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1 Introduction

Watertime is based on 29 case studies. These case studies are expected to provide information on the interaction between a range of PESTE factors, at various levels, and the parties and processes involved in decision-making, including the constraints on decisions and objectives of decision-makers, so that models can be developed of these interactions to guide future decision-makers.

Milan presents a number of singularities in respect of the other three Italian case studies and, more broadly, within the context of the Italian water industry. Firstly, Milan is the only Italian commune which constitutes an ATO on its own. That implies that, unlike in the cases of Arezzo, Bologna or Rome, urban water consumers in Milan will not be cross-subsidising consumers in less populated neighbouring areas. Secondly, Milan is the only European metropolis that has remained without any wastewater treatment plant until very recently and has been the object of an infringement procedure by the EU Commission on those grounds. The fact that the EU Commission has not imposed a pecuniary sanction might be explained with the fact that, after decades, a decision was eventually taken to award two BOT contracts to two private consortia. This process has been not only difficult but also highly controversial, characterised by investigations over bribery, lack of transparency and restricted competition.

As regards water supply, despite being the second largest city in Italy, Milan has had its water supply and sewerage services provided under direct municipal management until 2003. Although the city administration is committed to the privatisation of local public services for ideological and fiscal considerations, water supply and sanitation services were awarded to a 100% municipally-owned PLC, as a way of avoiding having to put the concession out to tender (yet, the water operator might be privatised at a later stage). Although the Galli Law requires the integration of water supply and sanitation services, the past decision to award a BOT contract to a private consortium for the construction and operation of a large wastewater treatment plant might mean that the current water operator will eventually assume operation of all water supply and sanitation services at the expiry of the private concession, with possible problems in terms of coordination between the public and the private operators. In this sense, Milan provides an interesting example of the possible effects of past decisions in terms of path dependency as well as of the consequences of failing to learn from recent history. In fact, lack of transparency surrounding the BOT contracts has remained a cause for concern 18 years ago as in more recent years.

2 City background 

As of 31st December 2002, the commune of Milan had a population of 1.3 million inhabitants
. 

3 Water and wastewater undertaking

3.1 Background

This section lays out a short introduction to the context of the case study water and wastewater undertaking, the role of the municipalities as well as a brief historical background of water and wastewater services in the city. It also includes information on the ownership, operational management responsibility and administrative structure of the water and wastewater services. 

3.2 Water and wastewater undertaking profile

Since June 2003, water supply and sewerage in the municipality of Milan is provided by the wholly municipally-owned PLC Metropolitana Milanese (MM) under a two to five year concession. As of February 2005, wastewater treatment services were being provided by two private consortia that had built two major treatment plants
, respectively operating under a 12 and half years contracts
. However, wastewater services provided were not covering the totality of requirements of the city of Milan.  

	DATA
	CONCEPT

	Undertaking identification
	Metropolitana Milanese (MM)

	Geographical scope
	City of Milan

	Type of activity
	Water supply and sewerage

	Type of assets ownership
	Public

	Type of operations
	Public 

	Total personnel (no)
	455
 

	Tariffs (EUR/m)
	€ 0.58/m3 



3.3 System profile

3.3.1 Institutional developments and territorial scope of water operations 

The restructuring of water supply and sanitation operations has been informed by the national reform of the water sector, introduced by the 1994 Galli Law (see Lobina, 2005: pp. 9-11). Pursuant to the Galli Law, responsibility for water supply and sanitation operations should have been transferred to a public authority representing all the municipalities within the relevant concession area, known as ATO (Ambito Territoriale Ottimale). In the case of Milan, the regional government has decided that, unlike any other ATO in Italy, Milan would fall within an ATO constituted of a sole commune. The decision was justified in the light of the technical and institutional specificity of water operations in the municipality of Milan in respect to the other 187 municipalities of the Province of Milan
. Regional law 21/1998 provided for the establishment of 12 ATOs within Lombardy, all corresponding to the territory of each Province. It was only the Province of Milan that was divided into two ATOs, one for the city of Milan (ATO Città di Milano) and the other for the remainder of the Province of Milan (ATO Provincia di Milano). However, this has not prevented the emergence of institutional conflicts within the ATO Città di Milano.
The territory of ATO Città di Milano matches the administrative borders of the municipality of Milan. Pursuant to regional law 21/98 the governing body of the ATO was originally constituted by the municipality of Milan (with 95% of voting power) and the Province of Milan (that could express 5% of votes)
. External representation of the ATO was entrusted with the president of the Province and the mayor of Milan, who had in turn delegated one member of the provincial and the municipal government respectively.

The ATO governing body is responsible for choosing the organizational form underlying water operations and selecting the water operator. It is also responsible for carrying out the survey of infrastructure, elaborating the investment program, defining tariffs and regulating the water operator, through its administrative arm also known as “Segreteria tecnica”, or technical secretariat, which was set up within the administrative structure of the municipality of Milan. 
The set up of the Ambito Authority took place in November 2001. Since November 2001, in spite of the ATO constitution the recognition began. Before the delegation MM prepared an inventory of the received assets. Within December 2004 the Ambito plan should be written and approved, even if the Region has not yet arranged the guidelines. Even before that date MM has already begun to receive the management guidelines. In July 2003, in order to put an end to continuous conflicts between the municipality and the Province of Milan, the Municipality of Milan became the unique coordinating body thus excluding the provincial administration from the ATO governing body.

3.3.2 The water supply system
With its 31 pumping stations and 550 wells, the city of Milan entirely relies on groundwater as a source for water supply. The water pipeline network is km 2,300 long. The total volume of water supplied yearly amounts to 250 million m3 
. Milan counts 49,000 users, relying on a per capita endowment of 500 litres per day. 

A problematic aspect of Milan’s water system is the continuously rising groundwater. This phenomenon represents a serious problem for the guarantee of the quality features of the delivered water. The groundwater, when going up, is contaminated chemically by the compounds discharged in the soil by several industrial, artisan and agricultural activities. In this way, the chemicals present in the soil contaminate the water designated to household consumers. Between 1994 and 1999 51 wells have been abandoned, as their water was not treated
. In order to be able to guarantee the quality of the water withdrawn, substantial investments are needed to build plants in non contaminated areas, to withdraw water from deeper groundwater (which present acceptable quality features) and to upgrade drinking water treatment plants by introducing active carbon filtration
.

The explanation for rising groundwater levels lies in the trend of decreasing water consumption as a result of the economic transformation which the city has undergone, with industries being increasingly replaced by services, as well as of demographic patterns. Since the 80’s the Milan productive system has known important structural economic changes. An increase of small-medium enterprises has been registered, together with a decline of major industries. For what concerns the economic activity composition, in the same period the tertiary sector (i.e. services) increased and the industrial sector activities decrease. As a consequence, bigger industries are transferred in the suburbs
. At the same time Milan residents decreased from about 1,700,000 in 1980 to over 1,300,000 in 1999 (Venegoni, 2000, p. 85).
3.3.3 Sewerage and wastewater treatment

The sewerage pipeline network is 1,380 km long
. It is a combined system (i.e. it catches both sewage and rainwater) and works by gravity (i.e. it exploits the soil slope, without needing pumping stations). This because the territory of Milan municipality has a slight slope (0.27%) following the North-West direction. The construction of sewerage network has been conditioned by the planimetric asset which determined the formation of concentric zones with respect to the central part of the city. Each zone is served by its own collector (Venegoni, 2000: p. 23).

Wastewater treatment relies on completion of three treatment plants:

· Nosedo (1,250,000 population equivalent) is a secondary treatment plant
 which will serve the city center and the central-eastern part of the city. The first part which has a capacity of 350,000 population equivalent was inaugurated in April 2003 (Corte dei Conti, 2003). The plant was fully operational by end 2004;

· Milan South (1,050,000 population equivalent), also know as San Rocco or Ronchetto delle Rane, is a secondary treatment plant that will serve the western zone of Milan and Settimo Milanese municipalities (Corte dei Conti, 2003). The Milan South plant became operation by September 2004
;

· Peschiera Borromeo (250,000 population equivalent) that will consists of a biological treatment plant in addition to an existing treatment plant which serves nine municipalities in the eastern part of the city (Corte dei Conti, 2003). Rather than being a new treatment plant, this is the extension of an existing plant, which CAP started building in 1975 and completed in the 80’s. The original plant had a treatment capacity of 316,000 population equivalent (Global Water Report, 2001). The Peschiera Borromeo plant, which will treat wastewater from the eastern part of Milan, is being constructed and will be managed under the responsibility and supervision of publicly-owned enterprise CAP, owned by a number of municipalities of the Province of Milan. In order to benefit from wastewater services provided under CAP’s responsibility, the municipality of Milan has signed a 26-year agreement in August 2000, providing for the transfer of wastewater charges paid by consumers in eastern Milan to CAP
.   

The choice to treat the discharges in three distinct plants derives from the existing collector characteristics (see above)
.

3.4 Region profile

	DATA
	CONCEPT

	DEMOGRAPHY AND ECONOMICS

	Population density (persons/km )
	182 persons/Km2 


	Population growth rate 
	

	· Current (% per year) 
	[1,298,799 (in 2002)-1,358,693 (in 1982)]/ 1,358,693 (in 1982) = -4.43 %


	· Forecasted (% per year)
	- 3.57% (in 10 years, foreseen in 2012 = 1.252.431); average for the future 10 years = -0.357%


	Gross National Product per capita (EUR/capita/a)
	€ 43,800


	ENVIRONMENT (

	Yearly rainfall 
	

	· Average (l/m2/a)
	1,003.8 mm/year (average for the past 30 years)


	· Maximum (l/m2/a)
	1,456.4 mm (1977) 


	· Minimum (l/m2/a)
	   614.8 mm (2003) 



3.5 Performance indicators

	INDICATOR
	CONCEPT

	CUSTOMER COMPLAINTS

	Customer complaints, water supply  (no/connect/a)
	About 2,000/49,000

	Customer complaints, wastewater (no/connect/a)
	n/a

	WATER LOSSES
	

	Non-revenue water by volume (%) 
	10.13%

	Water losses by volume (%)
	n/a

	Sewer network leakage (%)
	About 0%


4 Actors in water and wastewater services provision and production 
It might be interesting to note the prominence of institutional actors, from the EU to the national and regional governments, throughout the whole local decision making process. This is due to the path dependency of a number of legislative initiatives and the quality of the relative decision making processes, that is to say the decision making process on the content of provisions contained in the national and regional laws passed.

Also, French multinationals have directly and indirectly shaped the local decision making process in many forms. 

5 Episodes

5.1 Decision to award BOT contracts for the wastewater treatment plants

With its 1.3 million inhabitants, Milan has been until a few months ago the only European metropolis without an adequate wastewater treatment system. As raw sewage was discharged directly into the rivers Lambro, Seveso and Olona, in October 2001 the municipality was facing an estimated ITL 69bn (€ 35.63m) penalty from the European Commission for its failure to comply with the requirements of EU Directive 271/91/CE (Global Water Report, 2001). On those grounds, the EU Commission had started an infringement procedure against Italy in 1999 and condemned the Italian government, and thus indirectly the municipality of Milan, in April 2002, although without imposing pecuniary sanctions. Failure to impose the envisaged multi-million penalty might be explained with the fact that, after decades, a decision was eventually taken to award two BOT contracts to two private consortia, thus demonstrating the willingness of the municipal administration to put an end to its breach of EU law
.
Lack of transparency had led more than one project to a standstill in previous years. The upgrading of the metropolitan wastewater treatment system has been discussed since 1973, but projects have been repeatedly frustrated by a host of court cases and investigations. Also, the debate on the construction of the wastewater treatment plants protracted since the 70’s for a number of reasons
:

· Changing demographic patterns meant that water consumption fell considerably and that changed the technical variables to be taken into consideration in planning a comprehensive wastewater treatment plant for the city
.

· The studies on the treatment plant localisation prolonged during the 80’s (being conditioned by the characteristics of the Milan water system). Frequently the project proposal was hindered by the protest of the residents of the concerned areas (i.e. NIMBY syndrome
). These protests were exacerbated by the proposal to built a pipe which would have transferred the treatment discharges from Milano Sud to Nosedo;

· During the 90’s several bribe episodes, and the emerging of the Tangentopoli phenomenon (“Bribesville”), had de facto blocked public works for several years (see Lobina, 2005: p. 22).
Of the three projected wastewater treatment plants, Milan South is certainly the most controversial project, as a corruption scandal has led to the conviction of local politicians and a Veolia executive. The contract was then awarded to then Iberdrola subsidiary Pridesa, but ONDEO Degrémont obtained the annulment of the award 14 months after works had started. After a meeting with Environment Minister Altero Matteoli on 24th September, Milan mayor and extraordinary commissioner to wastewater treatment plants Gabriele Albertini decided to award the contract to the Degrémont-led consortium. As for the Nosedo contract, following three investigations this was eventually awarded in early 2001 to a consortium including Suez Degrémont and Veolia’s OTV (Global Water Report, 2001). Finally, the Peschiera Borromeo plant was awarded to a joint venture between Veolia subsidiary SIBA and Degrémont.

5.1.1 Milan South wastewater treatment plant

In March 1997, Milan city council approved the preliminary project
. On 18th June  1998, a competitive bidding procedure was held (sistema dell’appalto-concorso
) for the building of the Milan South wastewater treatment plant. The starting offer for the procurement auction was fixed at ITL 180 billion (about 93m €) and the amount for the management was determined in 36ml Lire (about 18,600€)
. Apart from Pridesa and Degrémont, other consortia were given permission to put forward bids, respectively led by Ansaldo, Impregilo, SnamProgetti and OTV
. 

The corruption scandal broke out in March 2000 but the court ruling and conviction of Veolia executive Alain Maetz among others came only in July 2001
. On 10th August 2000, the contract for the construction and management of the plant for two years was awarded to a consortium led by Spanish Pridesa, then wholly owned by energy company Iberdrola since December 2000 (Pridesa is now a wholly-owned subsidiary of German-owned and UK-based water multinational Thames Water
). Pridesa placed the best offer with ITL 129bn (€ 66.62m) for construction and ITL 22bn (€ 11.36m) per year for management and operation, against Degrémont’s ITL 143bn for construction and ITL 30bn per year for management and operation. As a result, Pridesa obtained 93,400 points in the tender evaluation versus Degrémont’s 86,452 points. Veolia’s OTV bid a total ITL 195bn (ITL 160bn + ITL 35bn) but was excluded from the tender for failure to comply with formal requirements in the presentation of the economic offer. Second qualified Degrémont requested Lombardy’s Regional Administrative Tribunal (TAR) to annul the award, but its request was rejected on 18th April 2000 as the regional court did not find any substantial flaw. Degrémont then appealed to the State Council, Italy’s Supreme Court in matters of administrative law, which annulled the award on 5th June 2000 ruling that Pridesa lacked the requirements to participate in the tender. In assessing the value of works carried out by Pridesa, the court did not consider the ITL 16bn treatment plant in Talavera whose works were not completed, so that the remaining works accounted for only ITL 86bn against the ITL 90bn required to participate in the tender. Following the cancellation of the award, the municipality was left with four alternatives: 1) award the contract to Degrémont; 2) the mayor could use his powers as the extraordinary commissioner for wastewater services to renegotiate Pridesa’s bid, as this was the only company among the bidders to be able to start works immediately; 3) hold a new competitive tender; 4) a competitive assessment of Pridesa’s and Degremont’s bids. Speculations had it that Environment Minister Altero Matteoli instructed the municipality to stick to the State Council’s decision and award the contract after redefining evaluation parameters. Which would automatically result in the exclusion of Pridesa and the award to Degrémont (Global Water Report, 2001). 

The Milan South contract was effectively awarded to Degrémont in late 2001 without holding a new competitive tendering nor a competitive assessment of Pridesa’s and Degremont’s bids. The threat of the EU-imposed multi-million penalty apparently was a major factor in the local decision to expeditiously award the contract. However, this led to a surge in the total costs of the construction and management of the plant not only as Degrémont had projected higher construction costs than Pridesa. Construction costs of the Milan South plant are currently set at € 87.75 million, while management and realisation of complementary works will be remunerated with a total € 48.46 million, that is to say € 9.69 million per year. Overall, the cost of the Milan South contract will be € 136.21 million which compares unfavourably with Pridesa’s original bid, even when considering that the duration of the management contract has been extended from two to five years, but also with the cost of the Nosedo wastewater treatment plant. This is larger than the Milan South plant (1,250,000 population equivalent as opposed to 1,050,000) and will be operated by the successful bidder for longer than the Milan South plant (12 and a half years as opposed to 5 years)
. Interestingly, the opposition had criticised the municipal administration for setting the starting initial offer for the Nosedo procurement auction at 5/4 of the maximum initial offer for the Milan South plant, fearing that this would have inflated the construction and management costs of the Nosedo plant.   

In September 2000, city councillor Basilio Rizzo requested Italy’s national audit body Corte dei Conti to look at the economics of the Nosedo concession. Mr. Rizzo criticised the municipality for setting the cost of the Nosedo plant by comparison with the maximum price fixed in the bidding procedure for the Milan South plant (ITL 180bn for construction and ITL 36bn for management) rather than with Pridesa’s best offer. In other words, as the Nodeso plant is slightly larger than the Milan South plant, the municipality calculated the value of construction by multiplying ITL 180bn for 5/4. According to Mr. Rizzo, this led to overestimating the costs of the Nosedo plant by ITL 48.8bn for construction and ITL 18.6bn per year for management (Global Water Report, 2001). 

“We are astonished at the intricacies of Italian bureaucracy which wiped out one year and two months of our work. We have constructed some 500 treatment plants in the last 15 years and never had any such problem”, a Pridesa source told GWR commenting the facts. While the State Council’s decision will provoke further delays which might cost dearly to the municipality of Milan, Pridesa is nearing completion of a 2,250,000 population equivalent wastewater treatment plant in Barcelona one and a half years after being awarded the contract. Nor they had any problem in timely completing a US$ 25m, 800,000 population equivalent water treatment plant in Shanghai. “The technical merits of our bid are unquestionable, as is demonstrated by the fact that Milan municipality asked us to sell the plans and costing we elaborated; an option which we ruled out due to our interest in bidding for the concession. Also, Pridesa was the only firm among the bidders to have experience of management of a larger plant than Ronchetto delle Rane (Milan South). We have in fact operated a 1.3 million population equivalent wastewater treatment plant in Madrid for 12 years until the contract was recently renewed for a further 6 years”, the source added (Global Water Report, 2001).              

5.1.1.1 Conviction of Veolia executive and a senior politician on corruption charges 

On 18th July 2001, Milan court magistrates convicted Alain Maetz, a senior manager in Veolia’s water division, and local politicians for bribery in connection with the award of the tender for the construction and operation of the Milan South wastewater treatment plant. Former president of Milan city council Massimo De Carolis received a prison sentence of two years and 10 months and Mr. Maetz received a prison sentence of one year and eight months with conditional discharge
. According to the judges, in 1998 Mr. Maetz paid a bribe of ITL 25m (€ 12,911) to Mr. De Carolis, who expected to receive up to ITL 200m (€ 103,291) to favour Vivendi subsidiary OTV in the bidding procedure. Also, in September 1998 Mr. De Carolis disclosed the list of bidders to Mr. Maetz, a list which should have remained secret until 28th October 1998. Reportedly, in January 1999 OTV bought 51% of Italian company Siba, which appeared in the secret list of competitors. Mr. De Carolis and Mr. Maetz, together with three intermediaries, will have to pay ITL 1bn (€ 516,456) damages to the city council. Mr. De Carolis’s lawyer said his client would appeal against the verdict. 

The case first exploded in March 2000 when daily La Repubblica exposed that Mr. Maetz planned to bribe politicians in the majority and opposition parties on Milan city council in order to win the ITL 200bn (€ 103.29m) contract. The evidence included a floppy disk, found by the French police and handed over to Italian magistrates, containing a letter by Mr. Maetz. In the letter, dated July 1998, he informed OTV’s partners in the venture that he had “excellent contacts” within the rightwing coalition governing the city and planned to pay a total ITL 4bn (€ 2.06m) bribes. Of which, some ITL 2.3bn would go to the majority parties, ITL 600m to the opposition and other money would go to grease the wheel through “experts” and “mediators”. He also stated that, as a condition to closing the corrupt deal, the consortium would have to include Coge, a firm 40% owned by Paolo Berlusconi, brother to media tycoon and current Prime Minister Silvio Berlusconi. However, as a matter of caution, Mr. Maetz stated he would request that Paolo Berlusconi sell his stake in Coge before this could become part of the bidding consortium. Finally, Mr. Maetz instructed the readers to destroy the letter.  

Mr. De Carolis belonged to the centre-of-right party Forza Italia of Silvio Berlusconi and, like Mr. Berlusconi, is a former member of the secret Masonic association P2 (Propaganda Two) which was banned under Italian law in 1981. It was Silvio Berlusconi who wanted Mr. De Carolis appointed as president of Milan city council. However, Mr. De Carolis resigned from the city council presidency following the March 2000 revelations and after repeated clashes with Milan mayor and extraordinary commissioner to wastewater treatment plants Gabriele Albertini, also of Forza Italia (Global Water Report, 2001). 

According to Italian news agency ANSA, in May 2003 the appeal sentence reduce Mr. De Carolis conviction to one year and eight months, as he was acquitted of the charge of revealing official secrets. However, the sentence confirmed corruption charges against Mr. De Carolis. Also, the appeal sentence confirmed Mr. Maetz’ conviction to one year and eight months on corruption charges. Both Mr. De Carolis and Mr. Maetz would resort to Corte di Cassazione, whose verdict would be final
.

5.1.2 Nosedo wastewater treatment plant (south-east of Milan)

This project has also been controversial. In November 1984, a contract for construction of the Nosedo plant was competitively awarded to a consortium led by Acqua SpA owned by the Pisante brothers, who then became the subject of investigations carried out by Milan magistrates due to alleged irregularities in the award. Throughout the years, the Pisante brothers have also been investigated by Italian magistrates in Novara, Monza, Catania, and Savona, in relation to their activities (Global Water Report, 2001)
. The Nosedo scheme was then suspended for 4 years pending an environmental impact assessment. In March 1990, the local government awarded a contract without holding a competitive tender to a consortium led by Emit, the former Acqua SpA, and including Degrémont and Unieco among others. The renegotiated contract covered the construction and 15-year management of the treatment plant, with construction costs estimated at ITL 238bn. In April 1995, Emit resorted to arbitration seeking damages for the delays suffered although the municipality declined responsibility. In July 1998, the two parties settled the dispute by agreeing that the city council would pay ITL 3billion damages to Emit. Also, the municipality of Milan would have contributed 45% of project costs, corresponding to ITL 117.5 billion
. The project has been bitterly criticised by the opposition for its costs, with projected investment costs rising from ITL 74billion in 1984 to ITL 294billion in 1992, to be finally reduced to some ITL 227billion, as well as lack of transparency and competitiveness. Opposition councillor Basilio Rizzo also noted that “the amount of investment contributed by the concessionaire has been reduced when compared with previous plans, so that the city council has had to participate substantially in financing the works” (Global Water Report, 2001).

The contract, initially for the construction and 15-year operation of the Nosedo wastewater treatment plant, then reduced to 12 and a half tears of operations, was awarded in early March 2001 to a consortium led by Siba (Società Italo Britannica dell’Acqua) and including Suez Degrémont, Veolia’s OTV and Italian companies Unieco and Grassetto among others. Suez Degrémont held an 18% stake in the consortium. Works have been carried out by Siba, which is 50% owned by Veolia with the remaining 50% held by Emit (Global Water Report, 2001). The total cost of the project amounts to € 134.79 million, including borrowing costs. More precisely, construction costs amount to € 117.21 million with operation costs totalling € 17.58 million. The private operator has also been granted € 2.44 million for extra works requested in the light of ministerial indications. The municipality of Milan will directly contribute 45% of total costs (equal to some €60.66 million), by tapping into an ad hoc fund constituted by water bills paid by consumers since 1997, while the remaining 55% (corresponding to €74.14 million) is to be tapped by the private consortium in the form of project finance
.
5.1.3 Peschiera Borromeo wastewater treatment plant (east of Milan) 

In July 2001, publicly-owned water company CAP published the auction “a procedura ristretta” 
 (following the D. Lgs. 158/95) for the planning, the construction and the management of the Peschiera Borromeo wastewater treatment plant. The initial offer was set at ITL 47 billion (over €24 million), excluding VAT
. On 14th December 2001, a joint venture between Veolia’s OTV subsidiary SIBA and Suez Degrémont won the auction and on 7th March 2002 signed the contract. However, on 13th May 2002 Lombardy’s Regional Administrative Tribunal (sentence n. 2061) accepted the appeal of Passavano Impianti and Torno Internazionale S.p.A) for the annulment of the award. On 17th July 2002 CAP and Milan municipality appealed against this decision. On 7th January 2003, the Council of State, Italy’s Supreme Court in administrative matters, rejected the appeal (sentence n. 1577/03) reversing the decision of the regional tribunal. As a result the Peschiera Borromeo has been definitely been awarded to the joint venture between SIBA and Degrémont.
Total construction cost amount to some € 22.16 million, of which nearly € 17.44 million for construction of the plant and around € 4.72 million for construction of the main sewage trunk connecting Milan to the plant. The Peschiera Borromeo plant is expected to become operational by April 2005.  

Restricted competition, corruption and exclusion from tendering

In July 1998, Milan deputy prosecutors turned down a 103 pages long dossier, submitted by former Milan vice-mayor Giorgio Malagoli and a number of Milan city councillors, without bringing charges. The dossier denounced the anti-competitive practices of a number of Italian and foreign companies in relation to the award of the wastewater BOTs in Milan. More precisely, the dossier exposed a December 1988 accord between 6 companies including EMIT (the former Acqua of the Pisante brothers, which owned 100% of SIBA until 1999 when Veolia’s subsidiary OTV acquired 50% of its capital), and Degremont, aiming at rigging the award of works contracts related to Milan’s wastewater treatment system. In case a wastewater treatment plant had been awarded to any of the parties to the accord, titled “Progetto Milano”, works contracts would be distributed to all the signatories according to a predetermined percentage of total value: EMIT would be entitled to 16.70%, Degremont would be also entitled to 16.70%, and so on. The judges decided not to proceed arguing that no corruption had taken place, although Mr. Malagoli had requested magistrate to investigate on the possibility of other crimes having been committed
. However, this suggests that private companies might have incentives at rigging competition in pursuit of commercial considerations. 

Although the “Progetto Milano” accord appeared to be confined exclusively to works contracts, the behaviour of the two major multinationals in the sector (Suez through Degrémont and Veolia through OTV and SIBA) has resulted in restricted competition in the award of the three contracts for the Milan wastewater treatment plants. In fact, the SIBA-led consortium awarded the BOT for Nosedo also includes Degrémont while the construction of the Peschiera Borromeo plant has been awarded to a joint venture between SIBA and Degrémont.           

Furthermore, the conviction of Veolia's senior manager Alain Maetz on grounds of corruption has apparently not affected the multinational's ability to bid for wastewater contracts in Milan. It should be noted that the court ruling on the corruption case was rendered in July 2001, but the scandal broke out in March 2000 as it emerged that the Italian police had obtained hard evidence of Maetz's plans to bribe local politicians in the majority and opposition parties.

In relation to the bidding procedure for the Milan South plant, OTV, which had submitted a higher bid than Pridesa and Degrémont, was excluded for failure to comply with formal requirements in the presentation of the economic offer. The contract was awarded in August 2000. As regards the bidding procedure for the Peschiera Borromeo plant, the conviction of Alain Maetz did not prevent Veolia from bidding through its subsidiary SIBA.

5.2 Decision to award a short-term water supply and sewerage concession to a municipally-owned PLC: 1994 to 2004
5.2.1 Failure to award concession to a municipal “azienda speciale”: 1994-1997 

Milan water supply has been provided under direct municipal management since its establishment back in 1887 and a municipal department was carrying out water supply and sewerage operations. Despite some problems in terms of delayed interventions due to the bureaucratic procedures associated with direct municipal management, Milan’s public water supply and sewerage provision was satisfactory as demonstrated by the low tariffs and positive efficiency indicators such as Unaccounted-for-Water (UFW). As of 1999, UFW was estimated as being below 10%, although this was on the increase compared with the period 1980-1982 when UWF was in the range of 4% to 6%. Also, with its 540 employees, Milan’s water service had an estimated 600,000m3 yearly supplied /employee, while the same ratio for all Italian aqueducts was in average below 300,000 (Venegoni, 2000: pp. 83-86). 

The first proposal to separate the water service book-keeping from the municipality budget by the constitution of an appropriated management body was made in 1995. The overtaking of the direct labour management was discussed by the Formentini’s administration. In March 1997, the municipality executive committee, at the end of its office term, approved a resolution to form a municipally-owned “Azienda Speciale” (see Lobina, 2005: pp. 7-9) which would be responsible for operating water supply and sanitation services
 under a concession
.

The scarce transparency of direct municipal management, due to the absence of a separated book-keeping, was the cause of the under investments in water sector. According to an interviewed stakeholder, water services were in fact considered the “Cinderella” among the municipality-owned public utilities. This was due to the fact that water network maintenance costs were deemed less important than other expense items
. Giuseppe Raimondi, Director of the Environment and Energy department of the municipality of Milan, has explained that despite the fact that water tariffs covered some 80% of total costs, direct municipal operations were capable of generating a yearly sum ranging from ITL 20 billion to ITL 30 billion which was made available to the municipality. The commune, in the light of the satisfactory service quality and state of the infrastructure, as well as in view of requirements to invest in other municipal services, often decided to use revenues perceived from water operations to fund expenditure in other areas rather reinvesting them into the water system
.

The decision to restructure water supply and sewerage operations was aimed at tackling a number of problems that direct municipal management found difficulty in solving, including the following
:

· groundwater contamination;

· pollution of rivers;

· rising groundwater levels;

· the absence of a wastewater treatment system.

In particular, the municipality executive committee identified organizational problems associated with municipal direct management in the “considerable lack of personnel and adequate resources”. Restructuring into a different form of municipal enterprise would have addressed such shortfalls, as “the legal status and the management autonomy will allow the Azienda Speciale to use resources in a more efficient, effective and innovative way than under direct municipality management”
. Also, the proposal to form an Azienda Speciale “aimed at insuring the full administrative, management and accounting autonomy and at defining clearly the relationships with the Municipality Administration necessary to continue the Azienda Speciale activity”.

The establishment of a municipally-owned PLC was considered as an option but was not chosen, as was deemed not “feasible”
, in “the absence of technical, economic and social reasons to justify a delegated management”
. Instead it was stressed that the Azienda Speciale would allow the preservation of a strong interdependence between the Azienda Speciale and the Municipality, which was regarded of strategic importance to maintain a control over water and sewerage activities.

The municipality decided that the new “azienda speciale” would operate according to the principles of cost-effectiveness, effectiveness and efficiency, principles already established by the Galli Law, as well as pursuing innovation and operational flexibility
.

It should be noted that the decision was adopted by the city council in March 1997 but not implemented as the Formentini administration did not have enough time prior to the 1997 municipal elections which saw the victory of Gabriele Albertini. A reason for the delay in the adoption of the municipal decision to restructure municipal water and sewerage operations was the absence of a regional law integrating the Galli Law with more detailed provisions, for example defining the territory of the concession areas (ATO) in which the region Lombardy would be divided. Although such a delay was explained with the technical complexity of the task, the municipality had decided to restructure its water services as this was seen as no longer deferral. 

5.2.2 Failure to award concession to majority municipally-owned PLC SOGEA: June 1997 to December 2001  

In May 1997
, Gabriele Albertini became mayor after winning municipal elections on a neo-liberal ticket, emphasizing the privatization of municipal services. Mr. Albertini decided to reverse the decision of the prior administration to restructure water operations into an “azienda speciale” and opted instead for a municipally majority-owned PLC.   

Although the Galli Law did not require the transformation of services provided under direct municipal management (see Lobina, 2005: pp. 7-9), organisational change was imposed by the regional law L.R. n. 21/98, approved on 20th October 1998, which aimed at defining more punctual rules for the implementation of the Galli Law. Art. 7, L.R. n. 21/98 provided for the provision of water supply and sanitation services to be organised according to any of the organisational modes listed by l. n. 142/90, with the exception of direct municipal management which was explicitly excluded. In other words, the regional law left local authorities with the option to choose the organisational mode for the provision of water supply and sanitation in each ATO among the following: “azienda speciale”; PLC or limited company majority or minority owned by local authorities; privatised concession.

In October 1999, Milan city council adopted a decision, pursuant to art. 7, L.R. n. 21/98, to abolish the municipal department which had since operated water supply and sewerage, and to transfer operations (including its 540 employees) to a PLC majority owned by the city council, after the latter had been set up.

The alternatives considered by the Municipality Executive Committee consisted on the creation of an ad hoc PLC company or in the delegation of the service Management to another municipality-owned utility
.

The Municipality Council decided to constitute a municipally-owned PLC, which would be named SOGEA and would operate under a 30 year concession and would pay a yearly concession fee (“canone”) for the use of municipally-owned infrastructure, for a total value of ITL 31,724 billion (about €16.4 million). The aggregate value of concession fees was calculated in the light of the remuneration of municipal assets to be transferred to the concessionaire and the repayment of loans contracted by the municipality for the construction of infrastructure (Venegoni, 2000: p.6). SOGEA would have had to act according to the principles of cost-effectiveness, effectiveness, efficiency and was bound to ensure the financial balance of operations.  

The decision to award a concession to a PLC appears to have been informed by parliamentary works on a draft bill that had to reform the discipline of local public services, including water supply and sanitation. The draft bill provided for the award of concessions through competitive tendering procedures in which only PLCs would be entitled to participate. Concessions directly awarded without competitive bidding would have been safeguarded only temporarily, for a limited number of years (Venegoni, 2000: pp: 65-68). The municipal administration was of the view that establishing SOGEA as a PLC would serve its purposes
 in that it would allow to
:

· make the management  aware of its responsibilities about the Azienda Speciale;

· manage water services in an entrepreneurial way, with a higher flexibility than the direct labour management;

· increase the transparency of accounts; the set up of the company allowed to separate the water service book keeping from the Municipality general budget, in order to “convoy to the water service the resources that it generated”.

· create the conditions to find shareholders willing to inject financial capacity and know how. 

About the choice of the firm controlled by the Milan Municipality, semi-privatised electricity operator AEM was chosen to hold 1% of SOGEA shares.

The PLC, which was to be named SOGEA (Società Generale delle Acque SpA), would be 99% owned by the city council and 1% owned by the partly municipally-owned electric utility AEM Milan
. The mayor pointed out that AEM had been chosen as private partner as this was a PLC, although still majority owned and controlled by the city council itself, which would facilitate and speed up the decision making process. Apparently, the city administration intended to proceed with the privatisation of SOGEA at a later stage.
The company was expected to start operations at the end of 2001
. Since 2000, AEM had been interested in acquiring water supply and sanitation operations until then managed by Milan municipality
. AEM, whose core business at that time included electricity and gas, was supposed to become a SOGEA shareholder had through an alliance with Geonoa’s semi-privatised multi-utility AMGA
.

In January 2001, the procedure for the SOGEA set up went on, when a report of Milan Municipality
 identified the workers that had to be transferred to the company. The workers came from the water, sewerage and book-keeping departments
. However, the process to establish SOGEA was eventually slowed down by the lack of an agreement on the industrial partner choice
.

Before SOGEA was set up, the Italian Parliament approved l. n. 448/2001 in December 2001 (the 2002 Budget Law) whose art. 35 imposed de facto the selection of water operators exclusively through competitive tendering, with the only exception being represented by the direct award of a concession to a wholly publicly-owned company provided that within two years of the concession award an equity stake of at least 40% was sold to a private operator selected through competitive tendering (see Lobina, 2005: p. 15). 

5.2.3 Short-term concession award to 100% municipally-owned PLC and uncertain future: December 2001 to date 
As a reaction to the adoption of art. 35, l. n. 448/2001, in November 2002 Milan city administration decided to award a 3 to 5 year water supply and sanitation concession for the ATO Città di Milano to Metropolitana Milanese (MM), a publicly-owned engineering and construction company operating the underground service in Milan. As the city council owned 99.97% of MM, with the remaining 0.3% owned by the municipal company SEA (the operator of Milan’s airport, also to be privatised), it was decided that the city council would acquire the remaining stake so to own 100% of MM and comply with the provisions of art. 35, l. n. 448/2001. The mayor motivated the decision to award the concession to MM in the light of legislative requirements allowing a direct award only to 100% publicly-owned companies, otherwise there would have been a competitive tender which would have been presumably won by a French multinational, something that the administration wanted to avoid. MM was chosen as the concessionaire as it appeared relatively more prepared to assume water operations due to its activity in constructing tunnels and the consequent knowledge of Milan groundwater. However, it should also be noted that, in order to obtain the required 100% ownership of the water concessionaire, it was less costly for the city council to acquire the remaining 0.3% owned by SEA in MM than the 49% necessary to become the sole owner of AEM.  

The water service management had not been transferred to AEM because “It had to be sold to a company that was totally controlled by the Milan Municipality. Otherwise, we would be obliged to call a competitive tender. In this case the French firms would have won. To avoid that we preferred to delegate the public activities to MM which excavated galleries and was the company more suitable for this sector” 
.

The municipal administration deemed that, while prospects of succeeding in international competitive tenders were not strong at the moment, the local water operator would have participated in competitive bidding once that it had acquired sufficient capacity
. Furthermore, the decision to award the concession to MM was adopted in the light of its experience and technical know-how, its potential and in order to enhance its valorization
.  

The award to MM was harshly criticised by Italian Minister for the Environment Altero Matteoli who claimed that this was in sharp contrast with EU and Italian law and protested that the concession should have been awarded through competitive tendering. In fact, the statutory instruments required to define the duration of the concession directly awarded (although within the limits set by art. 35 of between 3 and 5 years) had not been approved as in the meantime art. 35, l. n. 448/2001 had become the object of the EU infringement procedure and its constitutional legality had been challenged by a number of Italian regional governments (see Lobina, 2005: pp. 15-16). In December 2003, Italian legislation changed again and this time it allowed the direct award of a concession to wholly-publicly owned companies (see Lobina, 2005: pp. 17-18), apparently safeguarding MM’s legal position. Nonetheless, it is not clear how the new legal framework will affect future decisions by Milan’s city council on the organisational structure of water supply and sanitation services in the ATO (e.g. extension of the duration of the current concession, privatisation of MM or else).

On 18th June 2003, a short term water supply and sewerage concession of a maximum duration of 5 years was awarded to MM. The duration has been initially set in two years and in June 2005 this will be subject to review with a possibility of an extension. It should be noted that the decision to limit the duration of the concession to two and five years, has been adopted pursuant to art. 35 of the 2002 Budget Law
. This provision has been subsequently amended allowing for concessions to be directly awarded to wholly municipally-owned PLCs up to a maximum of thirty years (see Lobina, 2005: pp. 17-18). However, Milan city council has not taken advantage of such possibility and in July 2004 the mayor was considering whether to list MM on the stock exchange or to sell around 40% of its capital to a private partner
. 
Although the temporary duration of the concession is two years, the investment plan drawn by the ATO secretariat, whereby the ATO is constituted solely by the municipality of Milan, is for a total of three years. 

MM started operations on 30th June 2003 and projected investments of € 98.5 million in 3 years, especially in sewerage. The municipal administration would have benefited from payment of concession fees of € 21.6 million in 2003 and € 22 million in 2004 for the use of infrastructure owned by the city, plus dividends. The concession agreement (art. 6) establishes the duties of the operator concerning the investments. This is obliged to make all the interventions related to the ordinary and extraordinary maintenance and every intervention arranged in the annual and medium term plans approved by the ATO authorities. MM took over the contracts stipulated by the Municipality from the date of the Convention. It acts as an indirect organ of the municipality. About the interventions, MM can present to ATO a proposal for the program (art.13). Tariffs are fixed by the ATO governing body.  
During the first months of the service management MM focused on the reduction of the network losses, that were 10% of the withdrawn water (lower than the national average). The units of first intervention were strengthened and a reduction concerning the leakage signaling (from 12 during the direct labour management to 5 now) was registered. MM was charged to reduce the hidden losses
. The maintenance interventions held in an urban context densely inhabited favored the research of excavation techniques less invasive, to avoid discomfort to the citizens. This need highlighted the shortage of skillful staff. Besides the quantitative aspects (that however are not a problem because the town is endowed of a huge good quality amount of water), MM adapted its activity to the new standards introduced by the D.Lgs. 31/01 (implementing the dir. 98/83/EC) which tightened the supplied water purity parameters. After the law came into effect some wells were closed and actions to withdraw the water from deep aquifers were arranged.

The respect of these qualitative parameters involved the purification techniques adaptation and highlighted the necessity to improve the company know how on this matter. For this aim a research department was created. A crucial factor concerning the transition from the direct labour management to the MM delegation was the transfer of almost 500 workers from the Water Service department of Milan Municipality to MM. Crucial factors in the success of this transition has been the employee motivation (which was crucial in improving the service management effectiveness) and a more dynamic environment.

MM was awarded a water supply and sanitation concession because the Galli Law requires the integration of water supply, sewerage and wastewater treatment services. As a matter of fact, at least initially, MM will operate only the services transferred from the municipal management, that is say water supply and sewerage, as the two main BOT contracts are still underway. In order to solve this contradiction, MM has been awarded the responsibility for providing all the three services, which implies that it can directly operate water supply and sewerage while monitoring the operations of the private consortia. More precisely, it is uncertain whether MM will operate Milan South wastewater treatment plant at the expiry of the concession to ONDEO Degremont (construction + 5 years of operations). As regards the Nosedo wastewater treatment plant, where the private consortium enjoys a longer concession (12 and a half years of operations), MM will only supervise the private operator. Whether MM will eventually directly operate the Nosedo wastewater treatment plant depends on future decisions by Milan city council on the extension of MM’s concession. Current arrangements provide that water supply and sanitation bills are collected by MM, which then provides to transfer to the private consortia operating the wastewater treatment plants their share. 
6 Participation and Sustainability in Decision-making
6.1 Participation

The table below is an attempt at summarising the forms of public participation that have taken place in each of the two episodes analysed. The symbol “1” indicates that a certain form of public participation, as indicated by the first column on the left, has taken place within a certain episode.

Public Participation by episode in Milan 

	Episode:
	Ep1
	Ep2

	Information – Transparency


	
	

	Media
	1
	1

	Web – Internet
	1
	

	Notice Board
	
	

	Information centers
	
	

	Others (Municipality documents – deliberations and minutes)
	1
	1

	Consultation

	
	

	User questionnaires
	
	

	Impact assessments
	
	

	Focus group
	
	

	Opinion polls
	
	

	Discussion 
	1
	

	Participative budget
	
	

	Others (consultation with consumer organisations)
	
	1

	Discussion


	
	

	Multi-attribute analysis
	
	

	Subsidiaries roles 
	
	

	Planning for real
	
	

	Meetings 
	
	

	Others…
	
	

	Codecision making


	
	

	Partnership 
	
	

	Consensus building
	
	

	Participative budget
	
	

	Stakeholders members
	
	

	Others…
	
	

	Decision making


	
	

	Concessions
	
	

	Stakeholders as operators
	
	

	Delegation
	
	

	Capacity building
	
	

	Others…
	
	


So far, the whole decision making process on the reform of water supply and sanitation services in Milan has seen little if any public participation. In this sense, two obstacles have been identified by civil society groups and political parties that are trying to promote public participation: a) the reluctance of local authorities and the coalition in office (at municipal, provincial and regional levels – where Forza Italia and the centre-right was predominant) to introduce effective forms of public participation (strengthened by the historical absence of a public participation culture in Italy, see Lobina, 2005: pp. 22-23). In that sense, it should be noted that the 1998 regional law implementing the Galli Law is silent on public participation
, while the December 2003 regional law provides for Lombardy’s regional government to promote public participation in water resources management, but not in water supply and operations
; b) the difficulty, at least at this early stage, to raise popular awareness to the importance of decisions on the reform of water services
.
Nonetheless, the above civil society groups and political parties have established a network of organisations known as “Comitato Acqua Milano” (Milan Water Committee), which is taking action to support local authorities opposed to privatisation, promote referenda to change regional legislation, affect the results of the upcoming June 2004 provincial elections and generally raising awareness of the broader public. Despite the level of activity of the Committee, it remains to be seen to what extent it will be able to meaningfully influence the decision making process in Milan and the region Lombardy
.
The ATO technical secretariat has engaged with consumers, apparently out of courtesy rather than under any specific legal obligation to do so
.
Sustainability

This section assesses how the decision making process in each episode addressed sustainability objectives, in terms of water supply and sanitation provision. Decisions are first taken into account in view of how their objectives directly relate to sustainability and of the motives informing their adoption. For example, not all objectives pursued by decision makers are necessarily conducive to water sustainability as a number of personal, institutional and stakeholders’ interests might prevail in the course of the decision making process. Subsequently, decisions are assessed in the light of the extent to which implementation of the adopted decisions succeeded in achieving set targets.
6.1.1 Sustainability of Final Outcome for Episode 1

6.1.1.1 Political and institutional sustainability

The political sustainability of the decision to award BOT contracts for the wastewater treatment plants proved low. Despite the decision generated a high level of controversy in terms of popular protests and EU sanctions due to the protracted delays in implementation, a formidably high degree of judicial activity at criminal, administrative and arbitrational levels, concerns about the legality of private companies interested in business related to the wastewater treatment plants and restricted competition, the BOT schemes have shown considerable durability. This can be explained in the light of the path dependence of the decision to award the first BOT contract in November 1984 and the ensuing liability of the municipality and the private companies’ persistence in pursuing their commercial objectives. As a matter of fact, political durability might have undermined the sustainability of wastewater services provisions from the economic and environmental points of view. Also, it remains to be seen whether the award of the BOT contracts to private consortia characterised by the constant involvement of major water multinationals will produce other effects in terms of path dependency when, pursuant to the Galli Law, water supply and wastewater operations will have to be managed by a unique undertaking for the whole city of Milan.

6.1.1.2 Economic sustainability

The economic sustainability of the decision to award BOT contracts for the wastewater treatment plants proved low. Lack of transparency surrounding subcontracting of works, restricted competition in the award of the BOT contracts, doubts on the assessment of costs of building and managing the two major wastewater treatment plants, together with the judicial annulment of an economically more advantageous offer for the second largest plant, raise legitimate doubts on whether the municipal administration obtained good value for money from the BOT contracts.     

6.1.1.3 Social sustainability

The social sustainability of the decision to award BOT contracts for the wastewater treatment plants proved modest. Despite all the controversy generated (see section 6.2.1.1 above), the general public has failed to mobilise on the issue (with the obvious exception of the location of the plants and protests organised by environmental associations), with little demand for public participation meeting an even lower offer from local authorities. However, limited public participation might have contributed to feeble transparency and accountability.

6.1.1.4 Technical sustainability

The technical sustainability of the decision to award BOT contracts for the wastewater treatment plants proved modest. In fact, in the case of the Milan South plant, the technical merits of Pridesa’s bid were foregone with the annulment of the first award in favour of Degremont. 

6.1.1.5 Environmental sustainability

The environmental sustainability of the decision to award BOT contracts for the wastewater treatment plants proved low, in the light of the exceedingly delayed implementation. Also, doubts surrounding the ability of the municipal administration to obtain good value for money from the award of the contracts for the three wastewater treatment plants, means that the environment might have lost out in relative terms as more expensive investments and operations results in less available resources to devote to enhancing the quality of water bodies.

Sustainability of Final Outcome for Episode 1

	City:
Milan
	
	
	
	
	

	Episode 1
	Political
	Economic
	Social
	Technical
	Environmental

	PESTE  factors (
	
	
	
	
	

	Sustainability
	
	
	
	
	

	High
	
	
	
	
	

	Medium
	
	
	X
	X
	

	Low
	X
	X
	
	
	X


6.1.2 Sustainability of Final Outcome for Episode 2

6.1.2.1 Political and institutional sustainability

The political sustainability of the decision to award a short term concession to a municipally-owned PLC proved low, in the light of lack of focus on sustainability objectives, political inaction in anticipation of national and regional legislation to be adopted, conflicts among or lack of coordination between the municipal administration and an array of institutions at national, regional and provincial levels, as well as recent attempts of the municipal administration to restrict democratic accountability on relevant decisions. The decision to award a concession to a municipal “azienda speciale” could not be implemented due to delayed adoption in the absence of regional legislation, although this did not represent an impediment to in-house restructuring. As the operations of an “azienda speciale” could have been eventually extended to other communes, depending on the scope of the relevant ATO, there was little reason to put much needed reform on hold. The reversal of the decision to set up an “azienda speciale” by Mr. Albertini has resulted in further unnecessary delays. This because failure to implement an already adopted decision required to restart the whole decision making process, whereas the “azienda speciale” setup provided all the flexibility for its subsequent transformation of its legal status, if that had proved a desirable outcome. Indeed, Mr. Raimondi stressed in his interview that the intentions of the Formentini administration were to first set up an “azienda speciale” and possibly transform it later into a PLC. Delayed restructuring of municipal water and sewerage operations has in turn resulted in hasted implementation of the Galli Law in terms of planning and in the award of a temporary, short term water supply and sanitation concession. In November 2003, national watchdog Supervising Committee (see Lobina, 2005: p. 8) resorted to the Head of State to annul the concession awarded to MM on grounds of breach of the prescribed procedure in terms of planning and selection of the operator. Despite current legislation allows the municipal administration to directly award a long-term concession to a wholly municipally-owned PLC such as MM, which would provide stability after protracted uncertainty, the municipal government has preferred to retain a temporary solution while it ponders on the future ownership structure of MM. In that sense, it should be noted that either the listing of MM on the stock exchange or its part-privatisation through the sale of 40% of its capital to a private partner appear to address commercial and fiscal considerations, such as the valorisation of MM and enhancing the municipal administration’s revenues, rather than water sustainability objectives. Furthermore, in June 2003, the municipal government changed the municipal statute providing for its exclusive powers on matters related to the sale of municipally-owned companies, thus excluding the city council from such decisions. Finally, although Lombardy’s Regional Administrative Tribunal has annulled the amended municipal statute, concerns remain over attempts to restrict democratic accountability and transparency in order to ensure smooth decision making.          

6.1.2.2 Economic sustainability

The economic sustainability of the decision to award a short term concession to a municipally-owned PLC proved moderate, due to the protracted delay with which much needed reform has been implemented. This has preserved a situation in which tariffs did not cover 100% of operating and capital costs and substantial revenues were diverted from the water supply and sewerage system to relieve the municipal budget. Although tariffs in Milan appear to be low in relation to other major Italian cities, neglect might result in upwards pressure on pricing. The continuous diversion of economic resources from water and sewerage operations to other municipal priorities has meant that the infrastructure system and the operator’s human resources have been put under considerable stress. The engineering division of the municipal water departments were particularly understaffed as employment of highly skilled technicians was blocked to maximise the municipality’s fiscal position. As regards UFW, if current levels appear to be satisfactory, at 10.13%, it remains to be seen on what grounds the municipal water departments had declared to provincial authorities that in 2000 this had reached 20%
. As such data were submitted to inform planning and costing of urgent investments in sewerage and sanitation, the answer to the above question might contribute to a more accurate assessment of sustainability in the context of Episode 2.    
6.1.2.3 Social sustainability

The social sustainability of the decision to award a short term concession to a municipally-owned PLC proved modest, in the light of limited public participation. This is due to the absence of any specific legal obligations to introduce participatory decision making (the 2003 regional law providing for public participation appears to apply to the phase prior to the selection of the water operator and might thus not apply in the case of Milan), to the lack of political will, and the absence of citizens’ awareness as good quality water is supplied for a low tariff. 

6.1.2.4 Technical sustainability

The technical sustainability of the decision to award a short term concession to a municipally-owned PLC proved low, due to the protracted delay with which much needed reform has been implemented. The new municipally-owned current operator appears to have all the skills and resources necessary to address past underinvestment and inherited difficulties. However, the limited duration of the concession underlying operations creates uncertainty on the future and contributes to a situation in which the current operator is focusing more on the solution of short-term problems rather than on the long-term development of the system. Furthermore, as current hypotheses on the listing of MM on the stock exchange or its part-privatisation revolve around the securitisation of the water supply and sewerage network, it remains to be seen whether change in MM’s ownership will result in further diversion of resources from the infrastructure system.

6.1.2.5 Environmental sustainability

The environmental sustainability of the decision to award a short term concession to a municipally-owned PLC proved modest. Although on the increase, UFW has so far remained at relatively acceptable levels. On the other hand, the integrity of the sewerage network might cause more concerns, but the major part of the present three-year investment programme is devoted to address such matters.  

Sustainability of Final Outcome for Episode 1

	City:
Milan
	
	
	
	
	

	Episode 2
	Political
	Economic
	Social
	Technical
	Environment

	PESTE  factors (
	
	
	
	
	

	Sustainability
	
	
	
	
	

	High
	
	
	
	
	

	Medium
	
	
	X
	
	X

	Low
	X
	X
	
	X
	


7 City in Time 

In the last decades of the XIX century, more than 600 epidemics broke out throughout Europe, about 70% of those caused by water-borne diseases. This led Milan’s public opinion to call for the construction of an aqueduct to serve the city. As a result, the city council appointed a special commission in October 1887 in order to evaluate the various options and report to the city council. The commission eventually decided to accept the proposal of the technical office of the commune of Milan, that is to say to dig wells and supply ground water. The first wells were constructed in the second half of 1888. The decision to use groundwater as a source since the beginning of aqueduct’s activity might be regarded as having created a technical path dependency. In fact, to date groundwater remains the only source of drinking water supplied to the city of Milan (Venegoni, 2000: pp. 20-22).   

The first project for the construction of a sewerage network, although limited to the city centre, dates back to in 1868. Between 1868 and 1878, 3,584 metres of sewers were built with a total capacity of 8,304m3. In 1890, a comprehensive project for the city’s sewerage network was completed by the technical office of the commune of Milan (Venegoni, 2000: pp. 22-26).

It should be noted that the water supply service was set up as a department of the technical office of the commune of Milan in April 1887 (Venegoni, 2000: p. 26) and has remained under direct municipal management up to November 2002.

8 Conclusions and discussion of findings

The following appear to be general conclusions to be drawn from the Milan case study, which might have a broader relevance to enhancing sustainability through urban water supply and sanitation services reform.

1) Transparency appears to be an issue of particular concern when BOT-style contracts represent a sizeable long-term opportunity for rent-seeking actors. Corruption, anti-competitive practices, inflated construction and operating costs, not to mention expensive and time-consuming legal litigation, are all risks that should be carefully evaluated even by the most resourced municipal administrations if they are to retain control over the reform process. In fact, entering long-terms arrangements in conditions of dubious transparency might produce negative effects in terms of path dependency. 

2) State autonomy theory appears capable of explaining how the performance of an efficient municipally-owned undertaking might be adversely affected by the interests of local government. In the absence of checks and balances ensuring that operational decisions serve the intended purposes and without adequate transparency and accountability, the pursuit of fiscal considerations might prejudice sound management. However, fiscal considerations appear to be a persistent factor in decision making irrespective of the organisational form underlying water supply and sanitation and, due to their potentially damaging effect on the sustainability of water services, public and transparent debates on the implications of funding water and other municipal services should inform decisions on urban water reform.   

3) In a complex world where local authorities have to take decisions pursuing a variety of public interests in the light of technical and economic constraints and in a changing institutional environment, public enterprises appear to offer considerable potential in terms of both organisational and operational flexibility. More precisely, publicly-owned undertakings set up under different organisational modes appear particularly suited to adjust to changes in external circumstances and positively respond to the demands of local authorities in the light of relatively strong principal-agent relationships. Also, the public sector should not be regarded as a monolithic entity in the light of the diversity of organisational modes encompassed. Different arrangements can be found under municipal ownership and management of water supply and sanitation services, ranging from direct municipal management to “azienda speciale” or its international equivalent, to a wholly municipally-owned PLC. If any of the above organisational modes might enable efficient operations, depending on the underlying institutional framework, structural differences allow for ring-fencing finances, accelerating managerial decisions or accessing human and technical resources according to local requirements. Local authorities should carefully consider all the above when taking decisions on the reform of urban water services, bearing in mind the distinction between the responsibility of the principal and that of the agent and aiming at providing an adequate institutional framework for a reliable agent to pursue a variety of sustainability objectives.
4) Depending on the local political setup, social values and traditions in terms of participation and deliberation, the lack of appreciable levels of public participation in the water supply and sanitation sector might be explained in the light of the absence of legal provisions requiring the adoption of specific forms of participation. Public participation might have much to contribute to decision making on the reform of urban water supply and sanitation systems by enhancing transparency and accountability and ensuring that a more comprehensive range of sustainability-oriented considerations are addressed in the process. In fact, the diversion of resources from sustainability objectives is often induced by the prevailing of interests carried by few or sometimes individual stakeholders, such as private operators (whereby interests coincide with profit maximisation) and municipalities (whereby interests coincide with the maximisation of fiscal revenues).
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� Relevant region must be regarded as the area served by the water undertaking, since it can be the city, as in Grenoble or Timisoara cases, or the autonomous community, as in Madrid case study





� Source: � HYPERLINK "http://www.comune.milano.it/WebCity/Documenti.nsf/a05ac22aa8296639012567b6005b1193/64858db7c1a72445c1256c590035217f?OpenDocument" ��http://www.comune.milano.it/WebCity/Documenti.nsf/a05ac22aa8296639012567b6005b1193/64858db7c1a72445c1256c590035217f?OpenDocument�. 


� Source: Municipality of Milan, � HYPERLINK "http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html" ��http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html� (accessed 26th February 2005). 


� Source: Municipality of Milan, � HYPERLINK "http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html" ��http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html� (accessed 26th February 2005).


� Number of municipal employees transferred to MM in June 2003. Source: Interview with Beatrice Dolfi and Roberto Recchia, Segreteria tecnica, ATO Città di Milano, 24th September 2004.  


� Source: Email communication with Beatrice Dolfi, Segreteria tecnica, ATO Città di Milano, February 2005; see also  Comitato di Vigilanza per l’uso delle risorse idriche (2003), Relazione al Parlamento.


� Source: Interview with Beatrice Dolfi and Roberto Recchia, Segreteria tecnica, ATO Città di Milano, 24th September 2004.


� See Art. 10 del R.R. n. 5/2001 del 16 luglio 2001.


� Source: � HYPERLINK "http://www.metropolitanamilanese.it" ��http://www.metropolitanamilanese.it� (accessed 25th January 2005). 


� See Venegoni, 2000.


� � HYPERLINK "http://www.metropolitanamilanese.it" ��http://www.metropolitanamilanese.it� accessed on 20/12/04.


� See Lecca S., 2003, “La dinamica dell’economia di Milano negli anni `80”, Impresa e Stato, 43. URL: � HYPERLINK "http://www.mi.camcom.it/show.jsp?page=67780" ��http://www.mi.camcom.it/show.jsp?page=67780� accessed on 20/12/04.


� The first project of sewerage in Milan was made in 1868 (Venegoni, 2000: p. 23).


�The treatment a fanghi attivi is a system of biological treatment (i.e. transforming the polluted sludge in inoffensive products for the environment), by the use of microorganisms.


� Source: Municipality of Milan, � HYPERLINK "http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html" ��http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html� (accessed 28th February 2005). 


� Source: Municipality of Milan, � HYPERLINK "http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html" ��http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html� (accessed 26th February 2005).


� Source: Molinaro (2000), Scheda sintetica sui problemi della depurazione delle acque a Milano e sull’ipotesi di commissariamento”.


� � Source: Email communication with Beatrice Dolfi, Segreteria tecnica, ATO Città di Milano, February 2005.


� � Source: Email communication with Beatrice Dolfi, Segreteria tecnica, ATO Città di Milano, February 2005.


� � Source: Email communication with Beatrice Dolfi, Segreteria tecnica, ATO Città di Milano, February 2005.


� Based on a January 2004 publication by Censis-Rur, based on data on municipalities, related to the period 2000-2003. Source: � HYPERLINK "http://www.jobtel.it/rubriche/dossier/ArchivioDossier/Ricchezza_Italia_Censis.aspx#3" ��http://www.jobtel.it/rubriche/dossier/ArchivioDossier/Ricchezza_Italia_Censis.aspx#3� (accessed on 3rd March 2005).


� � Source: Email communication with Beatrice Dolfi, Segreteria tecnica, ATO Città di Milano, February 2005.


� � Source: Email communication with Beatrice Dolfi, Segreteria tecnica, ATO Città di Milano, February 2005.


� � Source: Email communication with Beatrice Dolfi, Segreteria tecnica, ATO Città di Milano, February 2005.


� Source: Municipality of Milan, � HYPERLINK "http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html" ��http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html� (accessed 28th February 2005).


� See Interview with Valter Molinaro, on 23rd September 2004.


� Queste sono individuate nella diversa composizione degli scarichi da depurare (da prevalentemente industriali a civili e commerciali) e nella diminuzione dei prelievi della risorsa. Su questo punto v. intervista con V. Molinaro del 23 settembre 2004.


� Acronym of Not In My Back Yard.


� Source: Molinaro (2000).


� The competitive tendering system is adopted when, for the execution of works and supplies presenting particular technical features, the Administration decides to invite different firms to present the economic bids and the technical projects. The choice takes place not only on the basis of the economic convenience, but also of the technical perfection of the projects and of its fit related to the Administration needs, so that a bid economically more expensive, but better under other profiles can be chosen..


� See Sentenza n. 4683/2001 del Consiglio di Stato del 24 luglio 2001.


� TAR stands for “Tribunale Amministrativo Regionale”, i.e. Administrative Regional Court of Justice.


� Tribunale ordinario di Milano, 4° Sezione Penale, Sentenza del 18 luglio 2001.


� Thames Water acquired 75% of Pridesa in September 2002 and bought the remaining 25% which was still owned by Iberdrola in October 2004. Source: “Thames takes Iberdrola minorities”, Utility Week, 5th November 2004, p. 9.   


� Source: Municipality of Milan, � HYPERLINK "http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html" ��http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html� (accessed 26th February 2005).


� Tribunale ordinario di Milano, 4° Sezione Penale, Sentenza del 18 luglio 2001.


� Sorce: ANSA, “Tangenti: depuratore Milano; Ridotta Condanna De Carolis”, Milan, 9th May 2003, 15:18.


� In April 2004, former Italian minister Rino Formica received a prison sentence to 4 and a half years in connection to an ITL 5 billion bribe allegedly paid by the Pisante brother’s Emit in the late 1980’s to obtain works in the port of Manfredonia. Source: “Tangenti: Manfredonia; 4 anni e mezzo a Rino Formica; per vicende risalenti alla fine degli anni ottanta”, ANSA Notiziario Generale in Italiano, 22nd April 2004; “Quattro anni all’ex ministro socialista Rino Formica - Per le tangenti al porto di Manfredonia condannati imprenditori ed ex politici”, La Stampa, 23rd April 2004, p. 9.


� See Press release del Comune di Milano del 29 giugno 2001: “Via libera della giunta al depuratore di Nosedo”.


� Source: Municipality of Milan, � HYPERLINK "http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html" ��http://www.comune.milano.it/webcity/homepage.nsf/progetti?readForm&Cat=ambiente&Prog=depuratori/&Doc=/progetti/ambiente/depuratori/descrizione.html� (accessed 26th February 2005).


� In the competitive tendering with a restricted procedure the Administration invites more firms (by choosing or by a competitive tender notice), that are qualified on the basis of  evaluations realized at any one time, more frequently the firms whose qualification is proved by the enrollment in special  lists elaborated by the Public Administration or in special rolls (es. ANC). The competitive bid is conducted among these firms and the choice will be made on the basis of the best economic offer. It is the most frequent system, because the preventive selection of the competitors guarantees the Public Administration.  


� See Sentence n. 1577/03 of the Council of state January 7, 2003.


� Source: “L'Odissea di un esposto - Parla il tecnico che preparò il documento di 103 pagine”, La Padania, 5th August 1998, p. 6 (� HYPERLINK "http://old.lapadania.com/1998/agosto/05/050898p06a2.htm" ��http://old.lapadania.com/1998/agosto/05/050898p06a2.htm�).  


� See Proposta della Giunta Comunale del 7 marzo 1997, p. 1.


� See Proposta della Giunta Comunale del 7 marzo 1997, p. 2.


� See Interview with V. Molinaro on 23/09/04.


� Interview with Giuseppe Raimondi, Director, Settore Ambiente ed Energia, Municipality of Milan, Milan, 27th September 2004.


� See Proposta della Giunta Comunale del 7 marzo 1997, p. 1.


� See Proposta della Giunta Comunale del 7 marzo 1997, p. 2.


� See Proposta della Giunta Comunale del 7 marzo 1997, p. 2.


� See Proposta della Giunta Comunale del 7 marzo 1997, p. 2.


� See Proposta della Giunta Comunale del 7 marzo 1997, p. 2.


� Source: � HYPERLINK "http://www.storiadimilano.it/cron/dal1991al2000.htm" ��http://www.storiadimilano.it/cron/dal1991al2000.htm�. 


� The two Municipality-owned PLC were AEM (electricity and gas) and AMSA. The first choice would have favored the exploitation of technical synergies (know-how in the excavation and in the pipes setting). The second choice would have favored the existing synergies between the garbage treatment and the sludge treatment.


� Source. Estratto del verbale della seduta del Consiglio Comunale del 04/10/99.


� Venegoni, 2000:  p. 63.


� Delibera del Consiglio Comunale del 13 ottobre 2000, p. 2.


� Source. Il Sole 24 Ore del 29/7/2000 “Dalle mense alla gestione delle acque, outsourcing al comune di Milano”.


� Source. Il Sole 24 Ore del 16/02/2002 “Aem, la multiutility alla ricerca dell’acqua” di Nosari A. e del 26/8/2000 “In breve”.


� Source. Il Sole 24 Ore del 4/2/2000 “Aem trascina le utilità” di Oddo G.


� See Comune di Milano, “Rapporto sulle politiche e sugli interventi rilevanti in corso nel settore servizio idrico integrato” del 26 gennaio 2001.


� Rispettivamente 450, 60 e 30, per un totale di 540 trasferimenti. 


� See Intervista con V. Molinaro del 23 settembre 2004.


� “La via milanese alle privatizzazioni”, Gabriele Albertini in un’intervista a F. Tamburini. Il Sole24Ore del 4/3/2003.


� See Verbale della seduta del Consiglio Comunale del 12/12/2002, p. 16.


� See Verbale della seduta del Consiglio Comunale del 12/12/2002, p. 15.


� See interview with Beatrice Dolfi and Roberto Recchia. 


� Source: ANSA, “Metropolitanan Milanese in Piazza Affari entro 2006; il Presidente Burchi, sarà decisiva volontà del Comune”, 28th July 2004; ANSA, “Borsa: Albertini, ipotesi valida per Metropolitana Milanese; fiduciosi su responso Consiglio Stato per vendita quota AEM”, 29th July 2004.


�  See interview with Bruno Rognoni. The hidden losses are those representing potential breakdowns (deriving from the pressure exerted by the water on the pipes). 


� Regione Lombardia. L.R. 20 ottobre 1998, n. 21. Organizzazione del servizio idrico integrato e individuazione degli ambiti territoriali ottimali in attuazione della legge 5 gennaio 1994, n. 36 "Disposizioni in materia di risorse idriche" (� HYPERLINK "http://www.minambiente.it/Sito/cvri/docs/lr_20_10_98_n21.pdf" ��http://www.minambiente.it/Sito/cvri/docs/lr_20_10_98_n21.pdf�). 
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� Interview with Basilio Rizzo, Miracolo a Milano and Claudio Portugalli, Rete Lilliput Milano.


� Interview with Basilio Rizzo, Miracolo a Milano and Claudio Portugalli, Rete Lilliput Milano.


� Source: Interview with Beatrice Dolfi and Roberto Recchia, Segreteria tecnica, ATO Città di Milano, 24th September 2004.


� Provincia di Milano, Direzione Centrale Ambinete, Settore Acque Superficiali e Servizi Idrici. Piano Stralcio ai sensi dell’art. 141, comma 4, della L. 388/2000 – Adeguamento agli obblighi comunitari in materia di fognatura, collettamento e depurazione. Rapporto Finale, Relazione Generale. July 2001, p. 5:12.
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