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Foreword

Developments in Europe: A progressive and pragmaticapproach to
liberalization

In Europe there exists a wide range of approacpebli¢/private) to the
organization and management of water distributimh ganitation. This diversity
derives from the histories, traditions and insitm$é of Europe’s various
countries.

The European water services market is extremegyniemted. There were over
30,000 different operators in the European Unidiftsen member states before
enlargements of 2004 and 2007. Approximately 55%hef EU’s population
was supplied by public operators, 35% by privateganies, and 10% by mixed
economy operators. But there are strong dispatistween member states: on
the one hand, a complete privatization of infragtrte and management in
England and Wales, on the other hand a majoritySttes in which the
government remains dominant and between these itwatisns French and
Spain, where delegated management is largely majasnlike other network
services such as electricity and telecommunicatitimsre is no large public
sector operator in the water services sector, thblig operators being
essentially municipal.

Starting in the 1970s, the European Community duoed a number of
directives on water services largely aimed at mtotg public health and the
environment. Ambitious water quality and pollutioorms were central to the

policy.
The directives were introduced in three phases:

- An initial wave of legislation (1973-1988) concednensuring the high
quality of water used for human activities (direetion water quality,
1980, revised in 1998)

- A second wave of directives (1988-1995) focuseghaitution (notably a
1991 directive on the treatment of waste water Imctv an agenda was
drawn up for the construction of water treatmeanfs in all urban zones)

- A third wave of directives, the most important lgeinhe Water
Framework Directive of 2000 concerning the wateodpiction and
management of water that repeals, in seven, ragplcthirteen years
after its entry into force, a part of the previdegislation on the quality of
waters and protection against pollution.

These European directives imposed high standartseifield of water quality
and represented a genuine challenge to authorgéeponsible for water
distribution and sanitation in the EU’s memberesat

! Euromarket studyhttp://mir.epfl.ch/page18246.html
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The EU’s approach at the time was oriented towé#ndsimplementation of a
policy based not on the construction of an intenwarket but on ambitious
guality norms motivated by public health and envimental concerns. The
approach was encouraged by the major operatorsdrgpose of the expertise
required to provide the authorities with feasibtdusons and, in so doing,
develop an increasingly tighter grip on the market.

The preamble to the EU Water Framework Directivblighed in 2000 states
that “drinking water is not an ordinary commodityAt the same time, the
framework directive introduced economic conceptt ithe environmental
legislation by requiring Member States to producenemic analyses of water
use from 2004 and to introduce the principle off dokt recovery from 2010.

It should be underlined that in 2001 the EU CouatiMinisters recognized that
“each person has the right to a sufficient quardftyvater for his or her basic
needs.” Nevertheless, such declarations do notigeaw viable framework for
the development of a pan-EU water law.

While electricity, telecommunications, postal seeda and transport have
undergone significant changes due to a Europearaliaation process, the
water sector has until now been treated differerathd was not subject to the
European policy of liberalization of services.

This can be explained by the fact that in all EWirdaes responsibility for
organizing water distribution and sanitation liegkhwmunicipalities and local
authorities, and that water is rarely transportgdrdong distances, with the
consequence that there is little possibility of @eping interconnections
between networks or developing a unified “intenwarket.”

Nevertheless, in 2083he European Commission suggested that an analysis
should be made of “the legal and administrativeasion in the water and waste
management industry, including an appraisal ofasstoncerning competition
with regard to the guarantees provided by the yreat services of general
economic interest, as well as provisions concerthiegenvironment. All options

will be envisaged, including the possible adoptbfegal measures.”

Similarly, in the 2004 White Paper on Services @h€ral Economic Interést
the European Commission undertook to publish araltation of the water
sector by late 2004.” In March 2006, largely duehe sensitivities of all the
players involved in the field of water distributiamd sanitation, the evaluation
had still not yet been published.

In the meantime, an article by Alexander Gemvealed the importance of three
separate issues. Firstly, “although water distrdyutand waste water collection

Z Communication of the Commission on “Internal Mdri&irategy/ Priorities 2003-2006",
May 7, 2003; MEMO (2003) 238 final, p. 14.

® White paper on services of general interest, ME(2@04) 374, p. 16.

* Directorate-General CompetitioBpmpetition Policy Newslette2004, number 2, Summer.
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for domestic purposes are generally consideredetmdiural monopolies, the
supply of water and waste water services is no#. points out that, as a
corollary, “the question is therefore whether theme legal obstacles to
competition. The main threat to competition at Wielesale market, including
supply to industrial and commercial consumers, setmbe anti-competitive
state measures (i.e. state and local measures vdaichot be justified by
Article 86-2).” In this regard, Alexander draws theeader's attention to
“exclusive rights whose scope or duration is gredban justified; vertical
restrictions arising from exclusive long term syppealings; horizontal
restriction between operators.” Lastly, he undedithat, “the main barriers to
competition in this market seem to be the lackafsparency when services are
provided in-house by the owner of the network (redhythe local authority)
and problems with public tendering when the owngisources the exclusive
right to operate the network”.

The author displays a certain degree of prudensefan as recommendations
are concerned: “liberalization is probably not best approach at this stage, but
it is possible to encourage transparency and cangretwithin the current
structure of the market.” He suggests introducirgasures designed “to limit
the scope and duration of the exclusive rights tgdato local monopolies to the
minimum necessary to allow them to provide the jubgrvices obligations
with which they are entrusted” and “to ensure a petitive market whenever an
authority decides to outsource water activitieslexander's article can be
considered as a sounding board, but no proposass iesulted from it thus far.
The European Commission appears to be particytaidgtent when it comes to
this subject.

At the same time, during international negotiatipsTO, GATS), the French

government behaved in an opportunistic manner, Ul taccepting or

suggesting liberalization in sectors in which thergsted national leaders (ex:
drinking water, sanitation), and refusing or limgi liberalization in other

sectors.

There is, therefore, no European policy to pronsotmpulsory liberalization
of the water sector. Each EU member state and emdryidual local authority

responsible for organizing water services and afoit within its territory has

its own policy which is generally implemented pragically. This situation has
encouraged a general trend towards a slow butdewelopment of delegated
management.



A. National Analysis of Water

In France, 21% of the population in water supply &v% in wastewater
treatment are served by a public operator througirext managementggie)
and the rest by delegated management on the bhsiglegation contracts
signed for periods running from 7 to 20 years: gal®n contracts concern 79%
of the population served with drinking water supahd 53% of the population
served with wastewater treatment.

It is the only country to have such an importantel@egated management to
private companies; in fact, the major French graamasthe world leaders in this
sector (Véolia-Générale des Eaux, Suez-Lyonnaisddax).

We will analyse the origins of delegated managemenErance, its main
features, and its reforms.

1. Legal framework, responsibility and organisation fo planning and
programming

Inventory of French legal framework

Water production

Law of the 6' February 1992 relative to the territorial admirdtibn of the Republiddi
ATR

1993 Law [oi Sapin) of the 2¢' January relative to the prevention of corruption
Law of the 2° February 1995 relative to the protection of theimmment

Decree of the Z6May 1997 relative to material used in water prdiducand
distribution

Decree n° 2001-1220 relative to water intendechtonan consumption

Law of the &' February 2002 on proximity democradgémocratie de proximi}é

Water distribution

Law n° 2006-172 of 30December 2006 on water and aquatic medium
1993 Law [oi Sapin of 29" January relative to the prevention of corruption
Law of the 2° February 1995 relative to the protection of theimmment
Decree of the 26May 1997 relative to material used in water prdiducand
distribution

Code of territorial communitieCpde Général des Collectivités Territoriajes
National Convention on Water Solidarity ('ngril 2000)

Decree n° 2001-1220 relative to water intendechtonan consumption

Law of the 8 February 2002 on proximity democradgémocratie de proximi}é

Sewerage

Law n° 2006-172 of 30December 2006 on water and aquatic medium
Decree n° 94-469 of thé*3June 1994 on the collection and treatment of Westter
Orders of the 2¥ December 1994 on collective sanitation

Orders of the May 1996 on individual sanitation

Code of territorial communitie<Cpde Général des Collectivités Territoriales




2. Provision and regulation of water services

a) Origins of the delegation-concession of the watemupply and sanitation
sector to private companies in France

The way in which France is politically and admirasively organized is

particularly complex. The country has 36,000 comesyn95 counties
(départemends and 22 regions, as well as numerous structuessgded to

facilitate co-operation between its various adntraisve entities. France’s many
communes vary considerably in size. Over 10,00€heim have less than 200
inhabitants, and of 30,000 communes have less B@00 (accounting for

25.3% of the country’s total population). At théhet end of the scale, 102
communes have between 50,000 and 200,000 inhabi(aat4% of France’s
population) and 10 have over 200,000 (8.9%). Thierdity has important

consequences in terms of the organization and aggol of the water

distribution and water treatment system.

The responsibility of France’s communes for watedt aanitation dates back to
the Revolution. The original legislation, introddce 1790, was bolstered by a
number of laws and regulations passed througheut $i and 28' centuries, a
process culminating in the decentralization lawsl@82 which confirmed the
legitimacy of the practice.

The French water market has been characterizednbgligopoly since the
1960s. Thus in 2000-2001 the Générale des Eauxoiavénd Lyonnaise des
Eaux - Suez Environnement served 66% of the Frpopllation. This situation
has changed little since.

Figures concerning the 3 main private operators ifrrance (2000-2001)

Générale des | Lyonnaise des Eaux Saur
Eaux
% of % of pop°® % of
pop° pop°
Number of contracts 8,000 2,900 7,000
Consumers served 45(1) 23(1) 6 10 %
(millions)
Drinking water 26 43 % 14 23 %
Wastewater treatment| 19 31% 9 15 %
Source OIE®

(1) A proportion of consumers are double countethag are served by the same operator for
drinking water and wastewater treatment.

®This part is largely based on Euromarket reseasrhied out in 10 European university
centres between 2003 and 2005 for the Europeam@ssion (DG Recherche) in which the
author of this report actively participatedtp://mir.epfl.ch/page18246.html

® QIg, French Country Report, Aqualibrium Project, 2002.
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The origins of water management in the "1@entury

Lise Breuil and Christelle Pezon have pointed that “in the late 19 century,
French local authorities called upon the servidgwigate companies to develop
individual water conveyance systems which, at time twere not considered to
be part of the public sector remit (which was leditto providing free access to
public water fountains). Water supply is a riskyimess and it was precisely for
that reason that it was left to the initiative ofvpte operators.”

French local government bodies have long been ymted from “economic”
activities. In terms of water supply, they werepassible for public fountains
and, to a degree, for monitoring water companiasthey did not have the right
to levy charges on the end users. Thus, many ofetiréest French water
distribution networks were built by private conceriduch are the roots of the
practice of delegating water services to privatg@ecompanies.

The responsibility of the communes and public oriyate management

The management of water supply and the servicegasfewater treatment fall
under the competence of some 36,000 municipalitiesy can, if they wish,
team themselves up within inter-municipal cooperatistructures: inter-
municipal syndicate, municipal or town communitidgjs the number of water
supply services is about 13,500, and a little miane those of wastewater
treatment.

It should be noted that, in France, the managewfenater supply and of water
treatment are independent and that companies pngvidvater are not
necessarily involved in water treatment activities.

Local authorities are obliged to choose between nmremagement approaches:
either direct management, i.e., through a publierapr, orrégie (a system
which presently covers the water supply needs &6 21 the population, and the
wastewater treatment needs of 47% of the populatmmdelegation contracts,
which run for between 7 to 20 years, and which asarded on the basis of
tender procedures open to competition (75% of tlaeket is controlled by
3 major companies).

"BREUIL Lise and PEZON Christelle, « Une analysenparée de I'évolution du modéle
concessif en France au 19éme siecle et dans Issgoagiéveloppement a la fin des années
199Q Systemes de régulation du service public de I'e@DR-CNRS Rés-eau-ville seminar,
10" and 11" February 2005, University of Paris 8 Saint-Denis.



The origins of the major operators: Générale desukaand Lyonnaise des Eadx

The Compagnie Générale des Eaux and the Lyonna&seEdux have their
origins in the supply of drinking water and waste&vdreatment services in the
19" century (the Compagnie Générale des Eaux in 18%B the Société

Lyonnaise des Eaux et de I'Eclairage in 1880).

Bouygues, was created in the early 1950s and greth the wave of
urbanization that took place in the 1960s and 1970s

Private operators first took an interest in watistribution in 1853’ While
most operators were content to don business ooah level only, managing the
water needs of a single commune, others, incluttiegCompagnie Générale des
Eaux, founded in 1853, and the Lyonnaise des Eaek,up in 1880, had
national ambitions which they furthered by buildimg a portfolio of contracts
and adding an ever increasing number of communégtoclient roster.

The Société Lyonnaise des Eaux et de I'Eclairag&ES was founded in 1880.
The company’s aim was to “obtain, purchase, leask ran, in France and
abroad, all concessions and companies linked teerwamnd lighting; more
precisely, the distribution of drinking water, watigeatment, irrigation, the
building of dams and pondages, and public lightang heating. The company
also intends to purchase patents and shares adglexisting firms®™. In 1939,
the turnover generated by the Lyonnaise des Eatheirenergy sector was five
times bigger than that generated in the water seBjocomparison, in 1914, the
two figures had been practically identical.

From the first half of the 18' century to the 1950s

By the end of the 9 century, the Lyonnaise des Eaux had a number of
concessions in small French cities and was alseeaict Spain. Indeed, in 1903,

a third of the company's turnover was generatedFnmance’s southerly
neighbour, principally in Barcelona and ValenciandAthe firm continued to
expand, supplying water to Dunkerque in the Li#gion (the Société des eaux
du Nord was set up in 1912 as a partner compartfieofzénérale des Eaux),
obtaining its first concessions in the suburbs ofd&aux, and building its first
water conveyance systems. In 1939, the turnoveergésd by the Lyonnaise
des Eaux in the energy sector was five times bigiggn that generated in the

® Throughout this report the original names of thenpanies will be used: Lyonnaise des
eaux — which now goes by the names of Suez, Ondedaez Environnement in the water
sector, whose projected merger with Gaz de Frareme announced by the French Prime
Minister on 2%’ February, 2006; and Générale des eaux — whichnieddivendi, then
Veolia.

° Bouygues purchased SAUR in 1984; it was sold tbPs&tners in 2005.

YPEZON Christelle,Le service d’eau potable en France de 1850 a 19®®sses du
C.E.R.E.M., Patris, 2000.

' DE MERITENS Patrice, and FABRY Joéllea Lyonnaise des Eaux (1880-2008uez-
Lyonnaise des Eaux 2001, Preface by Jérdme Monod.
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water sector. By comparison, in 1914, the two ®guhad been practically
identical.

At the turn of the 20 century, the French Conseil d’Etat, the highesttcim the
land, gave the communes the right to undertakeioceeconomic activities on
condition that no private firms were willing to ptitemselves forward. More
and more water conveyance systems were being dnilf at the same time,
local authorities, fuelled by a legalized senseiwvic resEonsibiIity, decided to
enter the fray. Gradually, in the first half of tf#8" century, a relative
equilibrium between public and private sector iaflae developed in the water
supply sector. Christelle Pezon has demonstratéte decline of concessions
as the dominant form of organization in the eaf¥} 2entury and its gradual
replacement by the lease contract system.”

At the same time, a number of factors played asilexirole in changing the
approaches adopted by the major companies: posn8edVorld War
reconstruction; the growth of cities and the rideconsumer society; the
nationalization of the gas and electricity indwestr(1946); and decolonization
(1960).

Water increasingly became an added value indugeammand soared, and rising
pollution led to specific legislation making it ajptory to re-treat used water.
Hence the Lyonnaise des Eaux’s interest in the rwaatment company
Degrémont, which it acquired in 1972.

Having become used to dealing with the contingenoielocal, national and
political life and after the nationalization of thas and electricity industries, the
Lyonnaise des Eaux entirely restructured its aodiwi In both France and the
French colonies the company became increasinglyeaat the energy and
water sectors.

The development of delegation-concession contrak@§0-1980: A combination
of advantageous factors

In France, unlike in most other European countimewhich water falls under
the remit of the public sector, local authoritiggrticularly in the period
straddling the 1960s and 1980s, increasingly dédelgavater and sanitation
services to private companies.

There are numbers of reasons which explain thisgrmenon.

Firstly, the production and distribution of watezcessarily involves treatment
procedures which are becoming more and more demgnditerms of public
health requirements and increasingly strict quaktyandards; wastewater
treatment has evolved and treatment plants are a®@we qua non Some
municipalities, particularly small and medium-sizedes, have struggled to
acquire the requisite levels of technical and adstrative proficiency.

2 op. cit.
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Delegation management provides the possibility &or integration of the
conception, building and maintenance of an inftedtire or of a service.

Delegated management makes it possible, in case®rdtrained budgetary
situations, to call on private investments, withbatng obliged to go as far as
“total privatization” since the infrastructure reima the property of the

municipality (as opposed to the reform introduaethie United Kingdom where

there has been complete privatization of regioinads).

It also enables the introduction of the logic ofteeprise to replace
administrative management and thus encourageegitigiin management.

Furthermore, the increase in water supply and waedts treatment procedures
generally leads to the increase in the cost ofisenabove the increase in
productivity, and tendency to increased costs fonsomers. Delegation
contracts, saves elected leaders from taking thgoresibility of the rise in the
price of water and, more generally, in the coghefmanagement of the service.

Delegated management is supposed to bring togel®eradvantages of a
monopoly (the delegatee enjoying the monopoly otex duration of the
contract) and those of competition (since compmetitules must be observed at
every renewal of the contract).

The process of decentralization applied to Franga$tico-administrative
system which began in the 1980, a process whicblved devolving greater
powers to local government, was a contributory dadn the growth of
delegated management.

In 1980, delegated management accounted for 4/tedfrench water market.
Nine years later, the figure had risen to 73%. Thioe number of delegated
contracts involving the Lyonnaise de Eaux rose figB00 in 1979 to 2,500 in
1988. In 1989, the Lyonnaise des Eaux supplied mtatd0 million people in
France and controlled 40% of the water sanitatianket.

This combination of factors demonstrates that cgdka) management was an
effective approach in terms of not only of innowatiand technical excellence,
but also of management flexibility, economies alscetc.

But it should also be borne in mind that one ofrémesons for the success of the
approach was that, until the 1990s, delegated neanegt was used in France
for a number of years as a significant means @niomg political activities and
election campaigns in the absence of public fundivigch encouraged, in some
cases, the development of corrupt practices andddtie introduction of the
Sapin Law passed on 29/1/1993 aiming at prevenabncorruption and
encouraging transparency in the economic actityublic procedures.
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The gradual development of large integrated mulérgice companies and their
territorial hegemony

The increase in technology, the diversificatiometds as well as the growing
autonomy of local elected leaders further strenggheby the decentralization
process of the 1980s, have resulted in an evolufomtegration and in the
formation of three major groupssénérale des Eaux-Véolidyonnaise des
Eaux-SuezBouygues-SAUR and, today, they cover the whole of the network
from the urbanization section to buildings andlomarks.

Thus, after being nationalized in 1946, the Lyoseailes Eaux was able to
acquire interests in a number of unrelated sectoaser and sanitation; waste
collection and processing; heating; gas and etatgtrdistribution; fire safety;
surveillance; and funeral services. It was alsoolved in the production of
equipment and accessories required in those sectors

In the 1970s, the number of water treatment leaséract grew substantially.
During the same period, companies offering a nurobéifferent services were
constituted.

One of the characteristics of the major comparsdbat they all are technically
and managerially highly proficient and, via thearious divisions, involved in

every stage of the process of production and Hidion of water and water
treatment from research to sales to the runninglafts to the building of

infrastructure to activities linked to water usqtgee treatment of water used in
industrial processes, waste water, etc.).

These characteristics were reinforced by the nmapearators’ close relationship
with the public sector and the political clout titaey were able to develop
during the substantial period of time that thimagement lasted.

Indeed, they were able to develop internationalaesmpn strategies and have
since become world leaders in the sector.

Over time the three major groups have extended ttmnain of activities to
everything involving production and managemenbinrt.

They offer to local authorities all provisions ngsary for the existing services;
from financial know how and surveys to the instabla and management of
infrastructures; they can also, when required tosdp meet new demands
(hospitalised old people’s homes, cable televisioabile telephony, etc). They
are found in all notable calls for tender organibgdhe local authorities as well
as those organized by the State.

These three groups committed themselves to a mafasertical and horizontal
integration. This diversification proved beneficial that it exploited existing
synergies between various activities. These syegrgiovered both production
and commercial activities, enabled the firms tarease their influence in the
wider world.

13



The three firms have become true multinationalsh witerests in Europe and

throughout the world. They are active in all lidem@d sectors of the world

economy (telecommunication, energy, transport) a as in the media and

television (TF1, Havas, Canal +, M 6, cable TV, greom-making, newspapers
and magazines, etc.). There is a growing suspithah the excessive profits

generated by the water distribution and treatmemtopoly have been invested
in other sectors of the economy. Certain commergdtave expressed concerns
that, by expanding their sphere of influence nolydo these national and

international means of communication (the “tube®li also to what travels

through them (their “content”), these companiesndt to exert a massive

influence on the society of the future.

What is certain is that we are witness to the arabf a trans-sectorial
oligopoly.

b) The fundamental characteristics of the French delegion-concession
system as applied to the water supply-water treatnmg sector

Whereas technological changes have allowed thebditsbn in the telecom sector
to be competitive, the water sector has remainedtaal monopoly. Contrary to
electricity, the transport of water is very expgastcompared to the value of the
good in itself. Thus, it has always been producedlly. In the absence of any
dramatic technological change, this situation idikaty to change in the
foreseeable future. Hence, the water network ytildas been justly described as
the natural local monopojar excellence

Water supply is unusual among network utilitiesdose it has strong positive and
negative externalities that are health-related.grbgision of clean water provides
enormous positive externalities to public healtlodlgh the control of infectious,
water-borne diseases. On the other hand, watartiopa cycle, and needs to be
cleaned before it is given back to the environment.

In the water and sanitation sector, contrary toeothetwork industries,
competition in the market is difficult for many szms: natural monopoly, very
high hidden costs and transportation costs, gebgralp environmental and
local constraints.

Indeed, the main type of competition in water arahitation system is
competition for the market: it occurs when potdr(pablic or private) operators
bid competitively for what is called in France deggtion contract.

The various forms of delegation-concession contrast

Delegated management can take two forms, both afhwiave the character of
public law contracts. However, they are not finahirethe same manner.

The first form is a concession, or lease contrBlefre, the contract winner is
effectively paid by the end user. The concessienairesponsible for building,

14



maintaining and managing a water distribution systevhile the lessee is
responsible for maintaining and running an alresxigting system.

The second form taken by delegated managementi®tlyovernment contract
whereby the contract holder is paid directly by tbeal authority which has
accorded the right to exploit the water distribntreetwork.

The company responsible for running the servicegranted a territorial
monopoly (covering a given geographical area) amtiranological monopoly
(lasting for a predetermined period of time).

Different delegation contracts
Four types of contracts are used in delegatiomddistrial and commercial public services in
France: concession, lease contradfefmage — these two first types of contracts being the
most common in France, management contrag#sa(icg and commissioner management
contractsIégie intéressée

» Concession

The private firm finances and builds utility indégions and manages them. The firm is
remunerated directly by the consumers (throughpttiee of the water). The municipality

remains the owner of the assets. The concessioisaiesponsible for the services including
operation, maintenance, and management as welipslkinvestments for rehabilitation and
expansion works. When a concession contract expteworks and equipment are returned
to the local authoritiés

» Lease contractqaffermag¢

This is the most common form of delegation: fonking water services, 88% of communes
have affermagecontracts; for wastewater services, 85% of mualidips have this type of
delegation contract. The private company rents famlities to the commune, and is
responsible for operation, maintenance and manageofiehe service. The commune which
remains the owner of the system, is responsibledpital expenditures for new projects, debt
service and tariffs and cost recovery policies. Tgrevzate company is responsible for
operation and maintenance expenditures as well itisgb collecting and financing
management work. Leaseholders must pay the mufitgiparental fee gurtaxg included in
the price of water or wastewater services fixedh@ contract, billed and collected by the
private company. Lease contracts are generallyséir a period of 10-12 years.

» Management contracts(gérance

The municipal organization retains control of th#rastructure, preserves a share of
responsibility related to operation and maintenaoicéhe system, bears all the commercial
risk and finances fixed assets and working capltahas financial responsibility for the
service and has to provide funds for working anag&ment capital. The responsibility of the
operator is limited to managing its own personmel services efficiently.

» Commissioner management contract§régie intéressée

These contracts are the same as management centrattipayments of the contractor are
linked to the work performed instead of guarantpagments. These contracts are rarely|
applied in France.

Source Elnaboulsi?, 2001

¥ The French Competition Council commented in 20@4 ttaking into account the present
economic climate, concessions have practically pgieared from recent delegated
management contracts. Toddfie need to develop infrastructure no longer infaes the
choice of mode of management, since investmentfamne almost always guaranteed by local
authorities and government agencies (the Water é&gehe General Council, the FNDAE)” -
Order No. 00A12 of F1May 2000 pertaining to a request from the Comruissif Finance,
the Economy and the National Assembly Plan on waiees in France.

“ ELNABOULSI Jihad C. (2001), “Organization, Managamhand Delegation in the French
Water Industry” Annals of Public and Cooperative Economi¢sl. 72, No. 4, pp. 507-547.
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Contracts and tenders

When the organizing authorities decide to deledh&sr water supply/water
treatment services, the first step they take isléborate a list of specifications
defining the means are objective required for tifecéve provision of the
service in question. After the list has been firedi, a call for tenders is issued.
Based on the results of the call for tenders whadles into account a number of
selection rules (lowest offer, best offer, free ich the authorities sign a
contract which provides the chosen firm with exslagights (in other words, a
monopoly) in a given territory for a predetermirpestiod.

A number of points in this process should be exanhirthe French system of
delegation presenting all the characteristics dfideal-type”.

- Asymmetry of information and the principal-agentdiory

Information is one of the key factors in pure aretf@ct competition: every
player in a given market must have equal accesaltcelevant information,
information which is accurately reflected in marltces. In fact, this ideal
situation is extremely rare; more often than nairkets are characterized by an
asymmetry of information, with some players priwy more knowledge than
others.

The principal-agent theory was developed by Jligtlgas a part of his analysis
of insurance contracts. He demonstrated that bugmiissellers do not have the
same information at their disposal at the momeat tontracts are signed.
Indeed, both the quantity and quality of informatto which the two parties are
privy is substantially different.

In the case of a delegated contract, the princgral the agent are in an
asymmetrical position insofar as information is @amed. The agent has a great
deal of experience in the field and has acquiredirapressive store of
information into which he or she can delve at amet It is for this reason that
one of the two parties involved in the transactah always derive a greater
share of the profits deriving from it than the athae®.

In the water and sanitation system, the term “bedndhtionality®’ is often

applied to local authorities, which do not alwayavé the expertise and
experience needed to understand and evaluate tivent@f contracts. It is hard
for them to gauge whether or not the services megaorrespond to real needs,

* STIGLITZ Josephimperfect Information in the Product Markein Schmalensee and
Willig, Handbook of Industrial Organization, vol, Chap. 13, North Holland, Amsterdam,
1989.

' Conceptualised by the theory as the “hold-up é&ffec

' SIMON Herbert,Economics, Bounded Rationality and the CognitiveoReion Edward
Elgar, 1992.
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and this, in turn, reduces their ability to re-n@gf@ contracts. Such difficulties
increase over time. Delegated management impliésssa of local authority
control, and indeed competence; through a proceesvik as “lock-in”, local
authorities gradually loose any expertise they fnaye had at their disposal.
The more a private company becomes involved inntlamagement of water
services, the less the local authority can callhuih@ kind of expertise required
to properly monitor the contract. Eventually, thiei@ion becomes irreversible
(the cost of acquiring the information and expertiseeded to effectively
oversee the activities of the private companies esthegotiate delegated
management contracts increases to the point athwhisecomes prohibitive).
The situation becomes increasingly asymmetric&:ltical authority no longer
has either the skills or information necessarywaligate the water and sanitation
service.

In the water and sanitation system, there is anortapt advantage for the
incumbent operator that arises from its detailedvkedge of the state of
infrastructure and operating conditions, knownfast‘mover advantage’. This

factor plays a particularly important role in tlemewal of contracts and partially
explains why in 90% of cases (95% in 1997) conthaattling companies win

the call for tenders.

Laetitia Guérin add that “all agent relations contain an implicit dissnetry
between the agent, who is not familiar with detadsncerning the
implementation of the contract, and the principddp isau faitwith all of them.
This gap in knowledge can be observed in b@tlie (public) and delegated
services. But in the case of management by pris@bepany, this dissymmetry
iIs made yet worse by the difference in status eftito partners. The fact that
private operators manage literally thousands ofises throughout the country
means that their experience is by no means limdete resolution of technical
iIssues. Such companies have developed departmémtt wpecialize in the
negotiation of contracts and which are armed withhe necessary legal and
economic skills.”

Since the 19 century, delegated companies and their persorave acquired a
vast store of experience in the supply of drinkiwgter, drinking water
treatment technology, and investment. Due to thig) Iprocess of “learning by
doing”, these firms have become exceptionally dlifi to replace.

The imbalance between, on the one hand, the thager mompanies with their
technical expertise and financial clout, and, oe tither, France’'s 36,000
communes with their limited negotiating ability,dlear for all to see. There is a
flagrant asymmetry in terms of information and exge and the balance of

'®* GUERIN-SCHNEIDER Laetitia|ntroduire la mesure de performance dans la régatat
des services d'eau et dassainissement en FraneBlIGREF, GEA, 2001, p.51,
http://pastel.paristech.org/56/00/
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power evidently favours the firms and runs coumtethe interests of the local
authorities.

While the history of France’s public service netkgoat the national level has
been characterized by the gradual adaptation of rdgrlatory system to
technological, economic and capitalistic changetheway in which operators
conduct their business, the same cannot be sai toue in regard to locally
administered public services. Responsibility fog tirganization and regulation
of water services is still the domain of communed anter-communal
administrative bodies (which both organize and ttatg” the services), while
supply and treatment, and, in the case of pumpiatgpas, distribution, are no
longer, in the vast majority of cases, run by tbexmunes. Increasingly, basins
are seen as the focal point of water-related isdndsrance, the Basin Agencies
were set up in 1964). Meanwhile, the major watemganies have become
active at both the national and international leued are able to take advantage
of the complexity of their operations to steer claz the pratfalls of
transparency.

More than in any other sector, it is legitimatespak in terms of the regulator
having been “captured” by the operator.

- Incomplete contracts

A number of commentators have contributed to thergemce of the theory of
incomplete contracts, amongst them Grossman and’Har

Asymmetry of information gives rise to incompletentracts: if one party is
privy to less information than the other, it wile at a disadvantage when it
comes to negotiating the contract. This asymmedrylze extended to the agent
acting as third party: should a dispute arise, Ipattiies will appeal to an arbiter
or judge; the complexity and specialized natureasftracts means that the third
party is not guaranteed to have all the informatod expertise to fulfil his or
her role effectively.

In a whole gamut of situations, water companiesvdu@ contracts suited to
their own expertise; local authorities, on the oth@nd, do not always have the
skills necessary to properly evaluate the contrthetsthey are asked to sign.

The main reason for incomplete contracts is unceéytaabout the future; in
reality, circumstances not covered by the conttamp up relatively frequently,
leading to re-negotiation and, occasionally, aalibn.

In the water supply and treatment system, unceyt@éran even more influential
factor in contracts which are traditionally validrfa period longer than ten
years. Numerous questions arise in such cases.wbthhe population change?

¥ GROSSMAN Sanford J. and HART Oliver D., The Costl 8enefits of Ownership: A
Theory of Vertical IntegratiorJournal of Political Economy94, pp. 691-719, 1986.
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What will the situation be in regard to resourc&gRat kind of new norms
modifying the legal obligations of water companm$ have been introduced?
Often, local authorities have neither the skills tie tools needed to clearly and
comprehensively express the fundamental objectivasthey intend to accord
delegated water supply/water treatment companiastitia Guérin underliné’
that “there are two reasons for incomplete congrabie complete description of
contingent commitments runs into the obstacle of ttost of obtaining
information in a context of bounded rationality; r@over, the innate uncertainty
of the future makes it impossible to produce a a@nensive list of all possible
eventualities”.

According to the same author: “Delegation, on ttleeohand, is based on a real
contract with real objectives. Indeed, this is arfethe characteristics that
distinguish delegation (specification of objectivemnd public procurement

(specification of best-endeavours). So much forome In practice, such

objectives are defined in what Williamson might cése as a rough and
mannef.”

In France, contracts, particularly those in thearvadustry, have traditionally
been vague about objectives. Operators prefer phasize the efficiency of the
means employed, and local authorities, by and Jaligd it hard to properly
define what objectives are to be achieved. Onéiefdharacteristics of these
contracts is that they are frequently re-negotiatud modified with
amendments added to take into new circumstances dotount. But it is
legitimate to ask whether the kind of bargainingttresults is the best way of
arriving at the most acceptable prices.

In its 1997 report, the Cour des Comptes, the ighdministrative court in
France pointed offt that “in many instances prices are hiked afteegisted
management contracts for public services have ksgned; the lack of
contractual clarity, the lack of information at ttisposal of local authorities and
end users, the insufficiency of monitoring procedyrand the absence of
genuine competition are contributory factors t tetiate of affairs.” The report
also mentioned “that many contracts were re-neggotjasometimes before their
expiry date, a few months or a few weeks before_the (of 8" February, 1995)
came into effect.”

J. Luis Guasch outlines the characteristics offttench systefi, pointing out
that “renegotiation can be a positive instrumenewit addresses the inherently
incomplete nature of concession contracts. Propeskd, renegotiation can

*® GUERIN-SCHNEIDER Laetitia, op. cit., p. 47.

L WILLIAMSON Oliver E., WINTER Sidney G.The Nature of the FirnQxford University
Press, 1991.

? The Management of Local Water Supply and Sanitafervices, Public Report, Cour des
comptes, 1997.

2 GUASCH J.LuisGranting and Renegotiating Infrastructure Concessidoing it Right?
World Bank Institute, Development Studies, 2004.
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enhance welfare”, he adds, stating that “two eldémgiay major roles in
determining the bids of operators, aside from hthgient they are in providing
the service and what information they have aboet ¢bncession. The first
element is the operators’ assessment of the lig@tlhof renegotiation; the
second is the operators’ assessment of their owityalb renegotiate. If both
assessments are positive, operators bid to seaorcassion. Then, if they win
the contract, they request a renegotiation withgbeernment to secure better
terms. This approach distorts the competitive mscdecause the winning
operator may be the one most skilled in renegotiabr the one most optimistic
about its likelihood, rather than the one mostcedfit - particularly if the
government cannot credibly commit to a policy of mmegotiation - as it is
intended.”

- Duration of contracts

Some contracts cover long periods, sometimes a@sderiwenty or thirty years.
One of the parties involved in the elaborationha tontract will have had no
previous experience of the process and thus noolvayedicting future changes
and developments. However, the other party may hiemawhich has been
elaborating and signing dozens of identical comsramn a yearly basis for
decades; such a firm would have accumulated ast@s of experience not only
in terms of industry and technology, but also inm® of the kind of legal
expertise which would enable it to prepare for fmesfuture disputes by
inserted clauses which it could exploit during gaot&ations and, perhaps more
telling, during any future disputes.

Long-term contracts inevitably bring their fair shaof renegotiations,
amendments and court battles. And not surprisirigre exists a startling
asymmetry in terms of legal expertise between firmgh a substantial
experience of renegotiating contracts and locadlaittes new to the game who
discover for the first time the traps laid by vaisoclauses in the contract at the
same time as they fall victim to them.

In the water-sanitation system, meaningful comjetittor market can only
occurs every ten to fifteen years or more due ¢ofdlet that most contracts need
to be valid for a long period of time in order tmartize investments made by
the operator. In France, the duration of contraeiditionally bore little relation
to the period required to amortize investmentdabit, contracts were generally
much longer. Only with the Bernier Law of 1995 (dedow) were delegated
management contracts limited to a period of twemeigrs. Since then, contracts
have tended to become shorter. The average is nove leven years, with
59% of contracts lasting twelve years on signafure

* Observatoire Loi Sapin. Déroulement des procéddeesiélégation des services publics
d’eau et d’assainissement. Etude des procédureganezn 2002. Recueil des principaux
résultats, ENGREF-GEA, Montpellier, 2004.
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- Calls for tender and competition

The high degree of concentration in the water aardtation sector in France
means that there is little in the way of meaningfoimpetition and a restricted
number of candidates responding to calls for teideeed, the average number
of candidates is 4.4, often including more than snésidiary of the same
company). In the last five yedrsaround 30% of calls for tender have been
answered by a single candidate.

The French Competition Council recently stalethat “on average, three
candidates reply to calls for tender and indepeindpearators account for under
2% of firms bidding for contracts”.

In 2001, there was an average of 3.8 candidatesaeirfor tender, but the
average number of solid offers was only*2.2

The official representing the DGCCRF (French Dioeate-General for

Competition, Consumer Rights, and the Repressidfranid) stated in his report
to the National Assembly Finance Commis$iahat “this is really one of the
key points in terms of kick-starting the market,miother words extracting the
market from a state of total certainty where eveeyd&knows, especially the
members of the oligopoly, whose bid is going to wie tender. In this sense,
we could perhaps talk of a negative transparency”.

Due to the kind of oligopolistic competition whigxists in the French market

the major operators are frequently suspected afigaat the manner of a cartel

intent on sharing opportunities exclusively betwdamselves. Such suspicions
are not entirely unjustified due to:

- Partnerships and agreements concerning a large ewumb projects
accompanied by the setting up of shared subsidianeconsortiunts; the
French Competition Council commented in 2¥06hat “Vivendi and
Lyonnaise des Eaux have set up companies in conmorder to provide
water distribution services in certain geographipahes. In fact, twelve
subsidiaries and sub-subsidiaries were set up soneeago”; in 1984 the

> Procedures for Delegating Public Services in thaté/ Supply and Sanitation Services,
op.cit.

% French Competition Council, Order no. 00-A-12 df'3ay 2000 on water prices in
France.

*’ GUERIN-SCHNEIDER Laetitia and LORRAIN Dominique,e4 relations puissance
publique-firmes dans le secteur de l'eau et des#imsssementFlux No 52-53 April-
September, 2003.

8 Information Report (No. 3081) by Mr Yves Tavernipresented on behalf of the Finance
Commission under the 11Legislature on the financing of the managementater services,
2001, followed by a debate amongst members of drarfission.

# As in the case in Argentina (Aguas del Aconquig@nérale des Eaux / Aguas Argentinas
Loyonnaise des Eaux).

Order No. 00A12 of 31 May 2000 pertaining to a request from the Comrissif
Finance, the Economy and the National Assembly Bfawater prices in France.
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City of Paris signed delegated management conttasteg 25 years for

water distribution: the Right Bank of the River i@&®iwas accorded to the
Compagnie des Eaux Parisienne, a subsidiary ofCtirapagnie Générale
des Eaux, while the Left Bank was delegated toRtgsienne des Eaux, a
subsidiary of the Lyonnaise des Eaux; the compacmscerned were

advised to unravel the links that bound them togethut years later they
have still not done so.

- Agreements concerning the sharing of markets: #ot that a very low
percentage of delegatees lose their contractsdongetitor (5% in 1997)
can be explained by the practice of “holders ofedated management
contracts agreeing with other firms in the sectdr,least implicitly, to
decline to bid for new contracts when calls fordenare issued®.

- Opportunistic business practices: for example, n@kow bids in order to
obtain an initial contract with a view to genergtitarge profits through
multiple amendments to the contracts, new workgnamms, an extension of
the geographical area covered by the contract,ndemninvestment at the
end of the contract; the practical consequenceuci @n approach is that
once the contract has been signed, the concesganmanediately attempts
to renegotiate; confronted with competition from dmdependent’
candidate, firms can opt to sign a contract whiagh se them money,
secure in the knowledge that their loses will bengensated by profits
generated by other contracts, a route that smatiéependent firms cannot
take: the ability of major groups to untranspanestiift monies around in
this manner is one of their greatest strengths.

- We should, at this point, underline an issue tres, luntil now, remained
taboo in France: the impossibility of foreign ogera to enter the market;
“up until now, the only company to have made a-bidr the renewal of the
delegated management contract for the City of Qammp is Thames
Water?®?,

This, “the particularly pronounced concentrationfiains in the market raises
doubts about competition. It puts local authoritkelso want to delegate the
public service of water supply and sanitation peaticularly delicate position in
that, since no real competition exists, they areeneertain that the bid they
accept is actually the best in terms of both qyalitservice and cost¥”

As Laetitia Guérin conclud&s “This monopoly situation causes problems
which have been extensively dealt with in the ecoioo literaturé,
Specifically, prices are not dictated by the market fixed by the monopolist,
whose concerns over maximizing profits encourage $elect prices superior to

* Information Report (No. 3081) by Mr Yves Tavernipresented on behalf of the Finance
Commission under the T egislature on the financing of water managem20®..

%2 Information Report (No. 3081) by Mr Yves Taverniep. cit.

% Information Report (No. 3081) by Mr Yves Taverniep. cit.

¥ GUERIN- SCHNEIDER Laetitia, op. cit., p. 46.

% See PEZON Christelld,e service d’eau potable en France de 1850 a 1%98sses du
C.E.R.E.M., Paris, 2000, Part 2, Chapter 1, Sedtion
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margin cost€. The monopolist is thus able to generate extrditprat the
expense of the consumer. This situation is rendeveth more unacceptable by
the fact that the client is not only deprived of tight to choose the supplier, but
is also obliged to buy. This point is importantthmat it distinguishes water
services from other local monopolies. (...) Becausdewis fundamentally
necessary for life and because there is no prodbath can replace it, the
clientele is effectively a captive one.”

c) Regulation issues and reform initiatives

Taking these factors into account, French compaini¢he sector are used to
working in an environment in which regulation igdgely carried out on an
informal basis (a system sometimes referred tsal-fegulation”).

“Regulation” may be defined as a mode of permarerdlutive adjustment of a

plurality of actions and their effects, providinggaarantee of the dynamic
equilibrium of unstable systems. If there is “reagidn”, it is because standards
and rules cannot provide for all eventualities, mios interpreted, and are
continually called into question and constantly @dd to different situations

and objectives.

Any regulation implies a series of arbitrations vietn different interests -
taking account of the diversity of players, the dinscales entering into
consideration (interests of future generations)fional specificities, the
internalization of this or that externality, etcucB arbitrations put at stake
interests and forces that are not only differeat,rbore often than not opposed.

As we have seen, the regulation of the water supghytation system in France
is confronted with a number of profound distortions

- The structure of the industry, marked by the eristeof an oligopoly
made up of international companies providing a nemmbf different
services; this situation not only reduces scoped@mnpetition, but makes
monitoring the sector more difficult. The problem aefining which
activities are linked to the water and sanitatioshuistry and which are not
Is, from a financial point of view, particularlydarous.

- Limited regulatory powers due to the vast number oofanizing
authorities (36,000 communes, 15,000 services);

- The traditional succinctness of contracts, in whathective are only
sketchily explained, and in which incentive meckars are rare and
monitoring tools rarer still.

% Maximisation of profits leads monopolists to opt fa level of production balancing its
marginal revenue and marginal costs. In such casesginal costs are lower than marginal
revenues (unit price). The divergence between @it marginal costs is effectively bourn
by the consumer. Cf. PEZON Christelle, op. cit., 244 and following.
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- A flagrant lack of transparency, both in termstdd selection of providers
(informally negotiated contracts, use of the pmpheiof intuitu personae
in deciding the winners of calls for tender), andarms of how contracts
are implemented (incomplete information providedisy delegated firm,
which is faced with few obligations in this areggently, the filing of
succinct’” or incomplete accounts making it impossible torecty
evaluate profit margifi& has been criticised; a variable accounting system
was the subject of a report published by a FrendmiAistrative Courf’;
artificially inflated costs, double accounts andséainvoicing was the
subject of a court case in northern Fréficénvestments inferior to
provisions yet included in the price were investghin Provencd; in a
case in which indexing mechanisms ensuring thaeprrose faster than
costs also came to ligfit

- A highly informal regulatory system based on tmagher than contractual
considerations, a system which is both flexible addptable in that it
allows for a near infinite range of adjustmentst Which is at the same
time lacking in transparency and open to comprondgpute resolution
is also carried out in an informal manner, with gagties involved rarely
having recourse to arbitration procedures and imniddisribunalé®.

Since the mid-1980s, the French system has beafyiegtacked on a number
of occasions, both by local authorities and by ocomsr rights groups unhappy
with, amongst other things, price rises.

The development of local consumer associationseptiog against the rise of
the price of water or working on the stakes of gisality should also be
emphasized. These associations have sometimes putcases against
concessionary firms which have in most cases lethéocondemnation of the
firms in question. It is striking to note how sushall associations having at
their disposal only very little means, manage taiseaproblems for large
international groups.

¥ Paris Regional Financial Court, Definitive Obseimas published 07/09/2000 concerning
the management of the production and distributibdrmkable and non-drinkable water in
g
¥ Report of the Cour des comptes, No. 54, 2003.
““Nord-Pas de Calais Regional Financial Court, Omder 97-0079, Provence regional
Financial Court. Definitive Observations publistgd03/1999.
;‘; Provence Regional Financial Court. Definitive Qlvagion published 11/03/1999.

Ibid.
“When a contract is terminated by the local authotihat accorded it, the notion of
expropriation does not come into play (as it wouldArgentina). In fact, an informal
agreement is negotiated, as happened in the caGeeobble (See Report of the Cour des
Comptes, 2003) in which Suez accepted compensatibstantially inferior to what was
stipulated in the contract in the case of the @mttbeing unilaterally terminated (especially
when future profits were taken into account).
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Considering the difficulties in ensuring a realukagion of the delegation of the
service, some municipalities have found it necgssamrecent years, to go back
to direct management of water and/or wastewatatrtrent.

Official reports have taken account of these gsitis and have led to wide-
ranging legislative and regulatory reforms.

The lack of transparency, the absence of effeatgrilation and control, the
exaggerated profits which result from this situatithe existence of informally
negotiated contracts or, in the case of callsdadeér, the practice of basing the
choice of operator on the principle oftuitu personag and the difficulties
involved in taking disputes through the courts hameouraged sleaze and even
corruption. Indeed, until the late 1990s and thiduction of the Sapin Law on
selection procedures and the laws on the finanahgolitical parties, a
substantial proportion of the funds flowing intetboffers of the parties came,
via admittedly circuitous routes, from the wated aanitation industry.

- The fight against corruption

The preamble to the Sapin Law of 29/1/1993 “on ghevention of corruption
and on transparency in economic activities and gowent procedures”,
mentions the delegation of public services amortlgst five areas in which
increased transparency and competition were neddadtes the absence of a
framework governing calls for tender and competitmd underlines the “grave
concerns” caused by such phenomena as hidden aggus, improper use of
public monies to the detriment of users, and unéalvantages accorded to
operators.

- Reinforcing competition

The same law, which is not specific to the watetae renders it obligatory in

case of delegation contract to apply competitidagand calls for tender on the
basis of clearly defined specifications indicatioigjectives sought in volume,

cost and service; tacit renewals are prohibited.

The Sapin Law reduces the duration of contracts Gamdbe used to increase
competition between various operafrsAs we have seen, observers have
recorded® an overall reduction in delegated company pricoajculated by
volume (- 9% in 1998, - 10% in 1999, - 12% in 2008% in 2001, - 21% in

* However, the Cour des Comptes points out that diimation of the delegated management
contract can be extended — without a new callédadér — in the case in which the contract
holder makes substantial investments requestedhbyldcal authority but not initially
stipulated in the contract, thus modifying its betdgrhe Regional Finance Courts’ enquiry
has revealed cases in which such provisions hage betensively employed.” Management
of Local Public Water and Sanitation Service, RuBleport, Cour des comptes, 1997.

** Procedures for Delegating Public Services in thata Supply and Sanitation Sector,
op. cit.
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2002 and — 10.5% in 2003). However, the three magonpanies have retained
their dominant positions in terms of market shaecounting for 91% of

industry turnover in 2003, 81% in 2002, 88% in 2089% in 2000, and 78% in
1999.

Another area that remains to be examined is patecdimpetition (or pseudo-
competition). However, this sector is little deyead in France.

- Greater transparency

The Barnier law of 2/2/1995: annual reports on phiee and the quality of
service should be written, every year, by the mpaidy.

The Mazeaud law voted on 8/2/1995 on public prater® and delegation of
public service supplements the Sapin law by obdjgine operator to present,
every year, to the delegating authority a repartuiding, in particular, accounts
of all operations accruing to the delegation andamalysis of the quality of
service; the regional chamber of auditors can clieelaccounts of the operator.

However, as the National Assembly Finance Commmssszognized in 2001,
we are still a long way from this positiSn“The least that should be done is to
normalize accounting practices so that accountsedoprovide an accurate
reflection of the transactions undertaken by debtmjacompanies and make
possible valid comparisons between the level ofiserprovided in various
financial periods. At the same time, delegated comgs should be obliged to
provide more detailed accounts, especially in teahgertain balance sheet
items and explanations of methods used to calcwaapgeciation, provisions,
financial products and indirect costs.”

The Observatory set up by the Sapin Law under #wsaof ENGREF and
designed to encourage transparency and competiiensince 1999, published
an annual report of delegated management coritracts

- The development of incentive mechanisms

The National Assembly Finance Commission repor2@®2 underline¥ that
“the concept of "risks and perils" of the concesaice, or, broadly speaking,
"responsibility”, which constitute a factor of keaynportance in the legal
definiton of delegated contraéls must now cover service quality and
performance indicators directly linked to the amoohremuneration received
by the concessionaire. (...) Contracts which inclethses of this kind will
encourage delegatees to provide the highest |dvetmvice for the best price

*® Information Report (No. 3081) by Yves Taverniqu, oit.

*” Observatoire Loi Sapin. op. cit.

*® Information Report (No. 3081) by Yves Tavernigg, oit.

% Cf. Conseil d'Etat, "7 April 1999 Commune of Guilherand-Granges.
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and will put an end to the kind of monopolistic fii© which presently
characterise the market”. However, much remairetdone in this area.

The report’ goes on to state that these “risks and perils’ iaréact, absent in
the French water industry. The role of the new laW be to “reintroduce the
notion of concessionaire risk. As things standi-besleavours obligations have
replaced objectives and ‘quantitative’ risk hasadgeared from delegated
contracts in the water sector.”

The report produced by the Cour des Comptes in2@08aches the subject of
the risk engendered by the stagnation or evenifialhe amount of water
consumed, particularly in France’s larger citiebisTphenomenon “threatens
operator profits. As a reaction to this situatisome operators are attempting to
negotiate clauses which will, in effect, affordtheconomic protection. Clauses
stipulating automatic price rises in the event otamtinued decline in the
volume of water sold can have the effect of shigdiistributors from the risk
of declining profits.” This is unacceptable in thfe only risk accepted by
companies signing lease contracts is preciselyraregrcial one.

More generally, Christelle Pezon highlighit&the aversion of operators to risk,
which encourages the regulator to protect them ftertain contingencies”.

- The introduction of user participation in the regatory process

In this context, the setting up of the Consultat@mmissions for local Public
Services should be mentioned. These bodies proathiece on the type of
management best suited to particular areas, o® langestments, and on the
annual reports published by concessionaires. Howdve level of competence
of these commissions varies dramatically from comeio commune.

- The project to set up a national regulatory body

A report by theHaut Conseil du Secteur Publi@d999) recommended the
creation of a regulatory authority for water antamr services responsible for
defining technical standards, investment financipggce index rules, etc. In
2000, the French Competition Countsuggested “the creation of a monitoring
body with the right to make public any informatidreld by the various
administrations and organizations already operatirige water sector; the body
would play an observational role, and dispensermé&tion and advice; it would
also have the power to refer cases of malpractideé Competition Council.”

* Information Report of the National Assembly FinanCommission on the financing of
water managment, 2‘2May 2001.

°L Report of the Cour des comptes, No. 54, 2003.

°2| e service d’eau potable en France de 1850 a 1P9&sses du C.E.R.E.M., Paris, 2000.
3 Order No. 00A12 of 31 May 2000 pertaining to a request from the Comrissif
Finance, the Economy and the National Assembly Bfawater prices in France.
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In June 2001, the government proposed a bill tadNat Assembly including
the setting-up of such a regulation authorkat Conseil du Service Public de
I'Eau et de I'AssainisseméniThe negotiations have been very hard, and the
prerogatives of this authority have been progredgigut down. After the 2002
general elections, the project was shelved.

*

This last episode demonstrates just how difficulsito change the system. In
spite of the reforms, recent official reports cong to emphasize the
dysfunctions that characterize the French wateplguand sanitation industry.

The Cour des Comptes’s 1997 public reparnderlined that “the absence of a
framework for overseeing the manner in which delegapublic service
contracts are accorded has, along with the ladkaoisparency of this style of
management, led to abuses. The Law &f 2$nuary, 1993, and the recent Laws
of 2" and &' February, 1995 were intended to remedy these gmubl

Commenting on a survey conducted by the French @ttigm Councit®, the
National Assembly Finance Commission report of 2@0hcluded by stating
that, “it is essential to ensure that delegated apament contracts are not
slanted in favour of delegatees and against ends.udéis has what the
legislator has been attempting to achieve thesddasyears without, however,
having succeeded in entirely rectifying the streaitdisequilibrium between the
parties involved.”

** The Management of Local Water and Sanitation 8esyiPublic Report, Cour des comptes,
1997.
% Order No. 00-A-12 of $1May 2000 on water prices in France.
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B. Case studies

The three case studies presented below were chtiseniirst — Grenoble,
because of the double change of management maé&myear period: from a
régie to delegation, then a return to direct public nggemaent (égie), and the

two others — Rouen and Nantes, because they gammgs of an increased
control over delegated and public water managengntan intercommunal
organization (the case ofigglomération de Rougnand of an efficient

organizing intercommunal organization (the casthetommunauté urbaine de
Nantes.

a) Grenoble provides a good example of management change: dicaunt to
delegate management, and presently a return tct givblic managemetit It is

a big town situated in the heart of the Alps thendfit from a privileged access
to an available water resource. After the municglakttions in 1989, the new
Mayor Alain Carrignon decided to delegate the watervice to the city of
Grenoble, and delegate the servicd.yonnaise des Eauxvith a payment of a
right to entry in the city’s water market, includimther payments that will be
the object of controversy and liquidations. Fror@1% 1995, the price of water
(for a consumption of 120Myear) varies from 0,512 €Arto 0,753 €/m
representing an increase of about 50% in curremt eu

Such an evolution led to the creation and developraéan association for the
protection of water named Eau Secours in 1994. This association is
environmentalist militants that contest the risepiices and delegation of the
water service to private companies. This associalias different forms of

action: denunciation, organization of consumer pays (representing 10% of
the water bill) that are put on a frozen bank aotolaw suits, institutional

interventions, etc.

The water question has been subject to many lavpaliital battles, and is one
of the important issues during the 1995 electidnkeft-wing alliance is elected,
with a socialist Mayor, Michel Destot and electeslegists among which were
also some that had contested the delegation ofrwad@magement. The new
municipality wants to question this management madé without paying any
financial compensation to thegonnaiseGroup for breach of contract. At first, it
negotiates with théyonnaiseGroup and creates a mixed society, Suxiété
des eaux de Grenobtkat associated the municipality and tyennaiseGroup.
In 1997, the price of water diminishes by 8.5%. Blu presence of the
Lyonnaise Group in the mixed company is criticized and tensi subsist

% See EUROMARKEThttp://mir.epfl.ch/page18246.html
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(regarding billing); justice annulates differentae$es in past contratts A
return to a municipatégie took place in 2000. Only the offices in which the
régieworks are managed by the mixed company.

Over the course of the last few years a numbeodal lauthorities have decided
to return to public management, including NeufchatéVosges), Cherbourg
(Manche), Castres (Tarn), Chatellerault (Vienne)gsA(Gard) or Pertuis
(Vaucluse), and probably Paris in 2010. It shouwdnoted that, in 2000, the
French Competition Councilcommented “that a provision should be added to
the Local and Regional Authorities Code obliging tleliberative assemblies of
such authorities, as well as their public estahtishts and agencies, to express
their view on the possibility of a return to thégie (or public) system of
management after the present management conteactseipired.”

Regarding users that do not pay their bills, ibgie tries to distinguish those
that cannot pay the bills from those that are digist But with 60,000
subscriptions and 8,500 changes each year, iffisulti to have a personalized
follow up. Therégie participates to the solidarity fund that existshe level of
the Préfecture de I'lserg58 files were dealt with in 2003). Moreover, @se of
leakages at the user’'s household, ribgie has installed an upper limit at two
years maximum and incites the user to repair leakag

b) Municipalities usually group together (there areousmd 14,000
intercommunalitésn France), and some have increased their nempgtipbwer
and controlling capacity like Nantes Métropolefme Agglomeration of Rouen.

Rouen provides an example of increased control overgdtésl and public
water management by an inter-commune organizatidha form of the Rouen
Agglomeratior®. This agglomeration groups 37 communes, out otlwRouen
represents 25% of the population. The Rouen Agglatima is responsible for
the wastewater sector since thé df January 2000. From the' bf January
2005, theagglomération de Rouehas also taken the responsibility of the
organization of the drinking water sector. Tét@mmunauté de I'agglomération
de Roueris now the organizing institution for all commun&fore, drinking
water services were organized according to theovieilg order: 17 different
structures would provide drinking water for the 4D inhabitants of the
agglomeration out of which 39% of distributed volumes are dbyeégies and
60% by delegated management. Out of these 17 elffestructures, 12 were
intercommunal syndicates (delegated managementmnunes did not have a

> The two successive changes in management modes lbast to notable evolutions of
prices: a rise of about 50% between 1991 and 198bthe passage to delegation contracts,
and then a decrease of 8,5% between 1996 and d@8ig the passage torégie which has
lead to a stabilization of price ever since.

%8 Order No.00A12 of F1May 2000 pertaining to a request from the Comrissif Finance,
the Economy and the National Assembly Plan on waiees in France.

% Cf. EUROMARKET, op. cit.
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syndicate(delegated management) and 3 communes were mabggedies
(régies simples Rouen, Le Grand-Quevilly and Darnetal. Now, the
Agglomeration of Rouen has more power to negotiatdracts to induce price
reduction.

In 2003, for 120rh(before tax), the price is between 109.04 eurb9@ 70 euro

in the agglomeration. Thagglomératiors objective is to better control private
companies and increase competitfoDne objective is to increase negotiating
power with companies in order to have a unique learahonized price in 2012
that should be fixed at the lowest existing pritieis would lead to geographical
equity: same price for the same service. The agglanon wants to harmonize
the financing of investments by communes. This loaization will take time
due to existing disparities (the variation is fregmmple to double for drinking
water and from simple to triple for wastewater tingent).

A consultative commission was created since 2000.

c) Nantesis another exampléthat illustrates an efficient organizing entityet
communauté urbaine de Nant@stercommunal organization). Since the df
January 2001, theommunauté urbaine de Nanissesponsible for the drinking
water and sanitation. Before, 33 different admrmaisie entities (communes,
syndicates) organized the water service, which wase complicated to
organize. The water bill was constituted of 214fedédnt elements with 48
different tariffs. Thecommunauté urbaine de Nani{@s Nantes Métropolehas
chosen to accept the mix of management mod&gesand delegation), as it
thinks competition between management modes ca@ pasitive impacts. For
drinking water and sanitatiomégies (régiessimple$ cover more than 50% of
the population, and there are 24 delegation coistrathe objective is to
harmonize the water bill which varied from simpdediouble for an average bill:
it varied from 490 euro to 205 euro for a consumptiof 120mM. The
harmonization is planned for the year 2006. Thenloaization of prices is also
accompanied by a harmonization of quality of sawievith the creation of a
Charter Charte du service public d’eau potaplgroposed by theommunauté
urbaine de Nantesnd agreed upon with the three operators (régh)RS
Générale des Eaux).

Some small municipalities have weak negotiating groand control, and this
asymmetry of available information and competertistorts the power balance
to the detriment of the elected leaders and logtlaities. One can talk of the
non regulation of the operator, even if the pulshanicipalities have set up
expertise tools of their service such as the “®erfAublic 2000” associatiémn

% Delegation contracts stop between th& Bécember 2006 and the*Tecember 2011.

®. Cf. EUROMARKET, op. cit.

®2This association was created in 1996, by the AMBs(ciation des Maires de France -
Association of mayors of France) and the FNCCR ¢Fatibn Nationale des Collectivités
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C. Summary of findings on major issues and trendsni the
provision of this service sector

Concluding remarks

The French delegation-concession system in the rvgatatation sector,
anchored by one hundred and fifty years of histog tradition, has provided
improvements in quality and efficiency in a secwhose administrative
organization is not always a well adapted as ithinlge, especially in view of
continual technological advances in water treatpdistribution and sanitation.

Nevertheless, the French system is characterizeithdogxistence of profound
structural imbalances, notably in terms of struat@symmetry in knowledge
and expertise between organizing authorities afebdeses.

Operators have used the margins for manceuvre wéxist in the system to
obtain — in a manner fundamental to their speddgic — extremely healthy
returns based on the possible exploitation of mohopituations. They have
developed vertical and horizontal integrations Whibave created an
oligopolistic competitive framework whose charastgcs were examined
above.

Since the early 1990s, a series of legislative madagerial reforms have been
introduced in response to growing public concelmsua water issues in France
and throughout the world. These reforms have giwsganizing authorities

greater powers in terms of setting objectives, maoimg, and regulation in the

areas of reinforcing competition, increasing tramepcy, developing incentive
mechanisms, and bolstering the expertise at thisjpodal. They have not,

however, put an end to the structural asymmetrwéen local authorities and
concessionaires. In some areas, water supply andatsan services are

“remunicipalised” by the public sector. In otherses, local authorities have
acquired a critical mass in terms of influence Wwhenables them to carry out
their role more effectively; the most striking exales are perhaps those in
which local authorities are able to acquire expertoy directly running water

supply and sanitation services in part of their mistrative areas.

The tariffs of public water services differ widely France, according to the
territories because with no national equalizatibtaaffs. These differences are
primarily due to major disparities in cost of accés resources and treatment;
depending on whether it is located, in an area /liee resource is abundant

Concédantes et Régies-association of régies) ierom help municipalities out in the
management of drinking water and wastewater sesyieath the growing complexity of
legislation and techniques. This association pewigxpertise, assistance and advice to
municipalities in their decisions regarding watearmagement.
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and of good quality or on the contrary in an aré@ns the resource is rare and
requires extensive treatment to make it drinkathle, differences in costs are
significant. Any comparison of rates and costsmaeaningful only in relation to
these realities.

Given the different modes of management of publetew services, it was
attempted to compare the rates to try to provesthgeriority of one mode of
management on the other. Global statistics show tdréfs are lower in a
communal organization and in the direct managentent in the more complex
intercommunal organization or under a delegatedag@ment.

Price of water according to the organization and maagement of the services
in communities with collective wastewater syste?ﬁ

Organization
Communal Intercommunal
Direct management 2,19 2,85
(régie)
Delegated management 2,93 3,44
Mix management* 2,60 3,04
Total 2,59 3,19

* With a different management and organizationdonking water and wastewater

But overall this comparison does not make mucheel®reover it does not
take into account the differences of resource’stsgoshe fact that the
decentralized management is correlated with the G@rea and population) of
the organizing authority and that it tends to geteetincreasing costs. While
tariffs of delegated management include the beraffithe operator and the
management in house does that only to balance dteuats, there may also
appear differences in the effectiveness of managemeoming up the effects.
Overall, there is no proved evidence on the supgriof a management mode
on the other.

Nevertheless, the major operators continue to iateywdeveloping the kind of
new techniques mentioned in the official reportstqd above. At this point in
time, it is legitimate to ask ourselves what thésas would do if legislative
were introduced to ensure that they were no loabér to generate profits over
and above the norm. Perhaps they would be temptelk\telop new areas of
expertise or new, less strictly regulated geogiagltaones in which to practice
their existing, well tried skills?

® Source: Ifen-Scees, Enquéte Eau 2004 — Insee,nBament 1999 de la population,
http://www.ifen.fr/uploads/media/de117.pdf
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ANNEXES






In the frame of the research project of the Inteomal Scientific Commission

"Public Services / Public Enterprises" on local lpubervices, a common study
grid was set up to gather data. The objectivénisfdrid is to collect descriptive
material to enable the future analytical and comipee examination of the

provision modes of local public services. Indeedtional studies are being
elaborated in 8-12 countries with three sectorerey, namely: distribution of
water, local public transport and waste collection.

The two following tables present part of this conmmeork grid with some

overview information, data and indicators obtainéfdm open sources
concerning the water distribution sector in France.

* % %

Table 1. Responsibility and organization

Responsibility Subject in charge of programming: who balances tdemand for water
resources? How and by whom supply is planned angamized? How and
who decides tariffs, the level of financing and iestment?

In France, the water-sanitation sectors are th@oresbility of local
communities or of inter-community cooperation stuses: inter-municipa
syndicate, municipal or town communities.

Price is fixed either between municipality and @per during contract
(delegation) or by the municipality or syndicatégie).

Form of the market andLegal monopoly or partial or total liberalizationfeentry

provision In the case of direct managemerggfe), the monopoly is complete; in the
delegate management the legal monopoly subsistsigduhe contrac
period.

Procedures used to choose the provider: in houskeeal award (in the
case of direct management - régie), public tenderifin the delegate
management)

Contractual forms of provision Four types of contracts are used
delegation of industrial and commercial public &% in France
concession, lease contraetfféermagé - these two first types of contragts
being the most common in France-, management ast@érancg, and
commissioner management contracégie intéressée

Prevailing firm typology private

Regime of wage bargaining and possible specific salcclauses for the
existing staff: The statute of the employees is statutory or ectual and
the regime of wage bargaining public or privatethiea case of change of the
operator (from public to private/from private toltic) there is an obligation
for the new operator to take the employees of ttie@perator in the respec
of their conditions of employment (statute, colieetconventions etc.).

n

Monitoring and Relationship between the programmer and the provjdbe role of service
regulation contract; type of monitoring; degree of independgnand autonomy from

the relevant political subject

The Sapin law obliges the operator to present,yeyear, to the delegatin
authority a report including, in particular, acctarof all operations
accruing to the delegation and an analysis of thality of service; the
regional chamber of auditors can check the accafrite operator.

«Q
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Table 2. Nationwide indexes and data suggested féfater Sector
Quantitative monitoring and indicators
Organiza- | % of the supply according to different operationfarms (in house, direct award to public or mixedtemprises,
tional forms | tendering or concessions to private, public or mikenterprises) and % share of different provisioppes
(public, private, mixed)
In France, the local authorities are responsibleéte services of water supply and of wastewagattnent. 21%
of the French population in water supply and 47%wimstewater treatment are served by a public operat
through a direct managememégie) and the rest by delegated management on the tiadedegation contracts
signed for periods running from 7 to 20 years: get®n contracts concern 79% of the population estmwith
drinking water supply and 53% of the populatiornvedrwith wastewater treatment.
% of the supply provided by the 3 major operatofsiree main groups share three quarters of thkehareolia-
Environnement (service of drinking water for 43% pafpulation; service of wastewater treatment fobo3df
population), Suez-Lyonnaise (service of drinkingevdor 2% of poEuIation; service of wastewatertneent for
15% of population), Saur (10% of population) (Seu@E, 2002a)f5
PRODUCTION DISTRIBUTION SEWAGE AND WASTEWATER
(bulk supply) TREATMENT
Supply and | - Total demand and - Demand and supply trends
demand supplytrends Annually, Water is general abundant in
in France, it is produced | France, despite local and
about 34 milliards m3 of | periodic disparities: about 1000
watef®, billion m3 of reserves and 170
- Sectoral demandThe billion m3 from internal
total production are sharedresources.
as follow: The annual consumption of a
- 19,1 milliards m3 for the | person represents approx.
production ofelectricity; | 50 000 litre§®
- 6 milliards m3 represents - N°_of inhabitants served - N. of inhabitants served:
the drinking water (less | In 2004, 99% of the total In 2004°, the population linked to the collective
than 20% of the total population of France was servedsystem of wastewater represented 78,8% of the
production; the quantity of with drinking water = approx. | total (46,1 millions of inhabitants).
water for the public 62,3 millions habitants (fora | pore than 5 millions housing, about 12 millior|s
framework are relzgw_ely total population of approx. 63 | jnhapitants (19% of the total population) were
stable since 25 yedf millions) equipped with individual installations of
- 4,8 milliards of m3 for wastewater and 2,2% of the French populatiop
irrgation ; has no connection or individual sanitaﬁ%n
- 3,6 milliards of m3
for industry ®’

% Bauby Pierre, Lupton Sylvie, Euromarket Work Paekdg(Phase 2), Report France — Analysis of

the legislation and emerging regulation at the BUntry level, 2004

% Ministére de I'Ecologiehttp://www.ecologie.gouv.fr/Bon-a-savoir-les-chié-de-la.html

What quantity of water, called "consumed part" does return to the natural environment? 5.75

billion m3 How is this part consumed? - 2.8 billiot8 irrigation - 1.4 billion m3 of water - 1.3 hdh

m3 of electricity production - 0.25 billion m3 inshny. Les prélevements d’eau en Franeeoir le

rapport complet suhttp://www.ecologie.gouv.fr/Les-prelevements-d-eguiFrance.html

8 Fédération professionnelle des entreprises da (EB2E) & BIPE,Les services collectifs d’eau et

d’assainissement en France. Données économiqueajeoet environnementale&008, p. 7

6732 552 million m3 in total: 59% (19.1 Mm3) for egg production, 9% (2.9 mma3) for the needs of

industry, 14% (4.7 mm3) for the agriculture, 18%8(5hm3) for drinking water, 19% comes from

groundwater, 81% comes from surface water - Soufee: 2006 68% for agriculture, 24% for

drinking water, 5% for industry (excluding energ®% for energy production; 162 liters / day:

average water consumption per capita (118 l/daytHerNord-Pas-de-Calais to 259 liters / day for

Corsica) - Source: Ifen 2002tp://www.eaufrance.fr/spip.php?rubriqguel87&idicet=449

8 http://www.eaufrance.fr/spip.php?rubriquel187&idicke=466
http://www.eaufrance.fr/spip.php?rubriquel87&idicet=472

%9 Fédération professionnelle des entreprises de (ER2E) & BIPE, 2008, op. cit, p. 13

0 Bauby Pierre, Lupton Sylvie, 2004, op. cit.
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Financial % of costs covered by % of costs covered by tariffs and other privatepublic sources
coverage tariffs and other private 2,71 euro: medium price of one m3 of distributesewéfrom 3,44 euro for
or public sources Bretagne to 2,15 euro for Auvergne) comprisingdbsts for: drinking water - 49%;
The costs of the water andand for wastewater 51%.
wastewater services is In 2006, the medium total budget of the French mguwas a little more than
annually of 11 milliards | 37 800 euro, on which 290 euro consecrated to esqgeconcerning water and
euro, covered: 98% by the wastewater, that is about 0,8% of the budget.
price of the water; 2% by
the communés
Expenditure on non-collective sanitation:700
millions euro/year for investments, 170
millions/year for operation.
The growth tariff has slowed
since 1998: part of the investments needed to
implement the standards of sanitation
(obligations under the European directive “urhan
wastewater” of 21 May 1991) was carried out by
communities.
2006 marked a slight recovery that increases |in
2007.
Quality -% leakage -% of population served - % of population served
In 2004, of 6 milliards m3| In 2003, 99,2% of the French In 200@1, the popu|ation linked to the collective
of drinking water population was connected to | system of wastewater represented 78,8% of the
produced 1,6 milliard public water suppl{ and 98% | total.
were lost (about 25%) of French housing is connected More than 5 millions housing, about 12 millior|s
Households pay for most | to a public network of inhabitants (19% of the total population) were
of the pollution costs; distribution of water. _ equipped with non collective installations of
although they only At the present, the domestic | wastewater.
contribute to 520-35% of | consummation represents 137| - Quantity (%) of treated water
this pollutiorf litres/day/inhabitarif. The daily volume of recycled wastewater was
:% leakage _ appreciated to 19200 m3 (2000-20833)
The level of leakage in the - % of recycled wastewater
residential habitafS represents | The abundance of water resources did not
approx. 20%. _ | encouraged the recycle of wastewater. The
Other sources appreciate that inactual experience is very limited and concerns
France from 15 to 25% of the irrigations (at the end of 1990, 2300 ha were

consumed drinking water of
housing is lost because of
leakage (of tap, in the toilets,
and in the canalisations of
commune’s areas). A leakage
rate of 17 I/min at 3 bars goes 1
20 I/min at 4 bars or more
3l/min and an annual waste of
about 26 m3 i.e. slightly more
than half of the annual
consumption of an individual at
his home.

-Consumer satisfaction and
dislike

Users only use 1% of their
drinking water for drinking
purposes, and consume more
and more drinking water bottles
This situation is seen as a lack
of confidence in water quality
and safety, due also to the
different sanitary crises in
France that have shown a lack
of control done by public

equipped for irrigation with recycled watat

o

5.

authorities®

" http://www.eaufrance.fr/spip.php?rubrique187&idicde=467 For details see Bauby Pierre, Lupton Sylvie,
2004, op. cit.
2 http://www.eaufrance.fr/spip.php?rubriquel187&idicde=467
I http://www.fp2e.org/fic_bdd/annexe fr_fichier pd#(41894031 Rapport BIPEFP2E 2008 BAT _vf,pdf

p. 23.

1%: part of water in housings bugdédittp://www.eaufrance.fr/spip.php?rubriquel187&idicdet=473
™ http://www.ifen.fr/uploads/media/dossier07 02.pdf
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Social Increasing block tariff vs

objectives uniform price with rebate

Public minimum service, no denial of
service access, etc.

obligations The example of prices in France

with delegation contracts and
public management show higher
prices for delegated
management.

Companies can cut off the water
supply for non payment.

Efficiency | - Investment for - Investment for inhabitant - Investment for inhabitant
inhabitant In 2003, 1,6 billion euro/year | 3 billion euro/year for investments in sanitation
nvestment in the field of | investment in water for about 63and wastewater treatment (invested by the public
water and sanitation in million people = 25 services of water and wastewater) for
2006 was, in France, of | euro/inhabitant approximately 63 million people = approx. 47,62
5.6 billion euro (886 - Length of pipes for employeej euro/inhabitant
euro/inhabitant if counting En 2004, 900 000 km of pipes | From the agencies of water for fighting agains
63.2 million inhabitants in| served the French territ pollution: 1152 millions euro for the local
2006). and 32 000 persons worked in| communities; 185 millions euro for the
It focused on the creation| the water services (2003), that isndustries; 48 millions euro for agriculture and
of new networks and approx. 28 km of pipes for 241 millions for the management of resoufes
treatment facilities employe&® For non collective wastewater : 700 millions
and remediation; euro/yeaf’
upgrading of existing -Treated wastewater (cm) for employee
equipment, particularly to In 2001, 28 millions housing (95% of the total
meet the new regulations French housing, approx. 58 millions inhabitants)
For example, now three were connected to a wastewater system
out of five connections are - Supply (cm) for employee (collective or individual).
compatible with the future 5,8 milliards m3 of Same year, the 16 100 wastewater stations cquld
quality limit for lead in water/annually for 32 000 treat the pollution corresponding to 86, 4 millions
2013. employee¥ =18 125 equivalent-inhabitants (EH) (in 1998, 15 400
Municipalities and m3/employee stations developing a capacity of 81,3 millions
associations of EH). The stations are meant to treat the pollution
municipalities are of industries, too.
responsible for more than In total, in 2001, for approx. % of French housing
half of these amounts of an appropriate treatment of water was ensured.
investment. Private But 4% of housing in normal area and 6% in
operators have made, for sensible areas do not treat their wastew3ter.

their part, investments in
the amount of 713 million
euro as part of their
business delegation.

A comparative situation:
communities (excluding
departments and regions
58%, Water Agencies
18%; Private Operators
13%; Departments and
regions 119%

> Bauby Pierre, Lupton Sylvie, 2004, op. cit.
% Source: EUROSTAT, 2003, EUROMARKET WP 4, 2004, LU S. and BAUBY P.Analysis of the
Social Implications of the different Water Libesalion Scenarig2005, p. 7
g http://www.eaufrance.fr/spip.php?rubriqgue187&idicdei=466
http://www.eaufrance.fr/spip.php?rubrique187&idicde=472
8 Fédération professionnelle des entreprises de (ERRE) & BIPE, 2008, op. cit., p. 7
® Données 2007, Ministére de I'Ecologietp://www.ecologie.gouv.fr/Bon-a-savoir-les-chdf-de-la.html
80 Bauby Pierre, Lupton, Sylvie, 2004, op. cit.
81 Fedération professionnelle des entreprises de (lERAE) & BIPE, 2008, op. cit., p. 13
B. Jiménez and T. Asandnternational survey of wastewater reclamation arelise practice, IWA
g’sublishing, 2007, cited inttp://www.agref.org/XEauXLAZAROVA.pdf
Valentina Lazarova, Francgois Brissalitérét, bénéfices et contraintes de la réutilisatdes eaux usées en
§4rance htt_p://www.aq_ref.orq/XEauXLAZA_ROVA.pdf
g5 Feédeération professionnelle des entreprises de (BRRE) & BIPE, 2008, op. cit., 27
http://www.ifen.fr/uploads/media/dossier07_02.pdf
856 000 kilometres of pipdgtp://www.eaufrance.fr/spip.php?rubrique187&idicde=466
80http://www.eaufrance.frlspip.php’?rubrique187&id Aet=472
http://www.eaufrance.fr/spip.php?rubriqgue187&idicde=64
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87 Between 1993 and 2002, the total employment inwtheer sector increased from 31 207 to 39 446, which
means a 26% employment increase in 10 years. Tlie soarce of increase is in the wastewater treatmen
sector as the increase in this sector represemteshgloyment increase of 77%, whereas the drinkiater
gector employment only had a 17% rise. LUPTON &yand BAUBY Pierre, 2005, op. cit., p. 7
http://www.eaufrance.fr/spip.php?rubrique187&idicde=66
Source : Commission des comptes 2002w.eaudefrance.fr/spip.php?rubrique18&id_articlé=6
www.ifen.fr/actualites/presse/
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2009/03 The French system of water services
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