectives allows for assessing the relative importance of the various objectives and identifying priorities. 

In Madrid, the establishment of contractual relationships with consumers has allowed the achievement of objectives in terms of service improvement without carrying out major organisational reforms. In Arezzo, failure to clearly identify public objectives resulted in the predominance of private over public interests.  
	Grenoble, Arezzo, Bologna, Rome, Vilnius, Hameenlinna, Madrid, Lodz, Rotterdam, Milan, Timisoara, Bucharest, Cardiff, International context

	21
	Undertake a comparative review of developed options
	Options should be developed enough to allow for a comparative assessment of their merits.  

The options should include the status quo as one of the comparators, so that other reforms should be adopted only if they represent a net gain in respect of the existing arrangements. However, the projection of costs under public operations should be based on a business plan elaborated by public management, rather than simple projections of past experience, taking account of different possible organisational structures under public ownership and management.

In Stockholm, a study of the operations of the local water company supported the decision to reject privatisation as a less efficient solution than the status quo. In Debrecen and Lodz, bids put forward by multinational companies were rejected after being assessed against business plans developed by local public management. 
	Stockholm, Debrecen, Lodz, Arezzo, Grenoble, Edinburgh, Rotterdam, The Netherlands, City in Time, Berlin, Tallinn, Kaunas, Tampere,

Hameenlinna, Cordoba

	22
	Identify the criteria for evaluation
	The criteria used to evaluate the considered options and potential solutions should be identified in advance, based on the objectives the decision is intended to achieve. 

Under EU law, tendering procedures require the prior identification of selection criteria, but the same principle can be applied to choosing between options, some or all of which may not involve subsequent tendering. Once defined, the application of criteria should be consistent throughout the decision making process and be changed only in presence of evidence on the inadequacy of the adopted criteria. The final evaluation of the reviewed alternatives should be published together with a full, accessible and verifiable justification of the ranking. In case the final decision departed from the evaluation of the reviewed options, decision makers should publish a thorough, accessible and verifiable justification of their decision. 

In the Arezzo case study, the introduction of unnecessary changes in the course of the evaluation process might have affected the rationality of decision making. In Bucharest, the criteria aimed at the evaluation of the operator’s performance are clearly defined in relation to customer services but not so in relation to other aspects of service provision. Flexibility was a criterion for decisions made historically in Rotterdam and more recently in Lodz.
	Arezzo, Tallinn, Bucharest, Edinburgh, Rotterdam, Lodz



	30
	Avoid secrecy of contracts
	Secret contracts should be avoided because they reduce transparency and weaken evaluation of options and monitoring.

Publicly available contracts mean accessibility to the public in general, not only access for the members of the elected body (e.g. municipal council). It is more important when the municipality has more than one role to play and different interests are attached to the different roles (e.g. their economic interest as owner). Open contracts are feasible and used in many cases eg waste management contracts. In a number of cities contracts for private providers have been treated as confidential documents and withheld from public scrutiny. Contracts were not subject to public scrutiny before being signed, and so thorough evaluation of that specific option was not possible. In some cases, secret contracts were renegotiated after problems were experienced, but even the renegotiated contract remained secret.

In Berlin, vital information on the contract was withheld from the very locally elected representatives who had to vote and approve the proposed PPP. In Gdansk, the contract was renegotiated after demand did not match projections but the document remained secret. 
	Gdansk, Budapest, Berlin

	43
	Risks of low competition for contracts
	The risks of lack of competition, or weak competition, for contracts should be considered in evaluating a contractual option.

There are frequently problems in obtaining many competing bids for water contracts. In some cases water concession contracts were issued without competition to a single bidder, and so no competition was created to ensure best value. 

In Gdansk, the water company has often also acted as subcontractor on investment projects for city which were not subjected to a tendering process. Similar problems arise where a private company has the right to issue contracts, for example in Arezzo and in Szeged, where subsidiaries of the company have enjoyed notable successes.
	Szeged, Arezzo, Gdansk, Tallinn,

Vilnius, Grenoble, Lodz,  Timisoara , International context

	38
	Risk of losing public capacity in water
	The public authority needs to ensure it has the capacity to negotiate with and monitor operators. 

The operator usually has better information than any regulator or public authority, and naturally employs significant expertise. The public authority or regulator should ensure it retains sufficient expertise and resources to independently assess the performance of the operator. There is also a risk of the operator ‘capturing’ the regulatory authority and so weakening the surveillance exercised in the public interest. In cases where the local authority loses the capacity to fulfil its monitoring and regulatory functions, or is in practice prevented from exerting such functions, the public interests those intend to protect might suffer as a result. 

In Tallinn, a representative of the water company sits in the Independent Monitoring Unit set up to regulate the operator’s performance, so that its independence might be questioned. In Arezzo, conflicts between the operator, the regulatory body and local authorities suggest that the risk of regulatory capture is not theoretical. In the case study on Edinburgh, the Scottish Executive found itself in difficulty in solving a dispute between the regulatory authority and the operator as it did not have the required capacity to judge on the merit of the matter. 
	Vilnius,

Tallinn, Edinburgh, Arezzo, Grenoble, Mancomunidad del Sureste de Gran Canaria

	39
	Contracts may be incomplete and unenforceable 
	Contracts with operators may be incomplete and not enforceable in their original terms. 

Contract clauses may be subject to unexpected interpretation or implementation after the contract has commenced. Guarantees by public authorities included in contracts are a potential source of future liabilities, and may be held to be in breach of competition law. The provisions for legal resolution of disputes may override the future freedom to act of a municipality, for example where they are subject to binding arbitration by an international tribunal as was the case in Szeged. 

Both in the cases of Grenoble and Arezzo, decision making of local authorities has been affected by the perceived threat of having to pay compensation in case the operator resorted to arbitration or tribunals. In Szeged, the municipality agreed to renegotiate the tariff formula after the operator filed a suit in front of an international arbitration tribunal claiming compensation for damages.
	Tallinn, Szeged, Grenoble, Arezzo, Bucharest



• Monitoring

	No
	TITLE
	GPR
	Cities

	31
	Create system for monitoring performance
	A monitoring system should be set up to evaluate whether the expected objectives have been achieved and review the decision. 

There should be a clear process for monitoring performance against expectations. If the chosen option does not deliver as expected, procedures should exist to revise, sanction or review the arrangements. If the different objectives are the result of different roles played by the municipality, the monitoring system should include clearly defined sets of tools corresponding to the different objectives and roles. Operators should be required to provide information to enable the sharing of benchmarking information with other authorities. This can be done through a central office, or through a mutual process. The publishing of information affecting the public interest needs to be a contractual requirement for private operators but a similar statutory obligation should also apply to public providers.

In the case of Edinburgh, a regulatory authority monitors the efficiency of the public water operator and informs the government’s decisions on pricing (water quality and environmental issues are regulated separately). In the Netherlands, benchmarking facilitated by a professional organisation has been preferred to English-style economic regulation. In Cordoba, the presence of representatives of opposition political parties and civil society within the public operator’s Board of Directors is intended to internalise monitoring of performance.
	Rotterdam, the Netherlands, Cardiff, Leeds, UK, Edinburgh, Gdansk, Szeged, Berlin, Tallinn, Arezzo, Rome, Milan, Bologna, Bucharest, Cordoba, Mancomunidad del Sureste de Gran Canaria

	32
	Ensure annual reports and public discussion
	Ensure that water operators have to publish annual reports, that public authorities or regulators publish a commentary on that report, and that these are subject to public discussion, with rights to seek further information.

These reports should be substantial, and form the basis of supplying further information on request. The reports should also form the basis of annual public debates.

In France, reports produced by the private operators have in a number of cases been confined to a very limited number of pages. In Arezzo, the report produced by the local regulatory body is transmitted to local authorities but not disclosed to the general public. 
	Grenoble, France, Madrid, Cordoba, Arezzo, Rome, Milan, Leeds

	33
	Encourage participation in implementation and monitoring
	Public participation in the conduction of operations and monitoring of performance should be encouraged.

Civil society organisations such as consumer bodies, community associations or environmental groups should be encouraged to play an active role in monitoring the performance of operators. This may require the public provision of resources to relevant groups, and formal provision for annual public discussion. Participation is preferable to and better value than using consultants.

Public participation in the conduction of operations appears to be associated with higher degrees of transparency and satisfactory results, as appears to be the case with public water operations in Grenoble and Cordoba.  
	Grenoble, Cordoba

	34
	Strengthen the role of auditors
	Recognise that public auditors can play an important role in monitoring the financial performance of water operators and identifying problems.

Examination of water operators’ finances by public auditors can be an important element in identifying problems due to the competence and independence of public auditors. 

In Madrid, the city auditors regularly and thoroughly audit the accounts of the public water company and may report on the whole of its operations. In order to enhance transparency, the public auditing of Cordoba’s public water operator are posted on the internet. In Grenoble, reports by the regional audit body Chambre Régionale des Comptes highlighted a number of problems with, respectively, water supply and sanitation operations carried out by private operators. However, the role of public auditors in France is limited by the fact that they are competent to scrutinise operations which are drawn to their attention by an interested party.    
	Grenoble, France, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Arezzo

	35
	Consider using fines to finance water and wastewater infrastructure/projects 
	Fines imposed for failure to treat wastewater can be refunded to operators to help finance wastewater treatment plants.

Operators may be fined for infringements of legislation on wastewater treatment. In a number of cases public authorities, both governments and local authorities, have taken the innovative step of using these fines to finance investment in wastewater treatment. However, fines for poor performance and environmental damage should also represent credible deterrents against misbehaviour. 

In Lithuania, pollution taxes and fees are used to limit the damage caused by pollution and the amounts disbursed are devolved to the Environmental Protection Funds set up by the municipalities to speed up measures aimed at containing pollution. 
	Warsaw, Kaunas, Budapest

	40
	Risks of revision of contract terms
	Authorities should anticipate the probability that contracts will have to be renegotiated and take account of the possible risks of this process.

Contracts cannot fully anticipate future events, and so there are always risks that changes will have to be made. The objectives of the original contract might not be reached.  These risks should be assessed during evaluation of options as they should affect the relative attractiveness of different options.

In some cases contracts were revised within a few years of their start; in some cases prices were increased more than envisaged in the original contract, as a result of changed circumstances; in others service levels or investment programmes were revised downwards. 


	Budapest, Cardiff, Leeds, Tallinn, Grenoble, Arezzo, Gdansk

	44
	Monitor company status
	The legal status and powers of private companies should be monitored to avoid potential problems.

Companies which are not properly registered may not be entitled to receive public contracts, or contracts from utility companies.  The law on joint ventures between municipalities and companies may affect the possibility of awarding contracts without further tendering.  Companies can make changes to the pay of directors, or the structure of their capital.

The question of company status and sub-contracting rights was an issue in Szeged. In Tallinn the company used profits to reduce the value of the shares invested in the company. Recent decisions by the European Court of Justice mean that it is more difficult for municipalities to give contracts to PPPs without competitive tendering.
	Tallinn, Budapest, Szeged, international context


2.2   Background constraints 
These recommendations are about understanding the historical context of the current situation and identifying the various actors and factors, including international ones, which constrain and influence the decision-making process

· Background – History

	No
	TITLE
	GPR
	Cities

	1
	Understand the existing structure and its development
	The historical development of the water supply and sanitation system should be reviewed. 

This will help identify reasons for features of the system, and the constraints these place on future options.  It will also ensure that all aspects of the current arrangements are taken into account in evaluating options. Awareness of the historical development of the system is an important element of decisions aiming at sustainability, as past decisions and choices place specific constraints on local decisions, which will in turn affect the relative attractiveness of different options. 

In the case of Madrid, the characteristics of today’s water system and establishment of the operator were determined by the 1561 decision to make the city the capital of Spain. The Hungarian case studies show a range of constraints from the past - past failure to develop the sewerage system may require greater priority to improvement and extension of sewerage; changing a system eg from public to private, or vice versa, involves transaction costs; redefining the territorial boundaries of water operations also implies transaction costs. In many cases – for example, in Rome or Bologna – it appears that crucial decisions with long term effects are adopted without prior efforts to elicit the contemporary and prospective significance of historical events. 
	City in Time, Hungary, Rome, Bologna, Madrid, Bucharest, Palma de Mallorca, Cordoba

	2
	Analyse impact of present developments on the future
	Analyse the aspects of the present system which affect future options. 

Specific decisions may place constraints on the future. The site of a wastewater treatment plant may constrain future residential developments, or become problematic if industry declines. Specific urban development programs affecting the absorbing capacity of the soil may generate unforeseen effects and costs for wastewater services in the case of combined systems (sewage and storm water). Particular forms of financing such as cross-border leasing, or PPPs, may be affected by future changes of rules for investors, and may constrain eligibility for future public financing.

In Kaunas, the site chosen for the wastewater treatment plant constrained future residential development. In Munich, the proposed cross-border leasing would have resulted in considerable costs at the expenses of consumers and the environment. Semi-privatisation of the water operator in Rome led to a failed diversification into the telecommunications sector at a high cost. 
	City in Time, Munich, Rotterdam, Hungary, Germany,

UK, 

Warsaw, Kaunas, Tampere, Edinburgh, Rome, Madrid, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Leeds, Cardiff, Grenoble, Arezzo  

	5
	Clarify fiscal problems
	Budgetary constraints of municipalities, or of public water operators, should be clearly identified and analysed for their origins and relations to water services. 

The historic relationship between charges for water and sewerage services and charges and taxes for other services may be complex. Public participation can be of assistance in identifying the origins of these problems, their precise location in relation to different tiers of public authorities, and also the relative public legitimacy of different possible solutions. This is important as decisions on water operations and their structure are often aimed at solving fiscal rather than water problems.

In Stockholm, court rulings required repayments to consumers of overcharging. After 1997, the UK national government have used special taxes – the “windfall tax” - to recover money for taxpayers from profits seen as resulting from excessive charges. In Berlin, neither the fiscal problems of the city nor the losses of Berlinwasser Holding BWH were caused by water operations, as the profits of the public water operator were used to cross-subsidise ailing subsidiary companies in other sectors. 
	City in Time, International context, Berlin, Stockholm, Edinburgh, Cardiff, Leeds, UK, Grenoble, Tallinn, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Arezzo, Bologna, Rome, Milan

	6
	Reviewing external experience
	When considering various options, the local knowledge base should be expanded by reviewing relevant experience of these options elsewhere. 

There may be relevant experience in the same country or in other countries. The aim of any such review should be to further understanding of the available or possible options and their implications. The review should be based on authoritative material and should take into account various views on the same cases, in order to allow reviewers to come to a balanced and rigorous assessment.

The 1992-93 consultation on the reform of the Scottish water industry referred to models used in other countries but the thrust of the argument was in favour of the English privatisation model. In Rotterdam, observation of the East of Scotland experience allowed for expanding the local knowledge base and identifying a new option for the financing of the proposed wastewater treatment plant, in the same way as Hamburg (and London, Berlin and Milan) had served as a model for the construction and flushing of sewerage canals in the 1850s. In the case of Lodz, the comparison between the English and French models provided an enlarged knowledge base facilitating the decision on whether to separate operations from infrastructure.    
	Tallinn, Edinburgh, Rotterdam, City in Time, Lodz, Debrecen, Munich, Bucharest, Mancomunidad del Sureste de Gran Canaria, Italy, International context

	7
	Make sure relevance of international context is understood
	Information about the constraints imposed by the national and international context must be gathered and disseminated to local actors.

Local actors are often at a disadvantage in their knowledge of international factors and actors, and should be given as much information as possible about them. These include EC laws, and also the activities and rules and practices of other international agents, including development banks and multinational companies. International actors should be exposed to public participation and debate wherever possible. For example, EU representatives may be invited to participate in local debates.

The example of Kaunas shows that obtaining financial support from the EU requires the acceptance of EU rules and practices. The case of Madrid shows that co-financing from the EU offers considerable opportunities for developing infrastructure. In Timisoara, decision making on the reform of water operations was affected by the conditionality attached to the EBRD loan.
	International Context, Kaunas,

Vilnius, Tallinn, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Timisoara, Bucharest, City in Time, Bologna, Rome


· Background – Actors

	No
	TITLE
	GPR
	Cities

	9
	Identify the actors and their interests and objectives
	Identify the actors involved in and/or affected by the decision and their interests and assess their possible future behaviour after any given option. 

Identifying the actors involved and their interests, including decision makers, might contribute to clarifying the respective objectives and to what extent those correspond to water sustainability or public interest objectives. For example, in the case of an unsolicited business proposal, identifying the interests of the proponent might help assess the merit of the proposal itself. The actors potentially affected by the decision may affect the future sustainability of the intended decision by protecting their interests in various ways.  For example, consumer groups opposed to an option may take legal action against the validity of the adopted decisions; a contractor may seek higher charges than expected to protect its financial interests.  Where operation is assigned to a private company then the operation may be used to advance the interests of the company, and these interests may diverge from those of the local community and water sustainability in general. Public water operators are also exposed to the risk of municipalities using the water finances to subsidise other public finances.

In Cordoba, contributions from the identified stakeholders led to an environmentally and socially satisfactory solution to the pollution produced by a yeast factory. In Grenoble, court cases brought by civil society groups and political parties led to the annulment of city council decisions on the reform of water operations. In Tallinn, after being awarded the contract, the company introduced charges for drainage, increased payment of dividends and requested higher charges than promised.
	Leeds, Lodz, Gdansk, Berlin, Vilnius, Cordoba, Bucharest, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Italy, Arezzo, Milan, Rome, Bologna, Grenoble, Stockholm, Edinburgh, Tallinn, Tampere, City in Time , International context 

	12
	Select consultants and experts carefully
	Experience of the water sector, independence and integrity should be key criteria in deciding on the consultants and other experts to be hired. 

Lack of familiarity with the issues revolving around the provision of water supply and sanitation services may result in advice leading to decisions overlooking implications on sustainability. In cases where advice is sought from non-water professionals, compatibility with water sector requirements should be independently assessed. Competence on relevant water issues should be a firm criterion in the selection of consultants, together with independence from the parties involved and integrity. In order to enhance integrity, selection procedures should exclude consultants that in the past have fallen short of the highest standards of moral and professional conduct. Also, in-house resources in terms of expertise should be developed and used when economically or strategically sensible, provided transparency is not compromised.  

In Berlin, no consultancy involved in the case had specific experience of the water sector which had severe implications on the sustainability of decisions. In Grenoble, conflicts of interest might have adversely affected the external advice on the regulation of wastewater operations. The case on Madrid shows the advantage of strengthening the operator’s human resources and capacity so to avoid excessive and unnecessary reliance on external advice: central governmental structures could provide competent, relatively independent and less costly expertise.    
	Berlin, Munich, Grenoble, Tallinn,

Tampere,

Hameenlinna, Madrid, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Timisoara, Rome, Milan, Arezzo, Warsaw, Rotterdam, the Netherlands

	27
	Strengthen information rights
	Citizens should have strong information rights because of the information advantages of some actors especially water operators and mayors. 

Even where there is significant public participation, lack of full information may lead to poor evaluation. Various forms of information rights exist in a number of countries.  The Scandinavian countries have relatively strong citizen rights to information; the UK has a new information law which entitles citizens to demand disclosure of public documents; Slovakia has a freedom of information act. However, there is a risk that commercial confidentiality might limit access to information – a risk which should be taken into serious consideration. Resources should be made available to civil society groups to ensure that they can access more information and make more effective contributions. These rights may be disputed where an operator is constituted under company law and so the company may try to claim exemption for the duty to disclose. 

In Tallinn, a decision reached after a transparent process rapidly became problematic because incomplete information was available during the decision-making process.  In Grenoble, decision-making by the city council was weakened as the mayor had retained crucial information. The case study on Vilnius suggests that free access to information by law is not sufficient and that public authorities and operators should actively disseminate accessible information to the public. In Cordoba, such a proactive attitude has resulted in a number of initiatives aimed at favouring access to information. 
	Tallinn, Arezzo, Gdansk, Berlin, Grenoble, Vilnius, Madrid, Cordoba, Bucharest, Rome, 


· Background - Factors

	No
	TITLE
	GPR
	Cities

	8
	Take EC laws and rules into consideration
	Review all EC rules, laws and court decisions that may be relevant to the decision.

Many EC rules and laws are relevant to decisions on water operations. They include the specific legislation on water, such as the Water Framework Directive, which includes provisions on public consultations on issues concerning water resources. Other relevant laws include association agreements, the internal market rules, state aid rules, and the conditions for exempting public services; procurement directives; rules limiting the eligibility of PPPs for EC regional funds; the concept of universal services in relation to services of general interest, and to the notion of citizens’ fundamental rights. Proposals on integrated product policy are also relevant for the question of integrating water and sewerage.

In Italy, sectoral legislation has been repeatedly changed to adapt to EU competition law with important implications for decision making in Rome, Bologna and Milan. In the case of Cardiff, a court ruling led to the annulment of an outsourcing contract as this was in breach of EC procurement rules. EU regulations on technical standards and directives provide a major driver for infrastructure investment as demonstrated by the cases of Cordoba, Timisoara and Bucharest.    
	International Context, Italy, Rome, Bologna, Milan, Finland, Kaunas, Estonia, Tallinn, Hungary, Cardiff, UK, Spain, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Romania, Timisoara, Bucharest

	13
	Identify the problem 
	Identify the problems which are being addressed. 

There are often contested views on this, so this should be a public exercise. Some problems may not be connected with the water sector eg the financial problems of a municipality. One danger is that problems and symptoms may be confused e.g. where financial deficits have appeared as a result of policies designed to minimise taxation or charges. Problem identification needs to be done in context. Failure to do so may create new problems, e.g. sewage development that is aimed at separating combined systems and introduction of new sewage lines may create a potential risk of damage caused by un-channelled storm water.

In Hameenlinna, collaboration among local authorities aimed at identifying common problems in terms of access to water resources laid the grounds for the establishment of a unique regional water undertaking. Stakeholder participation in Cordoba facilitated problem identification and a satisfactory solution in the yeast factory episode. In Bologna, the decision to part-privatise the water operator was dictated more by the fiscal considerations of the municipality than by considerations on operational efficiency and effectiveness.  
	Grenoble, Edinburgh, Arezzo, Bologna,

Milan, Tallinn,

Tampere,

Hameenlinna, Madrid, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Cordoba, Bucharest, Hungary, Berlin

	10
	Identify all relevant factors
	A comprehensive assessment of the factors affecting the outcome of the decision, irrespective of their local, national or international origin, should be carried out.

The assessment should encompass various types of factors, for example on a PESTE (i.e. political/institutional, economic, social, technical and environmental) multidimensional level. The factors assessed should identify past, present and future constraints and risks and opportunities. In assessing the relevant factors, caution should be exerted in taking future events for granted or in prejudging developments on which decision makers have little control.

In the case of Palma de Mallorca, the identification of various types of consumption has been instrumental to involving manufacturing industries in the co-financing of infrastructure investment. In Milan, severe delays to the implementation of reform were caused by expectations on the introduction of national legislation, whose enactment was postponed and whose content differed from original plans. In Arezzo, a technical commission evaluated bids taking into consideration future actions by third parties on which it had no control. This might have affected the rationality of the final decision. 
	Milan, Arezzo, Grenoble, Kaunas, Tallinn,

Tampere,

Hameenlinna, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Madrid, Edinburgh, Munich, Leeds, Rome, Bologna, Debrecen,   City in Time

	15
	Identify which public interests are being addressed
	Identify the different public interests which are relevant to the issue.

These may include objectives in the domain of water – for example, how to finance a wastewater treatment plant, the improvement of water sources, reducing the cost of water. They may also include other public policy objectives – public health, regional cohesion, economic development, and the reduction of public authority debts or deficits. They may include international public policy objectives – e.g. meeting EC environmental standards, or UN millennium development goals.  These can be influenced by political activity. The Watertime Decision Aid can be used to rank different options under each objective.

In Tampere, the decision to reject a PPP proposed in 1865 was informed by consideration of the economic risks to be assumed by the city under the deal. In the case of Leeds, a proposal for the mutualisation of the private water company was rejected in light of the risks that ownership transfer would imply for consumers. 
	Tampere, 

Hameenlinna,

Tallinn, Madrid, Cordoba, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Bucharest, Edinburgh, Arezzo, Bologna, Milan, Grenoble, Leeds, Lodz, Rotterdam, City in Time,

	18
	Consider alternative solutions to fiscal problems
	A range of possible solutions should be considered for perceived fiscal problems of municipalities or water operators, without limiting these to the sale of a water company or the award of a concession for a one-off gain.

Deficits (or excessive surpluses) in public water operations may be dealt with by adjusting depreciation and accounting policies, charging policies or through corporatisation.  Municipal deficits may be dealt with by staged programmes for reduction of deficit through higher taxation. Water operations may be a source of income for municipalities through dividend payments or rental charges for use of assets. Fiscal problems related to the water sector for maintaining technical sustainability may have been generated in the past due to inadequate amortization or depreciation policy. The revision of such policy may help to solve part if not the whole fiscal problem. Historically, the availability of new financial instruments (e.g. municipal bonds) has allowed local authorities to expand their role in the provision of water services.

In the case of Edinburgh, corporatisation has allowed the water company to tap important investments without demands on public finances. See also Stockholm and Milan for similar cases. 
	Rotterdam, Hameenlinna, Berlin, 

Stockholm, Debrecen, Vilnius, Lodz, Munich, Grenoble, Milan, Bologna, Arezzo, Rome, Edinburgh, Madrid, City in Time 

	14
	Distinguish common and distinct problems of private and public operations
	Observed problems of operations should not necessarily be attributed to public or private ownership of the operator.

Some observed problems may occur irrespective of the form of operation, for example consumer reluctance to pay, political wish to avoid price rises, observed inefficiencies, financial demands on municipal budgets. It should not be assumed that such problems are caused by, or will be solved by, changing the ownership of the operator. Conversely, other structural differences between private and public operations – e.g. in terms of costs and control of the principal over the agent – might affect efficiency and effectiveness under different scenarios and should be thoroughly evaluated prior to taking a final decision. 

In Berlin, for example, the fiscal problems of the city had nothing to do with the water operations and were not solved by changing their ownership. In Madrid, the operational effectiveness and efficiency and customer orientation of the public company have been enhanced through an internal reorganisation process without any change in ownership. In the case of Edinburgh, the 1992 popular consultation expressed strong support for achieving the intended objective of securing the required investment retaining public control on operations.  
	Berlin, Tallinn, UK, Hungary, France, Madrid, Cordoba, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Arezzo, Milan, Edinburgh, Debrecen, Lodz, City in Time, International context

	19
	Review policies  for charging users 
	The policies for charging users should be fully reviewed as part of assessing financial options.

The WFD requires movement towards full cost recovery, but does not require it, though it does require the elimination of cross-subsidy between commercial, agricultural and domestic consumers. The basis for charging can vary between flat-rate fees and charges for metered consumption (volumetric charges). Higher flat-rate elements have the advantage of stability for consumers and less variation with demand; volumetric charges make high consumers of water pay more; both may result in poorer customers paying a higher proportion of their income for water. Many places use ‘stepped’ tariffs; in the UK most consumers are still charged on the basis of a property-related tax.

In Bucharest and Palma de Mallorca there have been difficulties with the implementation of the WFD due to the high level of required investments and the impact that full cost recovery would have produced. In Arezzo, the tariff formula was renegotiated following public protest but this did not alter the total amount of billing.
	UK, Bucharest, Palma de Mallorca, Tallinn, Berlin, Madrid, Arezzo, Italy, International context

	3
	Clarify responsibility for ancillary services 
	The existing practice in relation to responsibility for stormwater and other ancillary services – that is to say services other than the strict provision of water supply and sanitation - and their financing should be clearly identified.

Lack of attention to this can lead to unforeseen costs for local taxpayers or consumers. Contractors may request extra payment for services not specified in the contract. Courts may rule that consumers cannot be charged by water companies for items which are not site-specific. The burden of costs of ancillary services may affect evaluation of different options. For example, changing responsibility for public baths – as in Hungary - may lead to a significant change in financial performance of a water operator. Existing arrangements for wastewater and septic tanks should also be identified to ensure that the impact of any changes can be assessed. 

In Berlin, the part-privatised operator rejected responsibility for managing groundwater levels so that pumping excess water had to be carried out and paid for by the city. In Tallinn, the semi-private operator sought extra payment from council for stormwater services, despite past practice, as this was not specified in the contract. 
	Tallinn, Warsaw, Berlin, Debrecen, Szeged, Hungary, Bucharest

	4
	Clarify responsibility for water resources
	The sources and reservoirs of water supply operators should be clearly identified so that the impact of any proposed changes can be assessed. 

Existing rules and practice about access to water resources may be significantly affected by changing the status of the water operator, or by assumptions in the business plans which do not reflect correct practices.  Individual utilities should not be allowed to exclude other public utilities from shared use of water resources. Water resources should be protected as a public good and controlled by utilities rather than become subject to individual abstraction rights. 

In Hungary, restructuring of individual utilities led to conflicts of interest over shared access to water resources. In the case of Vilnius, legislation limits private companies’ access to water resources. In 1990, farmers transferred water used for irrigation purposes to the city of Cordoba during a severe drought while a new reservoir was being built. 
	Hungary, Vilnius, Madrid, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Bucharest, Cordoba


2.3   Diagnosing the problem and identifying options
These recommendations are about clarifying what are the problems that need to be solved; and identifying the different options that can be chosen to solve these problems.
· Clarifying problems
	No
	TITLE
	GPR
	Cities

	1
	Understand the existing structure and its development
	The historical development of the water supply and sanitation system should be reviewed. 

This will help identify reasons for features of the system, and the constraints these place on future options.  It will also ensure that all aspects of the current arrangements are taken into account in evaluating options. Awareness of the historical development of the system is an important element of decisions aiming at sustainability, as past decisions and choices place specific constraints on local decisions, which will in turn affect the relative attractiveness of different options. 

In the case of Madrid, the characteristics of today’s water system and establishment of the operator were determined by the 1561 decision to make the city the capital of Spain. The Hungarian case studies show a range of constraints from the past - past failure to develop the sewerage system may require greater priority to improvement and extension of sewerage; changing a system eg from public to private, or vice versa, involves transaction costs; redefining the territorial boundaries of water operations also implies transaction costs. In many cases – for example, in Rome or Bologna – it appears that crucial decisions with long term effects are adopted without prior efforts to elicit the contemporary and prospective significance of historical events. 
	City in Time, Hungary, Rome, Bologna, Madrid, Bucharest, Palma de Mallorca, Cordoba

	2
	Analyse impact of present developments on the future
	Analyse the aspects of the present system which affect future options. 

Specific decisions may place constraints on the future. The site of a wastewater treatment plant may constrain future residential developments, or become problematic if industry declines. Specific urban development programs affecting the absorbing capacity of the soil may generate unforeseen effects and costs for wastewater services in the case of combined systems (sewage and storm water). Particular forms of financing such as cross-border leasing, or PPPs, may be affected by future changes of rules for investors, and may constrain eligibility for future public financing.

In Kaunas, the site chosen for the wastewater treatment plant constrained future residential development. In Munich, the proposed cross-border leasing would have resulted in considerable costs at the expenses of consumers and the environment. Semi-privatisation of the water operator in Rome led to a failed diversification into the telecommunications sector at a high cost. 
	City in Time, Munich, Rotterdam, Hungary, Germany,

UK, 

Warsaw, Kaunas, Tampere, Edinburgh, Rome, Madrid, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Leeds, Cardiff, Grenoble, Arezzo  

	5
	Clarify fiscal problems
	Budgetary constraints of municipalities, or of public water operators, should be clearly identified and analysed for their origins and relations to water services. 

The historic relationship between charges for water and sewerage services and charges and taxes for other services may be complex. Public participation can be of assistance in identifying the origins of these problems, their precise location in relation to different tiers of public authorities, and also the relative public legitimacy of different possible solutions. This is important as decisions on water operations and their structure are often aimed at solving fiscal rather than water problems.

In Stockholm, court rulings required repayments to consumers of overcharging. After 1997, the UK national government have used special taxes – the “windfall tax” - to recover money for taxpayers from profits seen as resulting from excessive charges. In Berlin, neither the fiscal problems of the city nor the losses of Berlinwasser Holding BWH were caused by water operations, as the profits of the public water operator were used to cross-subsidise ailing subsidiary companies in other sectors. 
	City in Time, International context, Berlin, Stockholm, Edinburgh, Cardiff, Leeds, UK, Grenoble, Tallinn, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Arezzo, Bologna, Rome, Milan

	13
	Identify the problem 
	Identify the problems which are being addressed. 

There are often contested views on this, so this should be a public exercise. Some problems may not be connected with the water sector eg the financial problems of a municipality. One danger is that problems and symptoms may be confused e.g. where financial deficits have appeared as a result of policies designed to minimise taxation or charges. Problem identification needs to be done in context. Failure to do so may create new problems, e.g. sewage development that is aimed at separating combined systems and introduction of new sewage lines may create a potential risk of damage caused by un-channelled storm water.

In Hameenlinna, collaboration among local authorities aimed at identifying common problems in terms of access to water resources laid the grounds for the establishment of a unique regional water undertaking. Stakeholder participation in Cordoba facilitated problem identification and a satisfactory solution in the yeast factory episode. In Bologna, the decision to part-privatise the water operator was dictated more by the fiscal considerations of the municipality than by considerations on operational efficiency and effectiveness.  
	Grenoble, Edinburgh, Arezzo, Bologna,

Milan, Tallinn,

Tampere,

Hameenlinna, Madrid, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Cordoba, Bucharest, Hungary, Berlin

	15
	Identify which public interests are being addressed
	Identify the different public interests which are relevant to the issue.

These may include objectives in the domain of water – for example, how to finance a wastewater treatment plant, the improvement of water sources, reducing the cost of water. They may also include other public policy objectives – public health, regional cohesion, economic development, and the reduction of public authority debts or deficits. They may include international public policy objectives – e.g. meeting EC environmental standards, or UN millennium development goals.  These can be influenced by political activity. The Watertime Decision Aid can be used to rank different options under each objective.

In Tampere, the decision to reject a PPP proposed in 1865 was informed by consideration of the economic risks to be assumed by the city under the deal. In the case of Leeds, a proposal for the mutualisation of the private water company was rejected in light of the risks that ownership transfer would imply for consumers. 
	Tampere, 

Hameenlinna,

Tallinn, Madrid, Cordoba, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Bucharest, Edinburgh, Arezzo, Bologna, Milan, Grenoble, Leeds, Lodz, Rotterdam, City in Time,

	16
	Identify the objectives of reform
	The objectives of the reform should be identified so that the criteria for evaluating options are publicly understood. 

Identification includes clearly defining the reasons for the reform, whether it is coerced by outside factors (e.g. EU/national legislation) or is required by local factors and/or actors (local needs). The objectives may include solving problems inherent with water operations (e.g. enhancing effectiveness and efficiency of operations, enhancing water sustainability) and also solving problems external to the water sector (e.g. maximising fiscal revenues to governments, reorganization by delegating public duties from the state to municipalities). Other public interest objectives may also be relevant (e.g. economic development and regional cohesion). Decision makers need to assess all their objectives separately. The different objectives may be conflicting among themselves e.g. the economic interest in higher income generation vs. social aspects, or socially oriented price policy vs. technical sustainability. The objectives of public authorities are defined and constrained by their jurisdiction. Identification of the reform objectives allows for assessing the relative importance of the various objectives and identifying priorities. 

In Madrid, the establishment of contractual relationships with consumers has allowed the achievement of objectives in terms of service improvement without carrying out major organisational reforms. In Arezzo, failure to clearly identify public objectives resulted in the predominance of private over public interests.  
	Grenoble, Arezzo, Bologna, Rome, Vilnius, Hameenlinna, Madrid, Lodz, Rotterdam, Milan, Timisoara, Bucharest, Cardiff, International context

	9
	Identify the actors and their interests and objectives
	Identify the actors involved in and/or affected by the decision and their interests and assess their possible future behaviour after any given option. 

Identifying the actors involved and their interests, including decision makers, might contribute to clarifying the respective objectives and to what extent those correspond to water sustainability or public interest objectives. For example, in the case of an unsolicited business proposal, identifying the interests of the proponent might help assess the merit of the proposal itself. The actors potentially affected by the decision may affect the future sustainability of the intended decision by protecting their interests in various ways.  For example, consumer groups opposed to an option may take legal action against the validity of the adopted decisions; a contractor may seek higher charges than expected to protect its financial interests.  Where operation is assigned to a private company then the operation may be used to advance the interests of the company, and these interests may diverge from those of the local community and water sustainability in general. Public water operators are also exposed to the risk of municipalities using the water finances to subsidise other public finances.

In Cordoba, contributions from the identified stakeholders led to an environmentally and socially satisfactory solution to the pollution produced by a yeast factory. In Grenoble, court cases brought by civil society groups and political parties led to the annulment of city council decisions on the reform of water operations. In Tallinn, after being awarded the contract, the company introduced charges for drainage, increased payment of dividends and requested higher charges than promised.
	Leeds, Lodz, Gdansk, Berlin, Vilnius, Cordoba, Bucharest, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Italy, Arezzo, Milan, Rome, Bologna, Grenoble, Stockholm, Edinburgh, Tallinn, Tampere, City in Time , International context 

	7
	Make sure relevance of international context is understood
	Information about the constraints imposed by the national and international context must be gathered and disseminated to local actors.

Local actors are often at a disadvantage in their knowledge of international factors and actors, and should be given as much information as possible about them. These include EC laws, and also the activities and rules and practices of other international agents, including development banks and multinational companies. International actors should be exposed to public participation and debate wherever possible. For example, EU representatives may be invited to participate in local debates.

The example of Kaunas shows that obtaining financial support from the EU requires the acceptance of EU rules and practices. The case of Madrid shows that co-financing from the EU offers considerable opportunities for developing infrastructure. In Timisoara, decision making on the reform of water operations was affected by the conditionality attached to the EBRD loan.
	International Context, Kaunas,

Vilnius, Tallinn, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Timisoara, Bucharest, City in Time, Bologna, Rome

	14
	Distinguish common and distinct problems of private and public operations
	Observed problems of operations should not necessarily be attributed to public or private ownership of the operator.

Some observed problems may occur irrespective of the form of operation, for example consumer reluctance to pay, political wish to avoid price rises, observed inefficiencies, financial demands on municipal budgets. It should not be assumed that such problems are caused by, or will be solved by, changing the ownership of the operator. Conversely, other structural differences between private and public operations – e.g. in terms of costs and control of the principal over the agent – might affect efficiency and effectiveness under different scenarios and should be thoroughly evaluated prior to taking a final decision. 

In Berlin, for example, the fiscal problems of the city had nothing to do with the water operations and were not solved by changing their ownership. In Madrid, the operational effectiveness and efficiency and customer orientation of the public company have been enhanced through an internal reorganisation process without any change in ownership. In the case of Edinburgh, the 1992 popular consultation expressed strong support for achieving the intended objective of securing the required investment retaining public control on operations.  
	Berlin, Tallinn, UK, Hungary, France, Madrid, Cordoba, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Arezzo, Milan, Edinburgh, Debrecen, Lodz, City in Time, International context

	8
	Take EC laws and rules into consideration
	Review all EC rules, laws and court decisions that may be relevant to the decision.

Many EC rules and laws are relevant to decisions on water operations. They include the specific legislation on water, such as the Water Framework Directive, which includes provisions on public consultations on issues concerning water resources. Other relevant laws include association agreements, the internal market rules, state aid rules, and the conditions for exempting public services; procurement directives; rules limiting the eligibility of PPPs for EC regional funds; the concept of universal services in relation to services of general interest, and to the notion of citizens’ fundamental rights. Proposals on integrated product policy are also relevant for the question of integrating water and sewerage.

In Italy, sectoral legislation has been repeatedly changed to adapt to EU competition law with important implications for decision making in Rome, Bologna and Milan. In the case of Cardiff, a court ruling led to the annulment of an outsourcing contract as this was in breach of EC procurement rules. EU regulations on technical standards and directives provide a major driver for infrastructure investment as demonstrated by the cases of Cordoba, Timisoara and Bucharest.    
	International Context, Italy, Rome, Bologna, Milan, Finland, Kaunas, Estonia, Tallinn, Hungary, Cardiff, UK, Spain, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Romania, Timisoara, Bucharest

	10
	Identify all relevant factors
	A comprehensive assessment of the factors affecting the outcome of the decision, irrespective of their local, national or international origin, should be carried out.

The assessment should encompass various types of factors, for example on a PESTE (i.e. political/institutional, economic, social, technical and environmental) multidimensional level. The factors assessed should identify past, present and future constraints and risks and opportunities. In assessing the relevant factors, caution should be exerted in taking future events for granted or in prejudging developments on which decision makers have little control.

In the case of Palma de Mallorca, the identification of various types of consumption has been instrumental to involving manufacturing industries in the co-financing of infrastructure investment. In Milan, severe delays to the implementation of reform were caused by expectations on the introduction of national legislation, whose enactment was postponed and whose content differed from original plans. In Arezzo, a technical commission evaluated bids taking into consideration future actions by third parties on which it had no control. This might have affected the rationality of the final decision. 
	Milan, Arezzo, Grenoble, Kaunas, Tallinn,

Tampere,

Hameenlinna, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Madrid, Edinburgh, Munich, Leeds, Rome, Bologna, Debrecen,   City in Time


· Identifying options
	No
	TITLE
	GPR
	Cities

	6
	Reviewing external experience
	When considering various options, the local knowledge base should be expanded by reviewing relevant experience of these options elsewhere. 

There may be relevant experience in the same country or in other countries. The aim of any such review should be to further understanding of the available or possible options and their implications. The review should be based on authoritative material and should take into account various views on the same cases, in order to allow reviewers to come to a balanced and rigorous assessment.

The 1992-93 consultation on the reform of the Scottish water industry referred to models used in other countries but the thrust of the argument was in favour of the English privatisation model. In Rotterdam, observation of the East of Scotland experience allowed for expanding the local knowledge base and identifying a new option for the financing of the proposed wastewater treatment plant, in the same way as Hamburg (and London, Berlin and Milan) had served as a model for the construction and flushing of sewerage canals in the 1850s. In the case of Lodz, the comparison between the English and French models provided an enlarged knowledge base facilitating the decision on whether to separate operations from infrastructure.    
	Tallinn, Edinburgh, Rotterdam, City in Time, Lodz, Debrecen, Munich, Bucharest, Mancomunidad del Sureste de Gran Canaria, Italy, International context

	17
	Identify the available options for the decision 
	A range of possible options representing credible solutions to the identified problems should be reviewed through a transparent and participatory process. 

Participation is an important dimension of this process as various actors may have knowledge of possibilities of which a public authority may not be aware. The process can throw new light on the potential role of external factors such as EC rules and legislation, or potential sources of investment finance. The options should be identified and reviewed in light of their potential impact on sustainability from a political, economic, social, technical and environmental point of view.  Failure to do so may have undesired results (e.g. an option that is sound from social or economic point of view might undermine technical sustainability).

In Debrecen, an alternative business plan elaborated by the management of the public water undertaking was supported by the trade unions and proved preferable to bids put forward by a multinational company. In Cordoba, stakeholder participation coupled with a thorough review of all the possible options has allowed for the solution of the yeast factory problem. In Arezzo, the options evaluated on the reform of the water service have been limited by the interests of the proponents of the two alternatives discussed and by the lack of public participation.  
	Grenoble, Vilnius, Bologna, Rome, Edinburgh, Stockholm, Tallinn, Debrecen, Cordoba, Mancomunidad del Sureste de Gran Canaria, Bucharest, Rotterdam, City in Time, Lodz, Arezzo, Milan, City in Time 

	18
	Consider alternative solutions to fiscal problems
	A range of possible solutions should be considered for perceived fiscal problems of municipalities or water operators, without limiting these to the sale of a water company or the award of a concession for a one-off gain.

Deficits (or excessive surpluses) in public water operations may be dealt with by adjusting depreciation and accounting policies, charging policies or through corporatisation.  Municipal deficits may be dealt with by staged programmes for reduction of deficit through higher taxation. Water operations may be a source of income for municipalities through dividend payments or rental charges for use of assets. Fiscal problems related to the water sector for maintaining technical sustainability may have been generated in the past due to inadequate amortization or depreciation policy. The revision of such policy may help to solve part if not the whole fiscal problem. Historically, the availability of new financial instruments (e.g. municipal bonds) has allowed local authorities to expand their role in the provision of water services.

In the case of Edinburgh, corporatisation has allowed the water company to tap important investments without demands on public finances. See also Stockholm and Milan for similar cases. 
	Rotterdam, Hameenlinna, Berlin, 

Stockholm, Debrecen, Vilnius, Lodz, Munich, Grenoble, Milan, Bologna, Arezzo, Rome, Edinburgh, Madrid, City in Time 

	35
	Consider using fines to finance water and wastewater infrastructure/projects 
	Fines imposed for failure to treat wastewater can be refunded to operators to help finance wastewater treatment plants.

Operators may be fined for infringements of legislation on wastewater treatment. In a number of cases public authorities, both governments and local authorities, have taken the innovative step of using these fines to finance investment in wastewater treatment. However, fines for poor performance and environmental damage should also represent credible deterrents against misbehaviour. 

In Lithuania, pollution taxes and fees are used to limit the damage caused by pollution and the amounts disbursed are devolved to the Environmental Protection Funds set up by the municipalities to speed up measures aimed at containing pollution. 
	Warsaw, Kaunas, Budapest

	19
	Review policies  for charging users 
	The policies for charging users should be fully reviewed as part of assessing financial options.

The WFD requires movement towards full cost recovery, but does not require it, though it does require the elimination of cross-subsidy between commercial, agricultural and domestic consumers. The basis for charging can vary between flat-rate fees and charges for metered consumption (volumetric charges). Higher flat-rate elements have the advantage of stability for consumers and less variation with demand; volumetric charges make high consumers of water pay more; both may result in poorer customers paying a higher proportion of their income for water. Many places use ‘stepped’ tariffs; in the UK most consumers are still charged on the basis of a property-related tax.

In Bucharest and Palma de Mallorca there have been difficulties with the implementation of the WFD due to the high level of required investments and the impact that full cost recovery would have produced. In Arezzo, the tariff formula was renegotiated following public protest but this did not alter the total amount of billing.
	UK, Bucharest, Palma de Mallorca, Tallinn, Berlin, Madrid, Arezzo, Italy, International context

	21
	Undertake a comparative review of developed options
	Options should be developed enough to allow for a comparative assessment of their merits.  

The options should include the status quo as one of the comparators, so that other reforms should be adopted only if they represent a net gain in respect of the existing arrangements. However, the projection of costs under public operations should be based on a business plan elaborated by public management, rather than simple projections of past experience, taking account of different possible organisational structures under public ownership and management.

In Stockholm, a study of the operations of the local water company supported the decision to reject privatisation as a less efficient solution than the status quo. In Debrecen and Lodz, bids put forward by multinational companies were rejected after being assessed against business plans developed by local public management. 
	Stockholm, Debrecen, Lodz, Arezzo, Grenoble, Edinburgh, Rotterdam, The Netherlands, City in Time, Berlin, Tallinn, Kaunas, Tampere,

Hameenlinna, Cordoba

	3
	Clarify responsibility for ancillary services 
	The existing practice in relation to responsibility for stormwater and other ancillary services – that is to say services other than the strict provision of water supply and sanitation - and their financing should be clearly identified.

Lack of attention to this can lead to unforeseen costs for local taxpayers or consumers. Contractors may request extra payment for services not specified in the contract. Courts may rule that consumers cannot be charged by water companies for items which are not site-specific. The burden of costs of ancillary services may affect evaluation of different options. For example, changing responsibility for public baths – as in Hungary - may lead to a significant change in financial performance of a water operator. Existing arrangements for wastewater and septic tanks should also be identified to ensure that the impact of any changes can be assessed. 

In Berlin, the part-privatised operator rejected responsibility for managing groundwater levels so that pumping excess water had to be carried out and paid for by the city. In Tallinn, the semi-private operator sought extra payment from council for stormwater services, despite past practice, as this was not specified in the contract. 
	Tallinn, Warsaw, Berlin, Debrecen, Szeged, Hungary, Bucharest

	36
	Optimise the use of public finance for infrastructure investment 
	Recognise the possibility of the state raising finance for investment on good terms.

Traditional public finance for investment should always be considered as a way of meeting future needs. Governments and, usually, municipalities, are able to borrow money or issue bonds more cheaply than the private sector. Public operators may also be able to raise finance directly at favourable rates through loans or bonds, as it was the case in Madrid. Provision of state guarantees to private loans usually gives the private borrower similar access to favourable rates, but this is at a cost to the public sector. In some cases legislation may be necessary to create a full range of financing possibilities, eg including project finance. The IMF recommends that finance through PPPs should always be evaluated by comparison with the cost of raising finance through public mechanisms coupled with public operation.

In Madrid, public subsidies have been used to ensure the social sustainability of tariffs while gradually moving towards full recovery of capital expenditure. As in the case of Kaunas, access to international finance might require the backing of state guarantees so that local operators might want to submit a timely request for support to the competent ministry. In Debrecen, the public water undertaking could access a loan from a commercial bank in light of its sound business plan.
	Gdansk, Debrecen, Lodz, Rotterdam, Kaunas, Madrid, Edinburgh, Grenoble, Rome, Bologna, Cordoba, Timisoara, Bucharest, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, City in Time, International context

	20
	Assess risks of all options
	Assessment of future risks should be made for all options.

Uncertainty about the future should be taken into account by assessing future risks and opportunities that may result from the behaviour of actors or changes in factors. The transaction costs associated with institutional and organisational changes resulting of a decision or its subsequent modifications should be taken into particular consideration.  Assessment of risks – e.g. performance risk, the political risk associated with the principal-agent relationship between operators and local authorities, public health and environmental risks - should involve assessing all costs (transaction and other costs) that may be incurred when the decision needs to be changed (e.g. contracts could be terminated, etc.).  Risk assessment can also be used to ensure that the option adopted is flexible enough to allow for adaptation to a plurality of future scenarios.

In Tampere, the historical decision not to accept a proposed deal was based on the city’s evaluation of the disproportionate risks this would have placed on public finances.  In the case study on Edinburgh, the decision to organise water operations on a regional basis proved unsustainable due to failure to assess the impact of reform on charges paid by consumers in the North of Scotland.      In Arezzo, the decision on the organisational structure of the operator was motivated by expectations of greater financial transparency but overlooked the risks deriving from a weaker control of the principal on the agent. 


	Tampere,

Hameenlinna, Madrid, Bucharest, Arezzo, Rome, Bologna, Edinburgh, City in Time




2.4   Evaluation of options and risks 
These recommendations are about evaluating the different options that have been identified, and assessing the future risks and opportunities that may arise from different options.
· Evaluating options
	No
	TITLE
	GPR
	Cities

	22
	Identify the criteria for evaluation
	The criteria used to evaluate the considered options and potential solutions should be identified in advance, based on the objectives the decision is intended to achieve. 

Under EU law, tendering procedures require the prior identification of selection criteria, but the same principle can be applied to choosing between options, some or all of which may not involve subsequent tendering. Once defined, the application of criteria should be consistent throughout the decision making process and be changed only in presence of evidence on the inadequacy of the adopted criteria. The final evaluation of the reviewed alternatives should be published together with a full, accessible and verifiable justification of the ranking. In case the final decision departed from the evaluation of the reviewed options, decision makers should publish a thorough, accessible and verifiable justification of their decision. 

In the Arezzo case study, the introduction of unnecessary changes in the course of the evaluation process might have affected the rationality of decision making. In Bucharest, the criteria aimed at the evaluation of the operator’s performance are clearly defined in relation to customer services but not so in relation to other aspects of service provision. Flexibility was a criterion for decisions made historically in Rotterdam and more recently in Lodz.
	Arezzo, Tallinn, Bucharest, Edinburgh, Rotterdam, Lodz



	10
	Identify all relevant factors
	A comprehensive assessment of the factors affecting the outcome of the decision, irrespective of their local, national or international origin, should be carried out.

The assessment should encompass various types of factors, for example on a PESTE (i.e. political/institutional, economic, social, technical and environmental) multidimensional level. The factors assessed should identify past, present and future constraints and risks and opportunities. In assessing the relevant factors, caution should be exerted in taking future events for granted or in prejudging developments on which decision makers have little control.

In the case of Palma de Mallorca, the identification of various types of consumption has been instrumental to involving manufacturing industries in the co-financing of infrastructure investment. In Milan, severe delays to the implementation of reform were caused by expectations on the introduction of national legislation, whose enactment was postponed and whose content differed from original plans. In Arezzo, a technical commission evaluated bids taking into consideration future actions by third parties on which it had no control. This might have affected the rationality of the final decision. 
	Milan, Arezzo, Grenoble, Kaunas, Tallinn,

Tampere,

Hameenlinna, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Madrid, Edinburgh, Munich, Leeds, Rome, Bologna, Debrecen,   City in Time

	19
	Review policies  for charging users 
	The policies for charging users should be fully reviewed as part of assessing financial options.

The WFD requires movement towards full cost recovery, but does not require it, though it does require the elimination of cross-subsidy between commercial, agricultural and domestic consumers. The basis for charging can vary between flat-rate fees and charges for metered consumption (volumetric charges). Higher flat-rate elements have the advantage of stability for consumers and less variation with demand; volumetric charges make high consumers of water pay more; both may result in poorer customers paying a higher proportion of their income for water. Many places use ‘stepped’ tariffs; in the UK most consumers are still charged on the basis of a property-related tax.

In Bucharest and Palma de Mallorca there have been difficulties with the implementation of the WFD due to the high level of required investments and the impact that full cost recovery would have produced. In Arezzo, the tariff formula was renegotiated following public protest but this did not alter the total amount of billing.
	UK, Bucharest, Palma de Mallorca, Tallinn, Berlin, Madrid, Arezzo, Italy, International context

	28
	Information and public participation
	Access to information should be used to strengthen public participation and responsive decision making throughout the whole process.

Political activity in a public process can be an effective way of obtaining information disclosure, even where formal legal rights do not exist. Disclosure of information in public debate may legitimise price rises for projects, for example on the need for and cost of sewerage treatment plants. The devolution of political authority may strengthen the level of debate and the legitimacy attached to an authority’s decision or preference.  Open debate initiated by municipalities can be an effective way of combining public process with information disclosure.  Where water resources are involved, a public Environmental Impact Assessment (EIA) can be used to spread information and participation. Court proceedings can also be used to obtain disclosure of documents which are kept secret by public authorities or operators. 

In Berlin and Munich, the media and/or informed stakeholders such as unions or employees representatives played a crucial role in obtaining and publishing information. In Cordoba and Grenoble, the presence of civil society representatives in the Board of Directors of the public water operators allows greater access to information by stakeholders. 
	Debrecen,

Budapest, Edinburgh, Cardiff, Hameenlinna, 

Stockholm, Tampere, Berlin, Munich, Germany, Vilnius, Cordoba, Grenoble,

	29
	Need for clear definitions and transparency
	Terms used in proposals should be clearly and precisely defined so that there is no ambiguity about what is meant.

Ambiguity and dispute over the meaning of terms can undermine the value of public participation and become a serious weakness later, especially if contracts are created. Terms needing clear definition include: company status eg plc, municipal department, 100% publicly owned company, special municipal/public company status. The need for clear definitions also applies to terms related to investment (eg payment for ownership, or physical investment, concessions, affermage, payments up front, canons etc), credit terms and collateral (eg secured on assets - including land and buildings, in cities too so valuable - or income stream), or municipal and governmental taxes.

In Bucharest, a large number of clauses in the concession contract help clarify the relationship between the parties but some of them require further clarification. In Milan, the technical language used in the debate on the reform of water services has been identified as an obstacle to popular awareness and public participation.  
	Tallinn,

Vilnius, Bucharest, Milan, Grenoble, Edinburgh

	21
	Undertake a comparative review of developed options
	Options should be developed enough to allow for a comparative assessment of their merits.  

The options should include the status quo as one of the comparators, so that other reforms should be adopted only if they represent a net gain in respect of the existing arrangements. However, the projection of costs under public operations should be based on a business plan elaborated by public management, rather than simple projections of past experience, taking account of different possible organisational structures under public ownership and management.

In Stockholm, a study of the operations of the local water company supported the decision to reject privatisation as a less efficient solution than the status quo. In Debrecen and Lodz, bids put forward by multinational companies were rejected after being assessed against business plans developed by local public management. 
	Stockholm, Debrecen, Lodz, Arezzo, Grenoble, Edinburgh, Rotterdam, The Netherlands, City in Time, Berlin, Tallinn, Kaunas, Tampere,

Hameenlinna, Cordoba

	3
	Clarify responsibility for ancillary services 
	The existing practice in relation to responsibility for stormwater and other ancillary services – that is to say services other than the strict provision of water supply and sanitation - and their financing should be clearly identified.

Lack of attention to this can lead to unforeseen costs for local taxpayers or consumers. Contractors may request extra payment for services not specified in the contract. Courts may rule that consumers cannot be charged by water companies for items which are not site-specific. The burden of costs of ancillary services may affect evaluation of different options. For example, changing responsibility for public baths – as in Hungary - may lead to a significant change in financial performance of a water operator. Existing arrangements for wastewater and septic tanks should also be identified to ensure that the impact of any changes can be assessed. 

In Berlin, the part-privatised operator rejected responsibility for managing groundwater levels so that pumping excess water had to be carried out and paid for by the city. In Tallinn, the semi-private operator sought extra payment from council for stormwater services, despite past practice, as this was not specified in the contract. 
	Tallinn, Warsaw, Berlin, Debrecen, Szeged, Hungary, Bucharest

	36
	Optimise the use of public finance for infrastructure investment 
	Recognise the possibility of the state raising finance for investment on good terms.

Traditional public finance for investment should always be considered as a way of meeting future needs. Governments and, usually, municipalities, are able to borrow money or issue bonds more cheaply than the private sector. Public operators may also be able to raise finance directly at favourable rates through loans or bonds, as it was the case in Madrid. Provision of state guarantees to private loans usually gives the private borrower similar access to favourable rates, but this is at a cost to the public sector. In some cases legislation may be necessary to create a full range of financing possibilities, eg including project finance. The IMF recommends that finance through PPPs should always be evaluated by comparison with the cost of raising finance through public mechanisms coupled with public operation.

In Madrid, public subsidies have been used to ensure the social sustainability of tariffs while gradually moving towards full recovery of capital expenditure. As in the case of Kaunas, access to international finance might require the backing of state guarantees so that local operators might want to submit a timely request for support to the competent ministry. In Debrecen, the public water undertaking could access a loan from a commercial bank in light of its sound business plan.
	Gdansk, Debrecen, Lodz, Rotterdam, Kaunas, Madrid, Edinburgh, Grenoble, Rome, Bologna, Cordoba, Timisoara, Bucharest, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, City in Time, International context

	24
	Improve decision-making through public participation 
	Public participation should be made a central part of the decision-making process because it improves the information available, the responsiveness and legitimacy of decisions adopted.

The decision-making process benefits from a wide debate on the problem, the options, and the evaluation of those options, by enhancing the range of solutions considered, the criteria to be used in evaluation, drawing on local knowledge, and providing legitimacy to the final decision. Public consultations aimed at evaluating the identified alternatives should be organised in a way that the widest possible range of alternatives are accessibly, equally fairly and exhaustively presented with their advantages and disadvantages.

In a number of cases the decisions benefited from inclusive and meaningful public participation (Edinburgh, Rome, Mancomunidad del Sureste de Gran Canaria); provided legitimacy and support for decisions (Grenoble, Cordoba, Debrecen, Cardiff, Leeds, Tampere, Kaunas, Palma de Mallorca). In other cases problems arose from a lack of meaningful participation (Berlin, Tallinn).
	Bologna, Edinburgh, Rome, Grenoble, Debrecen, Leeds, Cardiff, Berlin, Cordoba, Kaunas, Tampere,

Tallinn, Cordoba, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, 


· Assessing risks and opportunities
	No
	TITLE
	GPR
	Cities

	20
	Assess risks of all options
	Assessment of future risks should be made for all options.

Uncertainty about the future should be taken into account by assessing future risks and opportunities that may result from the behaviour of actors or changes in factors. The transaction costs associated with institutional and organisational changes resulting of a decision or its subsequent modifications should be taken into particular consideration.  Assessment of risks – e.g. performance risk, the political risk associated with the principal-agent relationship between operators and local authorities, public health and environmental risks - should involve assessing all costs (transaction and other costs) that may be incurred when the decision needs to be changed (e.g. contracts could be terminated, etc.).  Risk assessment can also be used to ensure that the option adopted is flexible enough to allow for adaptation to a plurality of future scenarios.

In Tampere, the historical decision not to accept a proposed deal was based on the city’s evaluation of the disproportionate risks this would have placed on public finances.  In the case study on Edinburgh, the decision to organise water operations on a regional basis proved unsustainable due to failure to assess the impact of reform on charges paid by consumers in the North of Scotland.      In Arezzo, the decision on the organisational structure of the operator was motivated by expectations of greater financial transparency but overlooked the risks deriving from a weaker control of the principal on the agent. 


	Tampere,

Hameenlinna, Madrid, Bucharest, Arezzo, Rome, Bologna, Edinburgh, City in Time



	37
	Assess risks of guarantees and other finance schemes.
	Financial guarantees protecting operators against losses create potential future liabilities for public authorities.

Some contracts with operators provide guarantees from the municipality against losses, or a guaranteed rate of profit. These guarantees can create unforeseen liabilities for example if demand falls below projections, or other eventualities reduce profit margins, and shift performance risk away from operators. Some municipalities have considered using financial schemes such as cross-border leasing or securitisation of assets, which also involve contingent liabilities. The IMF has issued warnings against these kinds of future liabilities arising from PPPs in all sectors.

In Berlin, the contract guarantees a fixed profit for the private operator which has to be compensated by the city in case the profit margin of the company is insufficient. In Arezzo, the operator requested renegotiation of the tariff formula claiming that there had been a decrease in projected demand. The case study on Munich shows that cross-border leasing involves contingent liabilities, for example when the rules which made the deal attractive to US financiers were changed.
	Munich, Berlin, Gdansk, Budapest, Tallinn, Arezzo, Grenoble

	39
	Contracts may be incomplete and unenforceable 
	Contracts with operators may be incomplete and not enforceable in their original terms. 

Contract clauses may be subject to unexpected interpretation or implementation after the contract has commenced. Guarantees by public authorities included in contracts are a potential source of future liabilities, and may be held to be in breach of competition law. The provisions for legal resolution of disputes may override the future freedom to act of a municipality, for example where they are subject to binding arbitration by an international tribunal as was the case in Szeged. 

Both in the cases of Grenoble and Arezzo, decision making of local authorities has been affected by the perceived threat of having to pay compensation in case the operator resorted to arbitration or tribunals. In Szeged, the municipality agreed to renegotiate the tariff formula after the operator filed a suit in front of an international arbitration tribunal claiming compensation for damages.
	Tallinn, Szeged, Grenoble, Arezzo, Bucharest

	40
	Risks of revision of contract terms
	Authorities should anticipate the probability that contracts will have to be renegotiated and take account of the possible risks of this process.

Contracts cannot fully anticipate future events, and so there are always risks that changes will have to be made. The objectives of the original contract might not be reached.  These risks should be assessed during evaluation of options as they should affect the relative attractiveness of different options.

In some cases contracts were revised within a few years of their start; in some cases prices were increased more than envisaged in the original contract, as a result of changed circumstances; in others service levels or investment programmes were revised downwards. 


	Budapest, Cardiff, Leeds, Tallinn, Grenoble, Arezzo, Gdansk

	41
	Risks of underinvestment in the water and/or wastewater system 
	Authorities should take account of possible underinvestment in treatment or supply facilities. 

This might occur in cases where services have been commercialised. However, similar effects might also result from insufficient cost recovery in light of national or municipal pricing policies, or when local authorities divert financial resources from water operations to other public services.

In Berlin, there appears to be a lack of investment in underground infrastructure and maintenance which may eventually lead to the contamination of groundwater.
	Berlin, Arezzo, Leeds, Grenoble, Bologna, Rome, Milan, Edinburgh

	38
	Risk of losing public capacity in water
	The public authority needs to ensure it has the capacity to negotiate with and monitor operators. 

The operator usually has better information than any regulator or public authority, and naturally employs significant expertise. The public authority or regulator should ensure it retains sufficient expertise and resources to independently assess the performance of the operator. There is also a risk of the operator ‘capturing’ the regulatory authority and so weakening the surveillance exercised in the public interest. In cases where the local authority loses the capacity to fulfil its monitoring and regulatory functions, or is in practice prevented from exerting such functions, the public interests those intend to protect might suffer as a result. 

In Tallinn, a representative of the water company sits in the Independent Monitoring Unit set up to regulate the operator’s performance, so that its independence might be questioned. In Arezzo, conflicts between the operator, the regulatory body and local authorities suggest that the risk of regulatory capture is not theoretical. In the case study on Edinburgh, the Scottish Executive found itself in difficulty in solving a dispute between the regulatory authority and the operator as it did not have the required capacity to judge on the merit of the matter. 
	Vilnius,

Tallinn, Edinburgh, Arezzo, Grenoble, Mancomunidad del Sureste de Gran Canaria

	42
	Risks of exit strategies 
	The possible future exit strategies of contractors should be evaluated when the option is considered.

Where a contract proves unprofitable, or an authority wishes to terminate a contract, a contractor will choose the exit strategy to minimise losses and maximise gains. This may involve unanticipated claims for compensation, or costly transference of liabilities to consumers or authorities. 

In Leeds, a proposed transfer of ownership of the water system to the consumers was rejected at public meetings, and by the regulator, partly because it seemed to be transferring large liabilities from the company to its customers. In Szeged, a proposal to replace a private contractor with a municipal operation was not implemented after the contractor started legal proceedings to claim compensation  
	Szeged, Cardiff, Leeds, Grenoble, Arezzo

	43
	Risks of low competition for contracts
	The risks of lack of competition, or weak competition, for contracts should be considered in evaluating a contractual option.

There are frequently problems in obtaining many competing bids for water contracts. In some cases water concession contracts were issued without competition to a single bidder, and so no competition was created to ensure best value. 

In Gdansk, the water company has often also acted as subcontractor on investment projects for city which were not subjected to a tendering process. Similar problems arise where a private company has the right to issue contracts, for example in Arezzo and in Szeged, where subsidiaries of the company have enjoyed notable successes.
	Szeged, Arezzo, Gdansk, Tallinn,

Vilnius, Grenoble, Lodz,  Timisoara , International context


2.5 Making the decision
These recommendations are about formulating the criteria which are used in selecting the preferred option, and the way in which the actual decision is taken.
The criteria may be related to various types of factor. These are noted in the final column, using the following codes:  Political (P); Economic (E); Social (S); Technical (T); Environmental (N).
· Formulating the criteria
	No
	TITLE
	GPR
	Cities
	PESTN

	22
	Identify the criteria for evaluation
	The criteria used to evaluate the considered options and potential solutions should be identified in advance, based on the objectives the decision is intended to achieve. 

Under EU law, tendering procedures require the prior identification of selection criteria, but the same principle can be applied to choosing between options, some or all of which may not involve subsequent tendering. Once defined, the application of criteria should be consistent throughout the decision making process and be changed only in presence of evidence on the inadequacy of the adopted criteria. The final evaluation of the reviewed alternatives should be published together with a full, accessible and verifiable justification of the ranking. In case the final decision departed from the evaluation of the reviewed options, decision makers should publish a thorough, accessible and verifiable justification of their decision. 

In the Arezzo case study, the introduction of unnecessary changes in the course of the evaluation process might have affected the rationality of decision making. In Bucharest, the criteria aimed at the evaluation of the operator’s performance are clearly defined in relation to customer services but not so in relation to other aspects of service provision. Flexibility was a criterion for decisions made historically in Rotterdam and more recently in Lodz.
	Arezzo, Tallinn, Bucharest, Edinburgh, Rotterdam, Lodz


	pestn

	16
	Identify the objectives of reform
	The objectives of the reform should be identified so that the criteria for evaluating options are publicly understood. 

Identification includes clearly defining the reasons for the reform, whether it is coerced by outside factors (e.g. EU/national legislation) or is required by local factors and/or actors (local needs). The objectives may include solving problems inherent with water operations (e.g. enhancing effectiveness and efficiency of operations, enhancing water sustainability) and also solving problems external to the water sector (e.g. maximising fiscal revenues to governments, reorganization by delegating public duties from the state to municipalities). Other public interest objectives may also be relevant (e.g. economic development and regional cohesion). Decision makers need to assess all their objectives separately. The different objectives may be conflicting among themselves e.g. the economic interest in higher income generation vs. social aspects, or socially oriented price policy vs. technical sustainability. The objectives of public authorities are defined and constrained by their jurisdiction. Identification of the reform objectives allows for assessing the relative importance of the various objectives and identifying priorities. 

In Madrid, the establishment of contractual relationships with consumers has allowed the achievement of objectives in terms of service improvement without carrying out major organisational reforms. In Arezzo, failure to clearly identify public objectives resulted in the predominance of private over public interests.  
	Grenoble, Arezzo, Bologna, Rome, Vilnius, Hameenlinna, Madrid, Lodz, Rotterdam, Milan, Timisoara, Bucharest, Cardiff, International context
	PES

	8
	Take EC laws and rules into consideration
	Review all EC rules, laws and court decisions that may be relevant to the decision.

Many EC rules and laws are relevant to decisions on water operations. They include the specific legislation on water, such as the Water Framework Directive, which includes provisions on public consultations on issues concerning water resources. Other relevant laws include association agreements, the internal market rules, state aid rules, and the conditions for exempting public services; procurement directives; rules limiting the eligibility of PPPs for EC regional funds; the concept of universal services in relation to services of general interest, and to the notion of citizens’ fundamental rights. Proposals on integrated product policy are also relevant for the question of integrating water and sewerage.

In Italy, sectoral legislation has been repeatedly changed to adapt to EU competition law with important implications for decision making in Rome, Bologna and Milan. In the case of Cardiff, a court ruling led to the annulment of an outsourcing contract as this was in breach of EC procurement rules. EU regulations on technical standards and directives provide a major driver for infrastructure investment as demonstrated by the cases of Cordoba, Timisoara and Bucharest.    
	International Context, Italy, Rome, Bologna, Milan, Finland, Kaunas, Estonia, Tallinn, Hungary, Cardiff, UK, Spain, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Romania, Timisoara, Bucharest
	PEtn

	10
	Identify all relevant factors
	A comprehensive assessment of the factors affecting the outcome of the decision, irrespective of their local, national or international origin, should be carried out.

The assessment should encompass various types of factors, for example on a PESTE (i.e. political/institutional, economic, social, technical and environmental) multidimensional level. The factors assessed should identify past, present and future constraints and risks and opportunities. In assessing the relevant factors, caution should be exerted in taking future events for granted or in prejudging developments on which decision makers have little control.

In the case of Palma de Mallorca, the identification of various types of consumption has been instrumental to involving manufacturing industries in the co-financing of infrastructure investment. In Milan, severe delays to the implementation of reform were caused by expectations on the introduction of national legislation, whose enactment was postponed and whose content differed from original plans. In Arezzo, a technical commission evaluated bids taking into consideration future actions by third parties on which it had no control. This might have affected the rationality of the final decision. 
	Milan, Arezzo, Grenoble, Kaunas, Tallinn,

Tampere,

Hameenlinna, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Madrid, Edinburgh, Munich, Leeds, Rome, Bologna, Debrecen,   City in Time
	PESTN

	9
	Identify the actors and their interests and objectives
	Identify the actors involved in and/or affected by the decision and their interests and assess their possible future behaviour after any given option. 

Identifying the actors involved and their interests, including decision makers, might contribute to clarifying the respective objectives and to what extent those correspond to water sustainability or public interest objectives. For example, in the case of an unsolicited business proposal, identifying the interests of the proponent might help assess the merit of the proposal itself. The actors potentially affected by the decision may affect the future sustainability of the intended decision by protecting their interests in various ways.  For example, consumer groups opposed to an option may take legal action against the validity of the adopted decisions; a contractor may seek higher charges than expected to protect its financial interests.  Where operation is assigned to a private company then the operation may be used to advance the interests of the company, and these interests may diverge from those of the local community and water sustainability in general. Public water operators are also exposed to the risk of municipalities using the water finances to subsidise other public finances.

In Cordoba, contributions from the identified stakeholders led to an environmentally and socially satisfactory solution to the pollution produced by a yeast factory. In Grenoble, court cases brought by civil society groups and political parties led to the annulment of city council decisions on the reform of water operations. In Tallinn, after being awarded the contract, the company introduced charges for drainage, increased payment of dividends and requested higher charges than promised.
	Leeds, Lodz, Gdansk, Berlin, Vilnius, Cordoba, Bucharest, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Italy, Arezzo, Milan, Rome, Bologna, Grenoble, Stockholm, Edinburgh, Tallinn, Tampere, City in Time , International context 
	PESn


· Taking the decision
	No
	TITLE
	GPR
	Cities

	23
	Adopting the final decision
	It should be made clear from the outset how and by whom the final decision will be made eg by the mayor, by referendum or by council meeting. 

Certainty in advance about which body decides, on which date, helps focus the public debate. Note the possibility of citizen initiatives to force referenda or decisions. Where there is real uncertainty eg because of court challenges, overlapping roles, the public authority should be clear that the final decision will follow the working through of these possible actions.  The decision should be structured so that it is clearly based on the identified problems and objectives, the chosen criteria of evaluation, and assessment of the constraints and risks from various factors and actors. The decision should also involve the maximum level of transparency, and public participation, identifying the actors responsible for adopting the decision, and the procedures for altering the decision in the future, the related costs and other impacts of that.

In Rome, a consultative referendum was held on the part-privatisation of the water operator but the municipal government had anticipated that it would not take a negative vote into account. In France, mayors have the power to award a contract to a bidder against the evaluation of the technical commission, but if they do so they have to explain in writing the reasons of their decision.   
	Arezzo, Rome, Italy, City in Time, Tallinn,

Tampere,

Hameenlinna, Cordoba, Mancomunidad del Sureste de Gran Canaria, Germany, France 

	25
	Be aware of the potential role of representative democracy and elections
	Be aware that representative democratic structures can play an important role in the public process. 

Where representative democracy is seen as reliable and responsive, municipal decisions have greater legitimacy. Transparency remains an important factor in sustaining this legitimacy.   Electoral processes can be an important part of public participation, as well as strengthening the legitimacy of decisions: in some cases water issues became important election topics, and the results of elections made a significant difference to subsequent policy decisions.  

Positive changes in the water sector have been introduced in Madrid, Cordoba and Mancomunidad del Sureste de Gran Canaria as a result of local elections following democratisation of Spanish politics. In Lodz, municipal elections in 1994 were a turning point on the decision making process on whether to award a privatised contract to a multinational company. Debate on a controversial private water contract affected the result of the 1995 municipal elections in Grenoble, which led to renegotiation of the arrangement.
	Stockholm, Lodz, Cardiff, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Tampere,

Hameenlinna, Grenoble, Edinburgh, Berlin, Debrecen

	28
	Information and public participation
	Access to information should be used to strengthen public participation and responsive decision making throughout the whole process.

Political activity in a public process can be an effective way of obtaining information disclosure, even where formal legal rights do not exist. Disclosure of information in public debate may legitimise price rises for projects, for example on the need for and cost of sewerage treatment plants. The devolution of political authority may strengthen the level of debate and the legitimacy attached to an authority’s decision or preference.  Open debate initiated by municipalities can be an effective way of combining public process with information disclosure.  Where water resources are involved, a public Environmental Impact Assessment (EIA) can be used to spread information and participation. Court proceedings can also be used to obtain disclosure of documents which are kept secret by public authorities or operators. 

In Berlin and Munich, the media and/or informed stakeholders such as unions or employees representatives played a crucial role in obtaining and publishing information. In Cordoba and Grenoble, the presence of civil society representatives in the Board of Directors of the public water operators allows greater access to information by stakeholders. 
	Debrecen,

Budapest, Edinburgh, Cardiff, Hameenlinna, 

Stockholm, Tampere, Berlin, Munich, Germany, Vilnius, Cordoba, Grenoble,

	11
	Take steps to avoid corruption
	Authorities should take every measure to avoid the risk of corruption where decisions involve procurement.

Corruption leads to worse decisions and distorts the rationality and democracy of the decision-making process. In two case studies there have been convictions for corruption. Corruption may involve bribes being paid to political parties, individual politicians or public officials.  Maximum transparency and public participation are important means for avoiding corruption. Procurement procedures should allow for the exclusion of candidates who have been convicted of corruption.

In Grenoble, the mayor and two company executives were convicted on charges of corruption in relation to the award of a privatised water contract. In Milan, a prominent politician and a company executive received prison sentences on charges of corruption in relation to a privatised wastewater contract. In Cordoba, participation of the City Auditor in the meetings of the operator’s Board of Directors, although without the right to vote, is a mechanism which together with public participation is aimed at avoiding corruption.  
	Grenoble, Milan, Vilnius, Cordoba, Bucharest, Timisoara, Rome

	29
	Need for clear definitions and transparency
	Terms used in proposals should be clearly and precisely defined so that there is no ambiguity about what is meant.

Ambiguity and dispute over the meaning of terms can undermine the value of public participation and become a serious weakness later, especially if contracts are created. Terms needing clear definition include: company status eg plc, municipal department, 100% publicly owned company, special municipal/public company status. The need for clear definitions also applies to terms related to investment (eg payment for ownership, or physical investment, concessions, affermage, payments up front, canons etc), credit terms and collateral (eg secured on assets - including land and buildings, in cities too so valuable - or income stream), or municipal and governmental taxes.

In Bucharest, a large number of clauses in the concession contract help clarify the relationship between the parties but some of them require further clarification. In Milan, the technical language used in the debate on the reform of water services has been identified as an obstacle to popular awareness and public participation.  
	Tallinn,

Vilnius, Bucharest, Milan, Grenoble, Edinburgh

	31
	Create system for monitoring performance
	A monitoring system should be set up to evaluate whether the expected objectives have been achieved and review the decision. 

There should be a clear process for monitoring performance against expectations. If the chosen option does not deliver as expected, procedures should exist to revise, sanction or review the arrangements. If the different objectives are the result of different roles played by the municipality, the monitoring system should include clearly defined sets of tools corresponding to the different objectives and roles. Operators should be required to provide information to enable the sharing of benchmarking information with other authorities. This can be done through a central office, or through a mutual process. The publishing of information affecting the public interest needs to be a contractual requirement for private operators but a similar statutory obligation should also apply to public providers.

In the case of Edinburgh, a regulatory authority monitors the efficiency of the public water operator and informs the government’s decisions on pricing (water quality and environmental issues are regulated separately). In the Netherlands, benchmarking facilitated by a professional organisation has been preferred to English-style economic regulation. In Cordoba, the presence of representatives of opposition political parties and civil society within the public operator’s Board of Directors is intended to internalise monitoring of performance.
	Rotterdam, the Netherlands, Cardiff, Leeds, UK, Edinburgh, Gdansk, Szeged, Berlin, Tallinn, Arezzo, Rome, Milan, Bologna, Bucharest, Cordoba, Mancomunidad del Sureste de Gran Canaria


Annex A: Watertime - the case study cities

To see the reports on each city, and other reports of the Watertime project, see www.watertime.net. 
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Annex B: The structure of the GPRs

The GPRs serve two functions for the Watertime project. Firstly, they are intended to be of practical assistance to those engaged in the process of decision-making. Secondly, they represent formal conclusions from the evidence of the case studies, City in Time, and international and national context papers.  The GPRs are a set of recommendations designed to improve the knowledge available to decision-makers and all stakeholders in the decision-making process. Public participation has an important role to play in enhancing the knowledge available. One form of such knowledge can be defined as local knowledge, which “is based upon a deeper analysis of the interaction of the generation and distribution of knowledge, the appreciation of the role of the variety of learning and creative agents, the understanding of their complementarity and systemic interdependence, in a context where prices do not and cannot convey all the relevant information”.
 This function of the GPRs embodies the original principles of the Watertime project – participation and transparency – as well as the key role of knowledge in decision-making. The GPRs have been structured under 4 main headings to reflect the perspective of decision-makers and those participating in decisions. These headings concern the background to the decision – the existing set of constraints and actors and factors; the decision process itself; the extent of the public sphere – through democratic structures, participation and transparency; and the forward-looking assessment of risks and opportunities, which includes the future possibilities, and the possible future behaviour of actors, and the possible future development of factors. Each GPR is linked to one or more of the stages in the formal decision-making; or to the creation of the public sphere, and the conditions for making it effective; or to the background constraints of history, and the constraints imposed by some actors and factors; or to the risks and possibilities of the future, and the contribution of actors and factors to those risks. 
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Annex C: The complete list of GPRs
	No
	TITLE
	GPR
	Cities

	1
	Understand the existing structure and its development
	The historical development of the water supply and sanitation system should be reviewed. 

This will help identify reasons for features of the system, and the constraints these place on future options.  It will also ensure that all aspects of the current arrangements are taken into account in evaluating options. Awareness of the historical development of the system is an important element of decisions aiming at sustainability, as past decisions and choices place specific constraints on local decisions, which will in turn affect the relative attractiveness of different options. 

In the case of Madrid, the characteristics of today’s water system and establishment of the operator were determined by the 1561 decision to make the city the capital of Spain. The Hungarian case studies show a range of constraints from the past - past failure to develop the sewerage system may require greater priority to improvement and extension of sewerage; changing a system eg from public to private, or vice versa, involves transaction costs; redefining the territorial boundaries of water operations also implies transaction costs. In many cases – for example, in Rome or Bologna – it appears that crucial decisions with long term effects are adopted without prior efforts to elicit the contemporary and prospective significance of historical events. 
	City in Time, Hungary, Rome, Bologna, Madrid, Bucharest, Palma de Mallorca, Cordoba

	2
	Analyse impact of present developments on the future
	Analyse the aspects of the present system which affect future options. 

Specific decisions may place constraints on the future. The site of a wastewater treatment plant may constrain future residential developments, or become problematic if industry declines. Specific urban development programs affecting the absorbing capacity of the soil may generate unforeseen effects and costs for wastewater services in the case of combined systems (sewage and storm water). Particular forms of financing such as cross-border leasing, or PPPs, may be affected by future changes of rules for investors, and may constrain eligibility for future public financing.

In Kaunas, the site chosen for the wastewater treatment plant constrained future residential development. In Munich, the proposed cross-border leasing would have resulted in considerable costs at the expenses of consumers and the environment. Semi-privatisation of the water operator in Rome led to a failed diversification into the telecommunications sector at a high cost. 
	City in Time, Munich, Rotterdam, Hungary, Germany,

UK, 

Warsaw, Kaunas, Tampere, Edinburgh, Rome, Madrid, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Leeds, Cardiff, Grenoble, Arezzo  

	3
	Clarify responsibility for ancillary services 
	The existing practice in relation to responsibility for stormwater and other ancillary services – that is to say services other than the strict provision of water supply and sanitation - and their financing should be clearly identified.

Lack of attention to this can lead to unforeseen costs for local taxpayers or consumers. Contractors may request extra payment for services not specified in the contract. Courts may rule that consumers cannot be charged by water companies for items which are not site-specific. The burden of costs of ancillary services may affect evaluation of different options. For example, changing responsibility for public baths – as in Hungary - may lead to a significant change in financial performance of a water operator. Existing arrangements for wastewater and septic tanks should also be identified to ensure that the impact of any changes can be assessed. 

In Berlin, the part-privatised operator rejected responsibility for managing groundwater levels so that pumping excess water had to be carried out and paid for by the city. In Tallinn, the semi-private operator sought extra payment from council for stormwater services, despite past practice, as this was not specified in the contract. 
	Tallinn, Warsaw, Berlin, Debrecen, Szeged, Hungary, Bucharest

	4
	Clarify responsibility for water resources
	The sources and reservoirs of water supply operators should be clearly identified so that the impact of any proposed changes can be assessed. 

Existing rules and practice about access to water resources may be significantly affected by changing the status of the water operator, or by assumptions in the business plans which do not reflect correct practices.  Individual utilities should not be allowed to exclude other public utilities from shared use of water resources. Water resources should be protected as a public good and controlled by utilities rather than become subject to individual abstraction rights. 

In Hungary, restructuring of individual utilities led to conflicts of interest over shared access to water resources. In the case of Vilnius, legislation limits private companies’ access to water resources. In 1990, farmers transferred water used for irrigation purposes to the city of Cordoba during a severe drought while a new reservoir was being built. 
	Hungary, Vilnius, Madrid, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Bucharest, Cordoba

	5
	Clarify fiscal problems
	Budgetary constraints of municipalities, or of public water operators, should be clearly identified and analysed for their origins and relations to water services. 

The historic relationship between charges for water and sewerage services and charges and taxes for other services may be complex. Public participation can be of assistance in identifying the origins of these problems, their precise location in relation to different tiers of public authorities, and also the relative public legitimacy of different possible solutions. This is important as decisions on water operations and their structure are often aimed at solving fiscal rather than water problems.

In Stockholm, court rulings required repayments to consumers of overcharging. After 1997, the UK national government have used special taxes – the “windfall tax” - to recover money for taxpayers from profits seen as resulting from excessive charges. In Berlin, neither the fiscal problems of the city nor the losses of Berlinwasser Holding BWH were caused by water operations, as the profits of the public water operator were used to cross-subsidise ailing subsidiary companies in other sectors. 
	City in Time, International context, Berlin, Stockholm, Edinburgh, Cardiff, Leeds, UK, Grenoble, Tallinn, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Arezzo, Bologna, Rome, Milan

	6
	Reviewing external experience
	When considering various options, the local knowledge base should be expanded by reviewing relevant experience of these options elsewhere. 

There may be relevant experience in the same country or in other countries. The aim of any such review should be to further understanding of the available or possible options and their implications. The review should be based on authoritative material and should take into account various views on the same cases, in order to allow reviewers to come to a balanced and rigorous assessment.

The 1992-93 consultation on the reform of the Scottish water industry referred to models used in other countries but the thrust of the argument was in favour of the English privatisation model. In Rotterdam, observation of the East of Scotland experience allowed for expanding the local knowledge base and identifying a new option for the financing of the proposed wastewater treatment plant, in the same way as Hamburg (and London, Berlin and Milan) had served as a model for the construction and flushing of sewerage canals in the 1850s. In the case of Lodz, the comparison between the English and French models provided an enlarged knowledge base facilitating the decision on whether to separate operations from infrastructure.    
	Tallinn, Edinburgh, Rotterdam, City in Time, Lodz, Debrecen, Munich, Bucharest, Mancomunidad del Sureste de Gran Canaria, Italy, International context

	7
	Make sure relevance of international context is understood
	Information about the constraints imposed by the national and international context must be gathered and disseminated to local actors.

Local actors are often at a disadvantage in their knowledge of international factors and actors, and should be given as much information as possible about them. These include EC laws, and also the activities and rules and practices of other international agents, including development banks and multinational companies. International actors should be exposed to public participation and debate wherever possible. For example, EU representatives may be invited to participate in local debates.

The example of Kaunas shows that obtaining financial support from the EU requires the acceptance of EU rules and practices. The case of Madrid shows that co-financing from the EU offers considerable opportunities for developing infrastructure. In Timisoara, decision making on the reform of water operations was affected by the conditionality attached to the EBRD loan.
	International Context, Kaunas,

Vilnius, Tallinn, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Timisoara, Bucharest, City in Time, Bologna, Rome

	8
	Take EC laws and rules into consideration
	Review all EC rules, laws and court decisions that may be relevant to the decision.

Many EC rules and laws are relevant to decisions on water operations. They include the specific legislation on water, such as the Water Framework Directive, which includes provisions on public consultations on issues concerning water resources. Other relevant laws include association agreements, the internal market rules, state aid rules, and the conditions for exempting public services; procurement directives; rules limiting the eligibility of PPPs for EC regional funds; the concept of universal services in relation to services of general interest, and to the notion of citizens’ fundamental rights. Proposals on integrated product policy are also relevant for the question of integrating water and sewerage.

In Italy, sectoral legislation has been repeatedly changed to adapt to EU competition law with important implications for decision making in Rome, Bologna and Milan. In the case of Cardiff, a court ruling led to the annulment of an outsourcing contract as this was in breach of EC procurement rules. EU regulations on technical standards and directives provide a major driver for infrastructure investment as demonstrated by the cases of Cordoba, Timisoara and Bucharest.    
	International Context, Italy, Rome, Bologna, Milan, Finland, Kaunas, Estonia, Tallinn, Hungary, Cardiff, UK, Spain, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Romania, Timisoara, Bucharest

	9
	Identify the actors and their interests and objectives
	Identify the actors involved in and/or affected by the decision and their interests and assess their possible future behaviour after any given option. 

Identifying the actors involved and their interests, including decision makers, might contribute to clarifying the respective objectives and to what extent those correspond to water sustainability or public interest objectives. For example, in the case of an unsolicited business proposal, identifying the interests of the proponent might help assess the merit of the proposal itself. The actors potentially affected by the decision may affect the future sustainability of the intended decision by protecting their interests in various ways.  For example, consumer groups opposed to an option may take legal action against the validity of the adopted decisions; a contractor may seek higher charges than expected to protect its financial interests.  Where operation is assigned to a private company then the operation may be used to advance the interests of the company, and these interests may diverge from those of the local community and water sustainability in general. Public water operators are also exposed to the risk of municipalities using the water finances to subsidise other public finances.

In Cordoba, contributions from the identified stakeholders led to an environmentally and socially satisfactory solution to the pollution produced by a yeast factory. In Grenoble, court cases brought by civil society groups and political parties led to the annulment of city council decisions on the reform of water operations. In Tallinn, after being awarded the contract, the company introduced charges for drainage, increased payment of dividends and requested higher charges than promised.
	Leeds, Lodz, Gdansk, Berlin, Vilnius, Cordoba, Bucharest, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Italy, Arezzo, Milan, Rome, Bologna, Grenoble, Stockholm, Edinburgh, Tallinn, Tampere, City in Time , International context 

	10
	Identify all relevant factors
	A comprehensive assessment of the factors affecting the outcome of the decision, irrespective of their local, national or international origin, should be carried out.

The assessment should encompass various types of factors, for example on a PESTE (i.e. political/institutional, economic, social, technical and environmental) multidimensional level. The factors assessed should identify past, present and future constraints and risks and opportunities. In assessing the relevant factors, caution should be exerted in taking future events for granted or in prejudging developments on which decision makers have little control.

In the case of Palma de Mallorca, the identification of various types of consumption has been instrumental to involving manufacturing industries in the co-financing of infrastructure investment. In Milan, severe delays to the implementation of reform were caused by expectations on the introduction of national legislation, whose enactment was postponed and whose content differed from original plans. In Arezzo, a technical commission evaluated bids taking into consideration future actions by third parties on which it had no control. This might have affected the rationality of the final decision. 
	Milan, Arezzo, Grenoble, Kaunas, Tallinn,

Tampere,

Hameenlinna, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Madrid, Edinburgh, Munich, Leeds, Rome, Bologna, Debrecen,   City in Time

	11
	Take steps to avoid corruption
	Authorities should take every measure to avoid the risk of corruption where decisions involve procurement.

Corruption leads to worse decisions and distorts the rationality and democracy of the decision-making process. In two case studies there have been convictions for corruption. Corruption may involve bribes being paid to political parties, individual politicians or public officials.  Maximum transparency and public participation are important means for avoiding corruption. Procurement procedures should allow for the exclusion of candidates who have been convicted of corruption.

In Grenoble, the mayor and two company executives were convicted on charges of corruption in relation to the award of a privatised water contract. In Milan, a prominent politician and a company executive received prison sentences on charges of corruption in relation to a privatised wastewater contract. In Cordoba, participation of the City Auditor in the meetings of the operator’s Board of Directors, although without the right to vote, is a mechanism which together with public participation is aimed at avoiding corruption.  
	Grenoble, Milan, Vilnius, Cordoba, Bucharest, Timisoara, Rome

	12
	Select consultants and experts carefully
	Experience of the water sector, independence and integrity should be key criteria in deciding on the consultants and other experts to be hired. 

Lack of familiarity with the issues revolving around the provision of water supply and sanitation services may result in advice leading to decisions overlooking implications on sustainability. In cases where advice is sought from non-water professionals, compatibility with water sector requirements should be independently assessed. Competence on relevant water issues should be a firm criterion in the selection of consultants, together with independence from the parties involved and integrity. In order to enhance integrity, selection procedures should exclude consultants that in the past have fallen short of the highest standards of moral and professional conduct. Also, in-house resources in terms of expertise should be developed and used when economically or strategically sensible, provided transparency is not compromised.  

In Berlin, no consultancy involved in the case had specific experience of the water sector which had severe implications on the sustainability of decisions. In Grenoble, conflicts of interest might have adversely affected the external advice on the regulation of wastewater operations. The case on Madrid shows the advantage of strengthening the operator’s human resources and capacity so to avoid excessive and unnecessary reliance on external advice: central governmental structures could provide competent, relatively independent and less costly expertise.    
	Berlin, Munich, Grenoble, Tallinn,

Tampere,

Hameenlinna, Madrid, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Timisoara, Rome, Milan, Arezzo, Warsaw, Rotterdam, the Netherlands

	13
	Identify the problem 
	Identify the problems which are being addressed. 

There are often contested views on this, so this should be a public exercise. Some problems may not be connected with the water sector eg the financial problems of a municipality. One danger is that problems and symptoms may be confused e.g. where financial deficits have appeared as a result of policies designed to minimise taxation or charges. Problem identification needs to be done in context. Failure to do so may create new problems, e.g. sewage development that is aimed at separating combined systems and introduction of new sewage lines may create a potential risk of damage caused by un-channelled storm water.

In Hameenlinna, collaboration among local authorities aimed at identifying common problems in terms of access to water resources laid the grounds for the establishment of a unique regional water undertaking. Stakeholder participation in Cordoba facilitated problem identification and a satisfactory solution in the yeast factory episode. In Bologna, the decision to part-privatise the water operator was dictated more by the fiscal considerations of the municipality than by considerations on operational efficiency and effectiveness.  
	Grenoble, Edinburgh, Arezzo, Bologna,

Milan, Tallinn,

Tampere,

Hameenlinna, Madrid, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Cordoba, Bucharest, Hungary, Berlin

	14
	Distinguish common and distinct problems of private and public operations
	Observed problems of operations should not necessarily be attributed to public or private ownership of the operator.

Some observed problems may occur irrespective of the form of operation, for example consumer reluctance to pay, political wish to avoid price rises, observed inefficiencies, financial demands on municipal budgets. It should not be assumed that such problems are caused by, or will be solved by, changing the ownership of the operator. Conversely, other structural differences between private and public operations – e.g. in terms of costs and control of the principal over the agent – might affect efficiency and effectiveness under different scenarios and should be thoroughly evaluated prior to taking a final decision. 

In Berlin, for example, the fiscal problems of the city had nothing to do with the water operations and were not solved by changing their ownership. In Madrid, the operational effectiveness and efficiency and customer orientation of the public company have been enhanced through an internal reorganisation process without any change in ownership. In the case of Edinburgh, the 1992 popular consultation expressed strong support for achieving the intended objective of securing the required investment retaining public control on operations.  
	Berlin, Tallinn, UK, Hungary, France, Madrid, Cordoba, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Arezzo, Milan, Edinburgh, Debrecen, Lodz, City in Time, International context

	15
	Identify which public interests are being addressed
	Identify the different public interests which are relevant to the issue.

These may include objectives in the domain of water – for example, how to finance a wastewater treatment plant, the improvement of water sources, reducing the cost of water. They may also include other public policy objectives – public health, regional cohesion, economic development, and the reduction of public authority debts or deficits. They may include international public policy objectives – e.g. meeting EC environmental standards, or UN millennium development goals.  These can be influenced by political activity. The Watertime Decision Aid can be used to rank different options under each objective.

In Tampere, the decision to reject a PPP proposed in 1865 was informed by consideration of the economic risks to be assumed by the city under the deal. In the case of Leeds, a proposal for the mutualisation of the private water company was rejected in light of the risks that ownership transfer would imply for consumers. 
	Tampere, 

Hameenlinna,

Tallinn, Madrid, Cordoba, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, Bucharest, Edinburgh, Arezzo, Bologna, Milan, Grenoble, Leeds, Lodz, Rotterdam, City in Time,

	16
	Identify the objectives of reform
	The objectives of the reform should be identified so that the criteria for evaluating options are publicly understood. 

Identification includes clearly defining the reasons for the reform, whether it is coerced by outside factors (e.g. EU/national legislation) or is required by local factors and/or actors (local needs). The objectives may include solving problems inherent with water operations (e.g. enhancing effectiveness and efficiency of operations, enhancing water sustainability) and also solving problems external to the water sector (e.g. maximising fiscal revenues to governments, reorganization by delegating public duties from the state to municipalities). Other public interest objectives may also be relevant (e.g. economic development and regional cohesion). Decision makers need to assess all their objectives separately. The different objectives may be conflicting among themselves e.g. the economic interest in higher income generation vs. social aspects, or socially oriented price policy vs. technical sustainability. The objectives of public authorities are defined and constrained by their jurisdiction. Identification of the reform objectives allows for assessing the relative importance of the various objectives and identifying priorities. 

In Madrid, the establishment of contractual relationships with consumers has allowed the achievement of objectives in terms of service improvement without carrying out major organisational reforms. In Arezzo, failure to clearly identify public objectives resulted in the predominance of private over public interests.  
	Grenoble, Arezzo, Bologna, Rome, Vilnius, Hameenlinna, Madrid, Lodz, Rotterdam, Milan, Timisoara, Bucharest, Cardiff, International context

	17
	Identify the available options for the decision 
	A range of possible options representing credible solutions to the identified problems should be reviewed through a transparent and participatory process. 

Participation is an important dimension of this process as various actors may have knowledge of possibilities of which a public authority may not be aware. The process can throw new light on the potential role of external factors such as EC rules and legislation, or potential sources of investment finance. The options should be identified and reviewed in light of their potential impact on sustainability from a political, economic, social, technical and environmental point of view.  Failure to do so may have undesired results (e.g. an option that is sound from social or economic point of view might undermine technical sustainability).

In Debrecen, an alternative business plan elaborated by the management of the public water undertaking was supported by the trade unions and proved preferable to bids put forward by a multinational company. In Cordoba, stakeholder participation coupled with a thorough review of all the possible options has allowed for the solution of the yeast factory problem. In Arezzo, the options evaluated on the reform of the water service have been limited by the interests of the proponents of the two alternatives discussed and by the lack of public participation.  
	Grenoble, Vilnius, Bologna, Rome, Edinburgh, Stockholm, Tallinn, Debrecen, Cordoba, Mancomunidad del Sureste de Gran Canaria, Bucharest, Rotterdam, City in Time, Lodz, Arezzo, Milan, City in Time 

	18
	Consider alternative solutions to fiscal problems
	A range of possible solutions should be considered for perceived fiscal problems of municipalities or water operators, without limiting these to the sale of a water company or the award of a concession for a one-off gain.

Deficits (or excessive surpluses) in public water operations may be dealt with by adjusting depreciation and accounting policies, charging policies or through corporatisation.  Municipal deficits may be dealt with by staged programmes for reduction of deficit through higher taxation. Water operations may be a source of income for municipalities through dividend payments or rental charges for use of assets. Fiscal problems related to the water sector for maintaining technical sustainability may have been generated in the past due to inadequate amortization or depreciation policy. The revision of such policy may help to solve part if not the whole fiscal problem. Historically, the availability of new financial instruments (e.g. municipal bonds) has allowed local authorities to expand their role in the provision of water services.

In the case of Edinburgh, corporatisation has allowed the water company to tap important investments without demands on public finances. See also Stockholm and Milan for similar cases. 
	Rotterdam, Hameenlinna, Berlin, 

Stockholm, Debrecen, Vilnius, Lodz, Munich, Grenoble, Milan, Bologna, Arezzo, Rome, Edinburgh, Madrid, City in Time 

	19
	Review policies  for charging users 
	The policies for charging users should be fully reviewed as part of assessing financial options.

The WFD requires movement towards full cost recovery, but does not require it, though it does require the elimination of cross-subsidy between commercial, agricultural and domestic consumers. The basis for charging can vary between flat-rate fees and charges for metered consumption (volumetric charges). Higher flat-rate elements have the advantage of stability for consumers and less variation with demand; volumetric charges make high consumers of water pay more; both may result in poorer customers paying a higher proportion of their income for water. Many places use ‘stepped’ tariffs; in the UK most consumers are still charged on the basis of a property-related tax.

In Bucharest and Palma de Mallorca there have been difficulties with the implementation of the WFD due to the high level of required investments and the impact that full cost recovery would have produced. In Arezzo, the tariff formula was renegotiated following public protest but this did not alter the total amount of billing.
	UK, Bucharest, Palma de Mallorca, Tallinn, Berlin, Madrid, Arezzo, Italy, International context

	20
	Assess risks of all options
	Assessment of future risks should be made for all options.

Uncertainty about the future should be taken into account by assessing future risks and opportunities that may result from the behaviour of actors or changes in factors. The transaction costs associated with institutional and organisational changes resulting of a decision or its subsequent modifications should be taken into particular consideration.  Assessment of risks – e.g. performance risk, the political risk associated with the principal-agent relationship between operators and local authorities, public health and environmental risks - should involve assessing all costs (transaction and other costs) that may be incurred when the decision needs to be changed (e.g. contracts could be terminated, etc.). Risk assessment can also be used to ensure that the option adopted is flexible enough to allow for adaptation to a plurality of future scenarios.

In Tampere, the historical decision not to accept a proposed deal was based on the city’s evaluation of the disproportionate risks this would have placed on public finances. In the case study on Edinburgh, the decision to organise water operations on a regional basis proved unsustainable due to failure to assess the impact of reform on charges paid by consumers in the North of Scotland. In Arezzo, the decision on the organisational structure of the operator was motivated by expectations of greater financial transparency but overlooked the risks deriving from a weaker control of the principal on the agent. 


	Tampere,

Hameenlinna, Madrid, Bucharest, Arezzo, Rome, Bologna, Edinburgh, City in Time



	21
	Undertake a comparative review of developed options
	Options should be developed enough to allow for a comparative assessment of their merits.  

The options should include the status quo as one of the comparators, so that other reforms should be adopted only if they represent a net gain in respect of the existing arrangements. However, the projection of costs under public operations should be based on a business plan elaborated by public management, rather than simple projections of past experience, taking account of different possible organisational structures under public ownership and management.

In Stockholm, a study of the operations of the local water company supported the decision to reject privatisation as a less efficient solution than the status quo. In Debrecen and Lodz, bids put forward by multinational companies were rejected after being assessed against business plans developed by local public management. 
	Stockholm, Debrecen, Lodz, Arezzo, Grenoble, Edinburgh, Rotterdam, The Netherlands, City in Time, Berlin, Tallinn, Kaunas, Tampere,

Hameenlinna, Cordoba

	22
	Identify the criteria for evaluation
	The criteria used to evaluate the considered options and potential solutions should be identified in advance, based on the objectives the decision is intended to achieve. 

Under EU law, tendering procedures require the prior identification of selection criteria, but the same principle can be applied to choosing between options, some or all of which may not involve subsequent tendering. Once defined, the application of criteria should be consistent throughout the decision making process and be changed only in presence of evidence on the inadequacy of the adopted criteria. The final evaluation of the reviewed alternatives should be published together with a full, accessible and verifiable justification of the ranking. In case the final decision departed from the evaluation of the reviewed options, decision makers should publish a thorough, accessible and verifiable justification of their decision. 

In the Arezzo case study, the introduction of unnecessary changes in the course of the evaluation process might have affected the rationality of decision making. In Bucharest, the criteria aimed at the evaluation of the operator’s performance are clearly defined in relation to customer services but not so in relation to other aspects of service provision. Flexibility was a criterion for decisions made historically in Rotterdam and more recently in Lodz.
	Arezzo, Tallinn, Bucharest, Edinburgh, Rotterdam, Lodz



	23
	Adopting the final decision
	It should be made clear from the outset how and by whom the final decision will be made eg by the mayor, by referendum or by council meeting. 

Certainty in advance about which body decides, on which date, helps focus the public debate. Note the possibility of citizen initiatives to force referenda or decisions. Where there is real uncertainty eg because of court challenges, overlapping roles, the public authority should be clear that the final decision will follow the working through of these possible actions.  The decision should be structured so that it is clearly based on the identified problems and objectives, the chosen criteria of evaluation, and assessment of the constraints and risks from various factors and actors. The decision should also involve the maximum level of transparency, and public participation, identifying the actors responsible for adopting the decision, and the procedures for altering the decision in the future, the related costs and other impacts of that.

In Rome, a consultative referendum was held on the part-privatisation of the water operator but the municipal government had anticipated that it would not take a negative vote into account. In France, mayors have the power to award a contract to a bidder against the evaluation of the technical commission, but if they do so they have to explain in writing the reasons of their decision.   
	Arezzo, Rome, Italy, City in Time, Tallinn,

Tampere,

Hameenlinna, Cordoba, Mancomunidad del Sureste de Gran Canaria, Germany, France 

	24
	Improve decision-making through public participation 
	Public participation should be made a central part of the decision-making process because it improves the information available, the responsiveness and legitimacy of decisions adopted.

The decision-making process benefits from a wide debate on the problem, the options, and the evaluation of those options, by enhancing the range of solutions considered, the criteria to be used in evaluation, drawing on local knowledge, and providing legitimacy to the final decision. Public consultations aimed at evaluating the identified alternatives should be organised in a way that the widest possible range of alternatives are accessibly, equally fairly and exhaustively presented with their advantages and disadvantages.

In a number of cases the decisions benefited from inclusive and meaningful public participation (Edinburgh, Rome, Mancomunidad del Sureste de Gran Canaria); provided legitimacy and support for decisions (Grenoble, Cordoba, Debrecen, Cardiff, Leeds, Tampere, Kaunas, Palma de Mallorca). In other cases problems arose from a lack of meaningful participation (Berlin, Tallinn).
	Bologna, Edinburgh, Rome, Grenoble, Debrecen, Leeds, Cardiff, Berlin, Cordoba, Kaunas, Tampere,

Tallinn, Cordoba, Palma de Mallorca, Mancomunidad del Sureste de Gran Canaria, 

	25
	Be aware of the potential role of representative democracy and elections
	Be aware that representative democratic structures can play an important role in the public process. 

Where representative democracy is seen as reliable and responsive, municipal decisions have greater legitimacy. Transparency remains an important factor in sustaining this legitimacy.   Electoral processes can be an important part of public participation, as well as strengthening the legitimacy of decisions: in some cases water issues became important election topics, and the results of elections made a significant difference to subsequent policy decisions.  

Positive changes in the water sector have been introduced in Madrid, Cordoba and Mancomunidad del Sureste de Gran Canaria as a result of local elections following democratisation of Spanish politics. In Lodz, municipal elections in 1994 were a turning point on the decision making process on whether to award a privatised contract to a multinational company. Debate on a controversial private water contract affected the result of the 1995 municipal elections in Grenoble, which led to renegotiation of the arrangement.
	Stockholm, Lodz, Cardiff, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Tampere,

Hameenlinna, Grenoble, Edinburgh, Berlin, Debrecen

	26
	Be aware of the role of courts 
	Be aware that the courts can play an important role in determining institutional and organisational changes in the water sector.

Court cases can be brought by actors who have the status to bring actions under a range of different types of law. For example consumers in different countries have obtained rulings that it is unlawful to charge for ‘entry payments’, or that it is unlawful to charge for non-water services. A council has obtained a ruling that cutting off non-payers was illegal on public health grounds. A public authority obtained a ruling that a company was improperly constituted. The possibility of such actions should be considered as a factor affecting changes in future scenarios when evaluating options. The value of these cases as a form of monitoring should be recognised.

In Berlin, the Constitutional Court ruled aspects of a certain legal framework on privatization unlawful, which affected for example the calculation basis for return on investment. In Milan, a multinational company has obtained the annulment of the award to a competitor more than one year after the latter had started works. In Grenoble, a court retroactively annulled tariffs which illegally incorporated “entry fees”.    
	Stockholm, Grenoble, France, Szeged, 

Cardiff, Leeds, Berlin, Vilnius, Milan, Arezzo, Rome

	27
	Strengthen information rights
	Citizens should have strong information rights because of the information advantages of some actors especially water operators and mayors. 

Even where there is significant public participation, lack of full information may lead to poor evaluation. Various forms of information rights exist in a number of countries.  The Scandinavian countries have relatively strong citizen rights to information; the UK has a new information law which entitles citizens to demand disclosure of public documents; Slovakia has a freedom of information act. However, there is a risk that commercial confidentiality might limit access to information – a risk which should be taken into serious consideration. Resources should be made available to civil society groups to ensure that they can access more information and make more effective contributions. These rights may be disputed where an operator is constituted under company law and so the company may try to claim exemption for the duty to disclose. 

In Tallinn, a decision reached after a transparent process rapidly became problematic because incomplete information was available during the decision-making process.  In Grenoble, decision-making by the city council was weakened as the mayor had retained crucial information. The case study on Vilnius suggests that free access to information by law is not sufficient and that public authorities and operators should actively disseminate accessible information to the public. In Cordoba, such a proactive attitude has resulted in a number of initiatives aimed at favouring access to information. 
	Tallinn, Arezzo, Gdansk, Berlin, Grenoble, Vilnius, Madrid, Cordoba, Bucharest, Rome, 

	28
	Information and public participation
	Access to information should be used to strengthen public participation and responsive decision making throughout the whole process.

Political activity in a public process can be an effective way of obtaining information disclosure, even where formal legal rights do not exist. Disclosure of information in public debate may legitimise price rises for projects, for example on the need for and cost of sewerage treatment plants. The devolution of political authority may strengthen the level of debate and the legitimacy attached to an authority’s decision or preference.  Open debate initiated by municipalities can be an effective way of combining public process with information disclosure.  Where water resources are involved, a public Environmental Impact Assessment (EIA) can be used to spread information and participation. Court proceedings can also be used to obtain disclosure of documents which are kept secret by public authorities or operators. 

In Berlin and Munich, the media and/or informed stakeholders such as unions or employees representatives played a crucial role in obtaining and publishing information. In Cordoba and Grenoble, the presence of civil society representatives in the Board of Directors of the public water operators allows greater access to information by stakeholders. 
	Debrecen,

Budapest, Edinburgh, Cardiff, Hameenlinna, 

Stockholm, Tampere, Berlin, Munich, Germany, Vilnius, Cordoba, Grenoble,

	29
	Need for clear definitions and transparency
	Terms used in proposals should be clearly and precisely defined so that there is no ambiguity about what is meant.

Ambiguity and dispute over the meaning of terms can undermine the value of public participation and become a serious weakness later, especially if contracts are created. Terms needing clear definition include: company status eg plc, municipal department, 100% publicly owned company, special municipal/public company status. The need for clear definitions also applies to terms related to investment (eg payment for ownership, or physical investment, concessions, affermage, payments up front, canons etc), credit terms and collateral (eg secured on assets - including land and buildings, in cities too so valuable - or income stream), or municipal and governmental taxes.

In Bucharest, a large number of clauses in the concession contract help clarify the relationship between the parties but some of them require further clarification. In Milan, the technical language used in the debate on the reform of water services has been identified as an obstacle to popular awareness and public participation.  
	Tallinn,

Vilnius, Bucharest, Milan, Grenoble, Edinburgh

	30
	Avoid secrecy of contracts
	Secret contracts should be avoided because they reduce transparency and weaken evaluation of options and monitoring.

Publicly available contracts mean accessibility to the public in general, not only access for the members of the elected body (e.g. municipal council). It is more important when the municipality has more than one role to play and different interests are attached to the different roles (e.g. their economic interest as owner). Open contracts are feasible and used in many cases eg waste management contracts. In a number of cities contracts for private providers have been treated as confidential documents and withheld from public scrutiny. Contracts were not subject to public scrutiny before being signed, and so thorough evaluation of that specific option was not possible. In some cases, secret contracts were renegotiated after problems were experienced, but even the renegotiated contract remained secret.

In Berlin, vital information on the contract was withheld from the very locally elected representatives who had to vote and approve the proposed PPP. In Gdansk, the contract was renegotiated after demand did not match projections but the document remained secret. 
	Gdansk, Budapest, Berlin

	31
	Create system for monitoring performance
	A monitoring system should be set up to evaluate whether the expected objectives have been achieved and review the decision. 

There should be a clear process for monitoring performance against expectations. If the chosen option does not deliver as expected, procedures should exist to revise, sanction or review the arrangements. If the different objectives are the result of different roles played by the municipality, the monitoring system should include clearly defined sets of tools corresponding to the different objectives and roles. Operators should be required to provide information to enable the sharing of benchmarking information with other authorities. This can be done through a central office, or through a mutual process. The publishing of information affecting the public interest needs to be a contractual requirement for private operators but a similar statutory obligation should also apply to public providers.

In the case of Edinburgh, a regulatory authority monitors the efficiency of the public water operator and informs the government’s decisions on pricing (water quality and environmental issues are regulated separately). In the Netherlands, benchmarking facilitated by a professional organisation has been preferred to English-style economic regulation. In Cordoba, the presence of representatives of opposition political parties and civil society within the public operator’s Board of Directors is intended to internalise monitoring of performance.
	Rotterdam, the Netherlands, Cardiff, Leeds, UK, Edinburgh, Gdansk, Szeged, Berlin, Tallinn, Arezzo, Rome, Milan, Bologna, Bucharest, Cordoba, Mancomunidad del Sureste de Gran Canaria

	32
	Ensure annual reports and public discussion
	Ensure that water operators have to publish annual reports, that public authorities or regulators publish a commentary on that report, and that these are subject to public discussion, with rights to seek further information.

These reports should be substantial, and form the basis of supplying further information on request. The reports should also form the basis of annual public debates.

In France, reports produced by the private operators have in a number of cases been confined to a very limited number of pages. In Arezzo, the report produced by the local regulatory body is transmitted to local authorities but not disclosed to the general public. 
	Grenoble, France, Madrid, Cordoba, Arezzo, Rome, Milan, Leeds

	33
	Encourage participation in implementation and monitoring
	Public participation in the conduction of operations and monitoring of performance should be encouraged.

Civil society organisations such as consumer bodies, community associations or environmental groups should be encouraged to play an active role in monitoring the performance of operators. This may require the public provision of resources to relevant groups, and formal provision for annual public discussion. Participation is preferable to and better value than using consultants.

Public participation in the conduction of operations appears to be associated with higher degrees of transparency and satisfactory results, as appears to be the case with public water operations in Grenoble and Cordoba.  
	Grenoble, Cordoba

	34
	Strengthen the role of auditors
	Recognise that public auditors can play an important role in monitoring the financial performance of water operators and identifying problems.

Examination of water operators’ finances by public auditors can be an important element in identifying problems due to the competence and independence of public auditors. 

In Madrid, the city auditors regularly and thoroughly audit the accounts of the public water company and may report on the whole of its operations. In order to enhance transparency, the public auditing of Cordoba’s public water operator are posted on the internet. In Grenoble, reports by the regional audit body Chambre Régionale des Comptes highlighted a number of problems with, respectively, water supply and sanitation operations carried out by private operators. However, the role of public auditors in France is limited by the fact that they are competent to scrutinise operations which are drawn to their attention by an interested party.    
	Grenoble, France, Madrid, Cordoba, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, Arezzo

	35
	Consider using fines to finance water and wastewater infrastructure/projects 
	Fines imposed for failure to treat wastewater can be refunded to operators to help finance wastewater treatment plants.

Operators may be fined for infringements of legislation on wastewater treatment. In a number of cases public authorities, both governments and local authorities, have taken the innovative step of using these fines to finance investment in wastewater treatment. However, fines for poor performance and environmental damage should also represent credible deterrents against misbehaviour. 

In Lithuania, pollution taxes and fees are used to limit the damage caused by pollution and the amounts disbursed are devolved to the Environmental Protection Funds set up by the municipalities to speed up measures aimed at containing pollution. 
	Warsaw, Kaunas, Budapest

	36
	Optimise the use of public finance for infrastructure investment 
	Recognise the possibility of the state raising finance for investment on good terms.

Traditional public finance for investment should always be considered as a way of meeting future needs. Governments and, usually, municipalities, are able to borrow money or issue bonds more cheaply than the private sector. Public operators may also be able to raise finance directly at favourable rates through loans or bonds, as it was the case in Madrid. Provision of state guarantees to private loans usually gives the private borrower similar access to favourable rates, but this is at a cost to the public sector. In some cases legislation may be necessary to create a full range of financing possibilities, eg including project finance. The IMF recommends that finance through PPPs should always be evaluated by comparison with the cost of raising finance through public mechanisms coupled with public operation.

In Madrid, public subsidies have been used to ensure the social sustainability of tariffs while gradually moving towards full recovery of capital expenditure. As in the case of Kaunas, access to international finance might require the backing of state guarantees so that local operators might want to submit a timely request for support to the competent ministry. In Debrecen, the public water undertaking could access a loan from a commercial bank in light of its sound business plan.
	Gdansk, Debrecen, Lodz, Rotterdam, Kaunas, Madrid, Edinburgh, Grenoble, Rome, Bologna, Cordoba, Timisoara, Bucharest, Mancomunidad del Sureste de Gran Canaria, Palma de Mallorca, City in Time, International context

	37
	Assess risks of guarantees and other finance schemes.
	Financial guarantees protecting operators against losses create potential future liabilities for public authorities.

Some contracts with operators provide guarantees from the municipality against losses, or a guaranteed rate of profit. These guarantees can create unforeseen liabilities for example if demand falls below projections, or other eventualities reduce profit margins, and shift performance risk away from operators. Some municipalities have considered using financial schemes such as cross-border leasing or securitisation of assets, which also involve contingent liabilities. The IMF has issued warnings against these kinds of future liabilities arising from PPPs in all sectors.

In Berlin, the contract guarantees a fixed profit for the private operator which has to be compensated by the city in case the profit margin of the company is insufficient. In Arezzo, the operator requested renegotiation of the tariff formula claiming that there had been a decrease in projected demand. The case study on Munich shows that cross-border leasing involves contingent liabilities, for example when the rules which made the deal attractive to US financiers were changed.
	Munich, Berlin, Gdansk, Budapest, Tallinn, Arezzo, Grenoble

	38
	Risk of losing public capacity in water
	The public authority needs to ensure it has the capacity to negotiate with and monitor operators. 

The operator usually has better information than any regulator or public authority, and naturally employs significant expertise. The public authority or regulator should ensure it retains sufficient expertise and resources to independently assess the performance of the operator. There is also a risk of the operator ‘capturing’ the regulatory authority and so weakening the surveillance exercised in the public interest. In cases where the local authority loses the capacity to fulfil its monitoring and regulatory functions, or is in practice prevented from exerting such functions, the public interests those intend to protect might suffer as a result. 

In Tallinn, a representative of the water company sits in the Independent Monitoring Unit set up to regulate the operator’s performance, so that its independence might be questioned. In Arezzo, conflicts between the operator, the regulatory body and local authorities suggest that the risk of regulatory capture is not theoretical. In the case study on Edinburgh, the Scottish Executive found itself in difficulty in solving a dispute between the regulatory authority and the operator as it did not have the required capacity to judge on the merit of the matter. 
	Vilnius,

Tallinn, Edinburgh, Arezzo, Grenoble, Mancomunidad del Sureste de Gran Canaria

	39
	Contracts may be incomplete and unenforceable 
	Contracts with operators may be incomplete and not enforceable in their original terms. 

Contract clauses may be subject to unexpected interpretation or implementation after the contract has commenced. Guarantees by public authorities included in contracts are a potential source of future liabilities, and may be held to be in breach of competition law. The provisions for legal resolution of disputes may override the future freedom to act of a municipality, for example where they are subject to binding arbitration by an international tribunal as was the case in Szeged. 

Both in the cases of Grenoble and Arezzo, decision making of local authorities has been affected by the perceived threat of having to pay compensation in case the operator resorted to arbitration or tribunals. In Szeged, the municipality agreed to renegotiate the tariff formula after the operator filed a suit in front of an international arbitration tribunal claiming compensation for damages.
	Tallinn, Szeged, Grenoble, Arezzo, Bucharest

	40
	Risks of revision of contract terms
	Authorities should anticipate the probability that contracts will have to be renegotiated and take account of the possible risks of this process.

Contracts cannot fully anticipate future events, and so there are always risks that changes will have to be made. The objectives of the original contract might not be reached.  These risks should be assessed during evaluation of options as they should affect the relative attractiveness of different options.

In some cases contracts were revised within a few years of their start; in some cases prices were increased more than envisaged in the original contract, as a result of changed circumstances; in others service levels or investment programmes were revised downwards. 


	Budapest, Cardiff, Leeds, Tallinn, Grenoble, Arezzo, Gdansk

	41
	Risks of underinvestment in the water and/or wastewater system 
	Authorities should take account of possible underinvestment in treatment or supply facilities. 

This might occur in cases where services have been commercialised. However, similar effects might also result from insufficient cost recovery in light of national or municipal pricing policies, or when local authorities divert financial resources from water operations to other public services.

In Berlin, there appears to be a lack of investment in underground infrastructure and maintenance which may eventually lead to the contamination of groundwater.
	Berlin, Arezzo, Leeds, Grenoble, Bologna, Rome, Milan, Edinburgh

	42
	Risks of exit strategies 
	The possible future exit strategies of contractors should be evaluated when the option is considered.

Where a contract proves unprofitable, or an authority wishes to terminate a contract, a contractor will choose the exit strategy to minimise losses and maximise gains. This may involve unanticipated claims for compensation, or costly transference of liabilities to consumers or authorities. 

In Leeds, a proposed transfer of ownership of the water system to the consumers was rejected at public meetings, and by the regulator, partly because it seemed to be transferring large liabilities from the company to its customers. In Szeged, a proposal to replace a private contractor with a municipal operation was not implemented after the contractor started legal proceedings to claim compensation  
	Szeged, Cardiff, Leeds, Grenoble, Arezzo

	43
	Risks of low competition for contracts
	The risks of lack of competition, or weak competition, for contracts should be considered in evaluating a contractual option.

There are frequently problems in obtaining many competing bids for water contracts. In some cases water concession contracts were issued without competition to a single bidder, and so no competition was created to ensure best value. 

In Gdansk, the water company has often also acted as subcontractor on investment projects for city which were not subjected to a tendering process. Similar problems arise where a private company has the right to issue contracts, for example in Arezzo and in Szeged, where subsidiaries of the company have enjoyed notable successes.
	Szeged, Arezzo, Gdansk, Tallinn,

Vilnius, Grenoble, Lodz,  Timisoara , International context

	44
	Monitor company status
	The legal status and powers of private companies should be monitored to avoid potential  problems.

Companies which are not properly registered may not be entitled to receive public contracts, or contracts from utility companies.  The law on joint ventures between municipalities and companies may affect the possibility of awarding contracts without further tendering.  Companies can make changes to the pay of directors, or the structure of their capital.

The question of company status and sub-contracting rights was an issue in Szeged. In Tallinn the company used profits to reduce the value of the shares invested in the company. Recent decisions by the European Court of Justice mean that it is more difficult for municipalities to give contracts to PPPs without competitive tendering.
	Tallinn, Budapest, Szeged, international context
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