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1. Introduction

As part of the project for national reports on losarvices of general
economic interest, this paper seeks to shed lighthe provision of water
services - i.e., watedistribution and wastewater disposal - in Austria.
More specifically, the undbing work addresses the central issues related
to water provision: the (domestiggal framework, the actual mode of
provision and financing as well as monitoriagd regulation. Whenever
available, the representations of provisional atgpebave been
supplemented with dataThe main task of the subsequent sections is to
sketch the evolution of the Austrian water secimrdhe last 10 to 15 years
and identify the main drivers of these developments

2. Legal framework

2.1 European background and context

2.2 Domestic legal framework

According to Austrian law the main water-juridicampetence lies with
the federal provinces, both in legislation and exiea. In this respect,
water supply and sewage disposal together withrigte to enact laws
related to organisation and implementation of wadestribution and
wastewater disposal falls within the juridical spghef the federal states.
Execution of the service itself lies on the muratilevel and is codified by
the respective federal province law. According . A16, para 2 B-VG
(Bundesverfassungsgesetz, the primary constitutiacd municipalities
thus have the possibility to operate a commeradérmprise.Regarding
task implementation there is no principle of sulasity favouring aprivate
over a public solution. However, all provincial lewexcept in
Carinthia, have restricted public activity to taskbich are in public
interest.

According to Art. 10, para 1, lit 10 B-VG the wajaridical competences
of the federal State are limited to "water riglusntrol and conservation of
watersfor the safe diversion of floods or for shippinglamaft transport;

L1t should be noted however that data collectiod pablication by the responsible
entities is very limited and has led to a somewdaectic use of different data
sources.



regulation oftorrents; construction and maintenance of waterivay3n
that basis the Federal Water Act (Osterreichistiasserrechtsgesetz) was
enacted in 1959, which includes general provisidesling with legal
classification, usage, pollution control, protentiof water as well as
general water management obligations. As a consegqua the increasing
pollution of Austrian rivers, lakes and waterwaysre was a comprehensive
amendment in 1990, which sought to implement theeld@ment of a
comprehensive concept for water management in ilfstin 2003 there
was another major amendment, which mainly concethedncorporation
of the European Union Water Framework Directive inational law. The
main focus washe introduction of regulations to prohibit deteaton in
the existing water quality and to improve water agement planning.

In what follows, the most important points in theuskian legislation
regarding water shall be summarised, with a famudederal legislation.
Federal provincand municipal legislation, which vary to a degned|,
be analysed in the case studies by way of examples.

2.2.1 Water Act (Wasserrechtsgesetz) (WRG)

The WRG, the central legal basis for the Austriaates management,
regulates by means of obligations and prohibitibesusage of water bodies
and affects the following areas - either directlyog ordinances, which are
enacted by the minister on basis of the WRG:

 jurisdiction and stages of appeal

* supervision and inspection

» usage of drinking and process water
* connection and compulsory use

* sewage disposal

« water management planning

According to the WRG the competence of the Fedmralies with the
Minister of Agriculture, Forestry, Environment ailater Management
(BMLFUW), except for drinking water quality, which lies with the
Minister of Health, Family matters ardbuth welfare (BMGFJ). On the
one hand, the BMLFUW directs the Umweltbundesamitl€fal office for
environmental matters), whose responsibilitiesudel the compilation of

2 Schénbéck et al. (2003), p. 14.
3 RL 2000/60/EG; WRRL.



specific scientific knowledge, data and readings. tBe other hand, the
BMLFUW also directs the Bundesamt fiir Wasserwirgstcfederal office
for water management), which covers the areas dealitig hwdraulic
engineering, groundwater balance and ecology of water bodie Th
abovementioned BMGHR3 responsible for regulation and supervision of
drinking water quality. Subordated to the ministry are the
Lebensmitteluntersuchungsanstalten (departments dgamination of
foodstuffs), which carry out the operative (teclahicsupervision of water
quality.

At provincial level the water management tasks exercised by the
respective provincial government office (Amt der Lasckegierung), e.g.,
specialist department or department for water sight-irst instance is
basically the district administrative authority @&sverwaltungsbehérde).
8899 and 100 provide for some exceptions where dgoeernor

(Landeshauptmann) or the minister are the authofitiyrst instance. The
supervision authorities according to 8 130 WRG aesponsible for
ensuring:

« that control, water laws and provisions are fobow
(Gewasserpolizei)

* examination of water body quality (Gewassesrzusanfsicht)

 pollution control (Gewasserguteaufsicht)

« groundwater protection

The distinction between private and public watedibs made by 88 2 and
3 WRG provides for a differentiation in regard to ifimg usage.
Basically theownership of a land owner includes water bodieshair
land. According to 8 8 WRG the legislator allows é@ommon water use -
under the public trust doctringemeingebrauch) - on both public and
private water bodies. Utilisation whi&xceeds this common use, as well
as all installations, requires a permit. A similagulation applies to private
surface waters.

During proceedings, the competent authority hadatance the various
intereststhere is no right to a permit. An application maydenied for
reasons of publiinterests according to § 105 WRG, or the permit may
include conditions. A decisioabout an application has to consider the
principles of sustainability and needg¢cording to 8§ 13 WRG. Thus
hoarding of water rights must be prevented on the side and, on the

4 See § 9 section 2, WRG



other, the preservation of ecologically functionimgglies of water and water
supply shall be ensuréd.

The "Standards for the quality of water for humaage" are codified
in thedrinking water ordinance (Trinkwasserverordnung,)dnd in the
surfacedrinking water ordinance (Oberflachen-Trinkwasseov@nung).
The TWV replaced several other ordinances in 2001 due tol lega
requirements of the European Communiy.36 WRG enables the
provinces, with regard to the organisatiohwater supply, to enact an
obligation to connect to the existing public wasepply system to
"safeguard the interests of a public water supgsngany servicing the
public good". They may further limit the constracti of self-supplied
installations, if "the construction of new instaikans could endanger the
public water supply conduits concerning economic contyiuitOn the
other hand, the (often monopolistic) provider ofvage disposal services
there is obliged to contract with consumers.

Additional regulations in the WRG concern the dsgof sewage, whereby
actions, which affect the composition of a bodyatter, either directly or
indirectly, may only be executed after obtainingater rights permit under
§ 32, section 1 WRG. Due to § 32, section 3 WRG dbestruction or
modification of an installation for cleaning pubNeater bodies or waste
water treatment requires a permit, regardless d@thdr or not they affect
the composition. The emissions ordinances (Gen&sie water emissions
ordinances, AAEV, Allgemeine Abwasseresimsverordnung) includes
general threshold values for the emission of wastier into waterways,
public sewage systems and waste water treatmémdustry-specific
threshold values are given in the respective sextf 8§ 4 AAEV.The
special circumstances of single-unit installatioms extraordinary
locationsare considered in the third wastewater emissiodsance for
communal waste waters. In the case of indirect gewdisposals into
authorised sewage systemsubject to the consent of the respective
owner -, the permission requirement is reduiced notification and duty
to report. Nevertheless, under 81, indirect sewdigposal ordinance,
certain types of sewage involve permission andrtepaigations because
of their hazardous nature, their amplitude or bseaf EC regulations.

Because of the implementation of the Framework @ive, the monitoring
of water body quality was also incorporated int® WIRG (859ff). Thus the

> SeeSchénbéck et al. (2003), p. 16.
® SeeSchonback et al. (2003), p. 17.
" AAEV, BGBI. No 186/1996.

8 SeeSchonback et al. (2003), p. 17.
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hydrography act (Hydrographiegesetz) of 1979, wimctuded nationwide
data collection on water quality and the enactihgaoresponding remedial
action, was replaced. The integral basis for thelementation of the water
Framework Directive is found since 2003 in the n@étlv chapter of the
WRG. Being a kind of "tool box" for water managemetanning, this
chapter includes provisions on principles of plagnicentralised analysis of
the actual status quo, and action programmes aimrtiplementatiori.

2.2.2 Government aid

Government aid for sanitary environmental engimegis granted foremost
under the Environmental Assistance Act (Umweltfoudgsgesetz), which
aims for the following objective’:

» protecting surface and ground water against polhtproviding
the population with hygienic drinking water and plyng process
and fire water

* securing economical water consumption

* reducing environmental charges on water bodiesgradrground as
well as the preservation of the natural water dan

» consideration of the future development of demand wWater
services (above present demand).

Therefore 8§17, section 1 UFG focuses on improveénwn existing
structures and raising efficiency and redevelopnedrdld installations as
possible beneficiaries of government aid. Furtlety section 2 and § 21

UFG considers measurfs sewage disposal in businesses, other company
internal waste water-relatedeasures and research projects dealing with

sanitary environmental engineerimgrthy of aid. Based on the UFG, Aid
Guidelines (Forderungsrichtlinien) were enacted,ictvhcodify the
following principles for granting aid:

» sewage disposal: 8% - 50% of investment costsedumded plus a
possible lump-sum of at most 20 $ of investmenuna - it was
formerly 20% - 60%overall;

« water supply: 15% of investment costs are refurplad a possible
(not previously specified) lump-sum - it was foritget0% overall.

° SeeKletzan et al. (2004), p. 12.
O UFG, BGBI. No. 185/1993, idF BGBI. | No. 74/2008.
1 UFG, BGBL. No. 185/1993, idF BGBI. | No. 34/2008.
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The decline of the aid is a result of the decreasddme appointed for
UFG-related activities by the financial equalisatigFinanzausgleich)
between federation, provinces and municipalitiesutier lump-sum
payments for the construction séwage disposal facilities were included
to offer an additional incentive for cost-efficiamtoject plannindg? The
financial funds to cover this aid are effectedioy environment and water
management fund, which is provided for in 8§51 UFBusiness
management and processing are handled according 4® UFG by
Kommunalkredit Austria AG, a special bank which finesénvestments
into infragructure by public institutions. Due to financiajualisation 218
million euro have been available during the yead®52to 2008; 1.06
billion euro are budgeted for the period 2008 t&320

2.2.3 Framework for organisational forms

The decisive point here is the distinction betweeganisational forms
based ompublic law and organisational forms based on pevatv. The
first category ieludes various forms of municipal undertakings sash
Regiebetrieb® Magistrats- oder EigenbetridBeand water cooperatives
and water associations. While water cooperativasbeafounded to pursue
major water management tasksdated to the provision of drinking, water
associations deal with tasks whid@ncompass more than just one
municipality® According to §§ 76 and 88 WR@undation of water
cooperatives and water associations may involvecawe In the case of
sewage services, operators of waste water systamgroup as a so-called
"sewer and waste water treatment neighbourhoodsiticipation is
voluntary and the carrier is the Osterreichischer \Wassund
Abfallwirtschaftsverband (OWAV) (Austrian water and sewage
management association). Organisatidoains based on private law (e.g.
AG or Gesmbh, which are similar to PLC and LLC)warccording to
the respective organisational and ownership stractlossible types
comprise corporatised public companies, privatéosgrarticipations (PSP)
or public-private partnerships (PPP). A pivotal ivetion for
corporatisation of municipal tasks in recent yeasss the fact that a
Maastrichteompliant corporatisation led to a decrease in gipal debt,
which was neessary to meet the Maastricht criteria. Moreottds step
reduces the need fduture investment - water and sewage services for

12 SeeKletzan et al. (2004), p. 15.

3o own legal personality, a part of the regular mistrative organisation.
4 no own legal personality, but own funds and orgatios.

15SeeOWAV (2001), p. 25.
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citizens accounting for about 35% of overall mupatiinvestment - and
with it the neccessary loans.

Although many organisations under private law ambrid forms are
possible’’ hardly any of these structures are found in thetrfars water
sector. The predominant majority of enterpriseshwé private law
organisation are held exclusively byerritorial corporate bodies
(Gebietskorperschaften) and it seems highly unjikieat there will be a
paradigm shift in the organisational choice regagdwater provision
services.

2.2.4 Tax law aspects

When choosing an organisational form, tax law aspatso play a role.
Principally tax law is designed in such a way, tb@atnmercial enterprises
run by a municipality should have no advantage opewate-law
businesses. On the contrary, certain activitiesezhiout within the sphere
of public law enjoy certain tax advantagéfegarding turnover tax, there
are neither advantages nor disadvantages if wapglysor sewage disposal
are carried out by, or together with, private comes. According to 8§ 10
Umsatzsteuergesetz (UStG, Turnové&x Act) all organisational forms
(including municipalities within public law) arealble for turnover
taxation with the reduced tax rate of 10% and hHheepossibility of pre-
tax allowances. With respect to income tax, thera idisadvantage if
tasks such as the provision of drinking water ovasge services for
households are carried out in a private law orgdims or by
corporatisedpublic companies. The reason is that sovereign tioms
such as drinking water provision are exempted frooome taxation if it
Is provided by a municipality.

Summing up, there is a disadvantage if companidgmuprivate law - the
great majority of which are corporatised public companiegprovide
services which are usually located in the sphejgubfic law. Additionally,
due to special regulations, municipalities and watesociations are freed
from certain fees and transaction taxes, which havse borne by private
companies. This is certainly a drawback for PSkepts.

6 SeePuwein et al. (2002).

"E.g. service contracts, management contracts, Heli® concessions,
collaboration models, operator models.

18 SeeBMLFUW (2001), p. 24ff.
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2.2.5 Public procurement regulations

Because of the EU guidelines for tendering, the d@smergabegesetz
(BVerG, Feeral Awarding of Contracts Act) and several
Landesvergabegesetze (law of tpeovinces relating to tendering and
awarding of contracts) were enacted. The variousose are separately
treated in indivdual chapters, as is the caselraiwarding of contracts in
the water sector. Only tenders exceeding a seshblé value (measured
by the estimated contract value) fall within theoge of the BVergG.
According to 8 180, section 1 BVerG the criticaleshold values for
contracts in the water sector are as follows:

» Supply or service contract: € 412 000
* Building contract: € 5 150 000

» Concessions: a process involving several compamdsan adequate
degree of publicity is required if the value ofiagte tender exceeds
€ 60 000.

If the above threshold values are exceeded, aamnmnust be tendered.
Apart from that, EC law guidelines regarding principlesnda
fundamental freedom®f the EC treaty must be respected (e.g.,
prohibition of discrimination, equdleatment, free movement of goods
and services). There are also detailed regulationshe water sector, in
particular in § 168 BVerG.

3.  Provision and regulation of water services

A brief summary of Austria and relevant informatioancerning the
following analysis is given in table 1.

Table 1: Factsheet Austria

Population: 8,0 mio.
Density: 99/knt
Geography: largely mountainous due to its location in

the Alps. Flattening towards the more
densely populated east.

Number of Provinces: 9 (See map below)
Number of Municipalities: 2 375
State structure: decentralised, federal system

14



Figure 1: Map of Austria
Source: Statistik Austria (2009a)

Bundeslinder Osterreichs, Gebietsstand 1.1.2009

h e
vorariberg ] e

Kartographie: STATISTIK AUSTRIA,

—— Grenzen der Bundeslénder Erstelt am: 15.01.2008.

3.1 Prevaliling organisational forms

In the area of water distribution and provision thest important
organisationaltypes are municipal providers, water associationd a
cooperatives. Municipal providers are the domir@aganisational form

in Austria!® one very commorform is the public utility company -
usually found in major cities (e.g., Vienn@raz, Linz). Most of these
municipal providers - Vienna as an exception - @rganisations under
private law with the respective city as sole/majorowner. Private
participation is still very rare in Austria (excepts are EVN or Salzburg
AG). In certain federal provinces, such as Voragbdirol, Burgenland,
Salzburg andUpper Austria, water associations - usually a pobl
member municipalities - play an important role fre twater sectd?
Especially important for sparselyopulated areas, cooperatives play an
important role and represent the backbone of tistersy Although their
sheer number is consideralijetheir share of population served is far less
significant.

19 Accounting for around 60%. See Table 3.
20 SeeSchonback et al. (2003), p. 65f.
L Approx. 5 800; For more information see Tables @ &n
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The sewage business is usually organised in aievsystem, namely the
canal system and the sewage plants. As in watetigiva municipalities,
associationsaand cooperatives are the main organisational typésle
municipalities andassociations are virtually the only operators and
proprietors of canal systems, thaseea wide variety of organisational
forms involved in sewage plants. Howevalso in the case of sewage
plants, municipalities and associations are thetncosnmon owners.
Concerning the provision of sewage services by npipalities,
deregulations in recent years led to a situatiamere only a small part of
waste-water disposal is still directly - in terms of aghc company
under public law - operated by the municipaliiesSToday, most
municipal providers areperating under private law with the respective
city/town being the (majority) owner - a similar tigan applies to
water distribution.

Considering the range of services provided, Tabkh@ws that most
municipalties offer the whole package of services relatedwater
distribution (carriage,transport, delivery to the final consumer and
settlement) and wastewater dispogalastewater collection, transport,
cleansing, settlement) for the whole municigaka - 60% and 73%.
About 27% and 4% of the municipalities provide ampoehensive
service for a part of their community area in watkstribution and
sewage respectively. Some 13% in the distributioesh 23% in the sewage
sector cooperate more intensly, usually througbaasons.

Table 2: Service provision

Provision/Distribution Sewage
Comprehensive service 60% 73%
Partially comprehensive 27% 4%
service
Pure cooperation 13% 23%

Source: Own calculations based on a survayufein et al. (2002) comprising about 600
municipalities

An additional feature of the Austrian water secsothe small average scale
of operational units. This structure is mainly suleof the federal system in
Austria, which emphasises local and regional self-deternanatThe
abovementioned cooperatives are an indicator efditiiation.

22 seeSchonback et al. (2003), p. 67.
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3.2 Production efficiency under different ownership and
organisational forms

As a result of the already mentioned small scakratmns in the Austrian

water sector there is little information and databusiness conduct and
efficiency. Even though there was a controversebale about efficiency

and private versus publiownership in the wake of an infamous
PriceWaterhouseCooper report on thiater sector, the argumentation
was mainly ideological, and hardly any data was@mnéed to support the

arguments.

Until now there is only the study &fuwein et al. (2002) which empirically
assesses the efficiency in the Austrian water séttough a questionnaire.
Due to the low dynamic of the sector the resultsnfr2002 may still be

regarded as valid. However, the authors emphaseatethe data collected
does not warrant a systematic comparison betweeamt@rand public

companies. The main results of the study, whicls iBata Envelopment
Analysis (DEA) to measure efficiency and regreshese results on various
explanatory variableS, are as follows:

1. The legal form of a unit has no significant impaitefficiency

2. Similarly, there is no significant difference beewn self or external
procurement (make or buy)

3. Economies of scale would amount to 5% to 10%iefiicy gains

4. In contrast to production efficiency there is asiderable input cost
savings potential of 15% to 25% (e.g., through domted
bargaining with suppliers)

What remains is to mention significant efforts whihave been
undertaken byvater/waste-water providers to improve efficien@erhaps

as a result of liberalisation threats and pressuBeachmarking and "Best
Practice" comparisons were designed and implemdntadsess efficiency
potential and implement a quasicompetition amoegihainly monopolistic

providers™

23t should be noted, however, that such simple ttep-snference is questionable
due to the unknown form of serial correlation ameffgciency estimates, as argued
by Simar and Wilson (2007).

24 OVGW (2004).
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3.3 Structure of supply

One important and typical feature of (local) puldarvices is compulsory
connetion and usage. This means that, by law, houselualdisot choose a
provider but are connected to the local net andohhged to use only the
respective service. Water supply is thus charagdrby (local) municipal
monopolies. How the local authority organises apdrates the service is,
however, up to the respective municipality. In thbowing the different
organisational forms are being analysed.

Table 3: Organisational forms

Type Provision/Distribution Sewage
Municipalities 76% 74%
Associations 8% 19%
Cooperatives 12% 5%
Others/Private 4% 2%

Notes: "Municipalities" also include corporationsder private law, which are owned

exclusively by a municipality.

Source: Forderdatenbank Kommunalkredit Austria

Table 4: Structure of the Austrian water sector

Provision/Distribution Sewage
Municipalities 1900 491
Associations 165 109
Cooperatives 5800 32
Others/Private not available 6
Sum 7 865 638

Notes:"Municipalities" also include corporations undeivate law, whichare owned
exclusively by a municipality. The values for sewame for sewage plants of > 2000
population equivalent (p.e.).

SourcesSchonback et al. (2003) and BMLFUW (2003a)

Table 3 shows the shares of the different organisalt forms, as given
by thenumber of organisations which applied for fedetalding support
between 1993 and 2062Table 4 presents the number of companies which
were active in the respective sector around 200@e difference in
cooperatives between the two data sources suggast dlthough the
number of cooperatives is huge, thapplied only rarely for federal
funding, a result that is certainly linked to tery small operational size

%> SeeBMLFUW (2003b), p. 9.
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of these units. As the tables show, the averpgeduction unit is
relatively small in water distribution and sewagand most
municipalities provide waste services on their owrhis business
structure is mainly a result of the regulations amater laws, which
allocate water-juridical competences at federalvipe level and the
task of service execution ktcal level. In the case of water distribution
the number of self-supportingpoperatives is still relatively high, while
there is a higher number of larger ur{itostly associations) in the sewage
sector. With respect to the public procurenmgineéctive, these small-scale
operations add to the fact that hardly any tendeese initialised
because the size of investment for small (wastdgmiacilities was/is
usually below the threshold values. Another sifleet of the small scale
operations are the extreme variation of investnuasts, which vary
between7 300 euro and 1.15 mio. euro per km of water-pipe between
6 700 euro and 682 000 euro per km of canal Fipe.

Contrary to the general trend of privatisation aedegulation there are
(as yet) hardlyany private companies in the market. For reasonb as
public debt and the Maastricht criteria there wasvéver a tendency to
convert (pure) publicompanies under public law to companies under
private law with the public still being sole progtor.

With respect to the evolution over time, the wheetor must be considered
rather static and due to the huge investments and lomg-iesage of
water-facilities, developments materialise rather slowly. Thus, aigo
many companies in the water sector switched froblipto private law for
the reasons mentioned above, the overall struagnag be regarded as
fairly constant over time. In almost ankustrian town either the
municipality itself or an association of municipeds provides water
services to the public. Solutions with Private &b&lartnerships and PPPs
are being discussed but have been implementedroalyandful of cases -
interestingly the private partners in these PPRsnaostly subsidiaries of
public/publicly-owned companies.

One exception to the static nature of the sectothés increasing
territorial acessibility’ to centralised water provision and sewage, which
led to a decreasen decentralised cooperatives and house wells. This
development however, ishot really a result of any kind of
liberalisation but is merely a product of the impEment and

%6 SeePuwein et al. (2002), p. 161. Controlling for vaisadifferences also does not
account for such exponential cost curves.
" See section 4.4.
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expansion of infrastructure as well as tendenciesvatds
urbanisation.

A very important issue with respect to supply atsl structure is the
investmentactivity and related state funding. Between 1998 2006 -
l.e., since thenclusion of the water sector in the environmeisdistance
act (Umweltérderungsgesetz) - about 2.3 billion euro wereegted in
water distribution and about 12.2 billion euro iawsge®® The net
present value of state supporOig billion euro and 4.0 billion euro for the
two sectors respectivefy.

Figure 2: Distribution of investment on assets
SourceKommunalkredit Public Consulting (2007)

Wastewater Water

‘Wastewater treament facilities Others o Impoundment
g 20% B 0w 5%

Storage
13%

Others
5]
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= - Conditioning
m@Pumping stations {// //:ﬁ%%izﬂm;;-.. = 28
49,

Canal
T3%

Pipelinas
1]
T0%

The distributionof the investment among different types of physical
assets is illustrated in figure 2.

Estimates for the years 2007 to 2015 predict dstrrganvestment, especially
for sewage. Compared to the high investments fer censtructions and
facilities, the main focus of future investment is likely to be on
reconstruction and restoratioinvestments between these years are
estimated to amount to 3.7 billion euro in sewagd 4.3 billion euro in
distribution/provisior?°

% SeeKommunalkredit Public Consulting (2007), p. 8.

29 Net present value because the financial suppquaiis out over decades (usually
28 years).

%0 see figure 6 ankommunalkredit Public Consulting (2007), p. O7f.
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3.4 Output

The total volume of water flow (=production) amoemhto approx3 500
mio. m3 in 1997 For household consumption 670 mic® were supplied
throughcentralised water provision (i.e., municipalitieglaassociations)
and a furthe0 mio. ni through decentralised small-scale units (i.e.ewat
cooperatives and house wefi§The corresponding wastewater volume was
14.9 mio.p.e.s (one p.e. being around 150 - 200 I/d), halch being
attributable tdndustry, business and tourist.In Austria, drinking water

Is either ground water (51%) or spring water (48%@ss than 1% of the
supplied water is surface water.

3.5 Regulation issues with respect to tariff and pce structure

The legal basis for water tariffs is the Austrisgvenue sharing law
(Finanzausgleichsgesetz) of 2008, which states rinaticipalities may
charge tariffs up tdwice the yearly financial requirements for running
the water operations - i.maintenance and operations as well as interest
and repayment of constructiocosts. In general the fees follow the
equivalence principle and thus have to be relatethe provided service.
Another regulation is a prequalifying condition wheunicipalities
apply for state funding. In this case the maximumarge is 350 eurfor an
average household per year and 2 500 to 2 900feutbe nonrecurring
connection feé* On the other hand, most federal province fundimgsl
contain clauses indicating minimum charges as diton for support.

3.6 The regime of wage bargaining

Basically Austrian law distinguishes three typeseofployees: civil
servants,employees under public law and employees undelferilaw.
Civil servants have a special status due to tHegecrelation to sovereign
functions of the state - e.glismissal protection. Some of these privileges,
but in a much weaker form, alspply for employees under public law,
who represent a rather recent shift frdm paradigm of civil servants to
private sector employment contracts in the puldicta. Wage bargaining

31 SeeSchénbéck et al. (2003), p. 11.

32S5eeOVGW (2004), p. 16 and Schénback et al. (200338p.
%3 SeeBMLFUW (2006a), S.11.

3 SeeSagmeister (2003), p. 123ff.
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in Austria is organised in sector-specific negaiiz and wage agreements.
In the case of a change of organisational form fparhlic to private law,
there are clear regulations that protect the enggslgivil servants from
worse contract and working conditiofts.

In general, wages in the water sector are relatinglh compared to other
ecanomic sectors. The average (gross) wage in 2006dter and electricity
employees was 17.67 euro per hour and ranked diosive all other
categories?

4, Financing

The financing structure of the Austrian water secésts on two pillars:
directtariffs on the one hand and investment fundingheyféderal state and
the provinces on the other. The next subsectieesgh general overview of
the costand revenue (fee) structure. The Austrian systenmadional
investment funding assistance is then reviewed. artehor for any tariff-
setting in the water sector is the principle oftcosverage - which is
strongly promoted by the European water framewandctive and shall be
implemented by 20£0 - the issue of cost recovery is addressed inase |
part of this section.

% SeeBMLFUW (2001), p. 28.
3% SeeStatistik Austria (2009b), p. 243.
37 See also § 55e federal water law.
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4.1 Cost and tariff structure

Figure 3: Cost structure in the water sector
Source: BMLFUW (2003b)
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A very basic overview of the cost structure in batater provision and
sewageis presented in figure 3. It distinguishes capitast, operational
cost and cost for external services. One verkisgidifference between
the two sectors is the twice as high capital castshe sewage sector
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(Austrian average). When considering different progs the cost shares
vary substantially across provinces in either eftthio sectors.

Figure 4: Revenue structure in the water sector
Source: BMLFUW (2003b)
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As the task of water provision and sewage is amg@sd duty from the

provinces to the municipalities, the municipaliteee authorised by 88 7 and
8 of the revenue sharing law to collect fees. Tthecture of these fees - the
first pillar of financing - is shown in figure 4.h€ three groups of revenue

24



are recurring fees, nonrecurring connection feesramenues from external
services to others. Regular recurriegs amount to about 80% to 90% of
total revenue. As for cost, the regional variatimh again quite
considerable.

The overall development of revenues is shown itetabWhile revenues
from water provision grew moderately by 26% from 301 .m@380 mio.
euro, revenuefrom sewage and wastewater disposal more than ddubl
and amounted to 960 mio. euro in 2006.

Table 5: Evolution of revenues 1995 - 2006

Mio. € | 1995| 1996| 1997| 1998| 1999| 2000| 2001 | 2002| 2003 | 2004 | 2005| 2006

Water | 301 | 298 | 295 | 318 | 327 | 351 | 365 |364 | 375 | 383 | 368 |380
Sewage 406 | 437 | 631 | 700 | 721 | 808 | 841 | 849 | 892 | 901 | 901 | 960

Source: Statistik Austria (2007a)

4.2 Investment funding and assistance

Due to the high capital intensity of the water eectiinancing of
investmentsplays an important role. Figure 5 shows the fimagmc
structure of the Austriarwater sector. As can be seen from the
representation, outside financing volurfieBvestment minus equity and
connection fees) is tremendous and federal andimraV funds also
play an important part. To repay the outside degular fees and
investment assistance funds, which are paid ovenger time period, are
used.

Figure 5: Financial structure in the water sector
SourceKommunalkredit Public Consulting (2007)
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The core of the federal investment assistancemyistéhe environment- and
water-fund, which is financed by the income taxe Hnnually determined
environmental assistance act contained the follguaimounts for funding in
the water sector:

Table 6: Federal environmental funds for the wateisector

1993 to 2000 € 283 mio.
2001 € 254 mio.

2002 to 2007 € 218 mio.
2008 and 2009 € 215 mio.
2011 and 2011 € 180 mio.
2012 and 2013 € 135 mio.

Source: § 6 UFG

The payouts are either in the form of a one-offestmnent grant or long
term investment subsidies. As a feature of theegysfederal investment
assistances not only processed at provincial level but atsoipled with
and conditional upon provincial funding to assureesglection and
incentive compatibility.The gradual decrease of funds over the coming
years is due the expectation that investment waitrdase until 2015.
Figure 6 shows the evolution of investment andrioia needs over time
and also includes an estimation until 2015. Acaagydio this picture,
investments in sewage in particular will be phasat over the coming
years and thus the need for state investment fgnslipport is expected
to decrease likewise.

Figure 6: Investment needs in the water sector
SourceKommunalkredit Public Consulting (2007)
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Apart from federal investment assistance, Europeatiinancing and
provincial funding plays a role. EU funds for theater sector are
available exclusively for the provinces Burgenlgrdbjective 1 region)
and Tirol (=objective 5b regionlrrom 2000 to 2006 funding amounted to
a maximum of 23.1 mio euro. Pastaluations show an average share of
EU funding of about 15% of total project co$tsVith regards to
provincial funding, there are - as expected - g$iggnt differences
between regions; however, the assistance critarasisually similar to the
federal requirements. The assistance shares ingsevay between 7% in
Upper Austria and 22% in Salzburg, and are sinbdahe shares in the less
capital-intensive water provision. There is no mmoial funding at all in
Vienna.

4.3 Cost Coverage

Based on the cost and revenues table 7 showsmestge ratios for the two
sectors for 2002. It is important to mention, hoerevhat the exhibited
values are appraised by cameralistic accountinglatds, which is more or
less a simple accounting on a cash basis. Heneetetim expenditure
coverage would be more appropriate, as a transnisdiexpenditures into
cost is not possible in this caSe.

The cost coverage ratio of total revenue is moen th00% for both
water andsewage. To account for the high variation of nourecg
connection fees ovdime, the cost coverage ratio based on regularigees
also exhibited. In this case, the recurring fee®ic2% in the water and 84%
in the sewage sector.

Table 7: Cost coverage in the water sector in 2002

Water Sewage
Cost in € per person 66.4 157.7
Total Revenue in € per person 71.7 161.0
Recurring fees in € per person 61.1 132.6
Total cost coverage 108% 102%
Cost coverage by recurring feeg 92% 84%

Source: BMLFUW (2003b)

38 SeeBMLFUW (2003b), p. 71f.
39 SeeBMLFUW (2003b), p. 111ff.
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To conclude the section on financing of water aadage services, the
funding in the water sector has changed markedigsent years. Especially
the emphasis on cost transparency, cost awarenésost coverage has led
to a more cost-by-causkiven tariff and fee structure. These
developments have not (adversely) affedtesl investments undertaken,
which are secured by a generous and efficient (veipect to accessibility
and prevention of underinvestment) funding systeAs the increase in
revenues indicates, the fees in the past did nfficeuto cover all
expenditures, especially as regards financing @bipiiensive investments.

5. Monitoring of provision, quality and developmentof accessibility
to/of services

5.1 Structure of demand

A rough division of water usage in Austria showshare of 56% for
industry, 39% for households (including small besses) and 5% for
agriculture!® Water demand in terms of consumption is presented i
table 8. The differencdetween average household and average total
consumption is due to the inclusion of industry dndinesses in the
latter. Thus the calculation of househalonsumption is based on small
towns without significant industry or businessnsumption. When
considering demand evolution over time, househotthsemption
remains fairly constant, while the business setdéoids to decrease its
usage, resulting in a reduction of average totalsamption in recent
years:t

Table 8: Water consumption and usage 2002

Water[n? /E,a] | Wastewater[fVE,a] Usage[l/p,d]

Household consumptior 54.3 54.8 148.8
Total consumption 69.4 67.9 190.3

Source: Own representations base@di.FUW (2003b)

0 SeeBMLFUW (2006b), p. 6.
*1 SeeSchonbéck et al. (2003), p. 104.
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5.2 Attractiveness of services

The periodical survey "AQA water report” regulaagsesses the attitude of
Austrians with respect to water issdésRegarding water quality, 90% of
the Austrian population find the water quality eitfigood" or "very good"
and 97% would rank Austrian water quality first Burope. Satisfaction
with water providers averages 1.4 (on a scale ftdm5), with water quality
being the most important criteria. The survey atseeals that Austrians are
guite aware of water-relevant issues, such askibetigin of the water, etc.

5.3 Development of prices and affordability

As a result of the appreciable differences in waiace schemes and
calculations, most comparisons refer to annuakafsé fictive householt.
The development of such average fictive annual @bgtater provision and
sewage is shown in table 9.

Table 9: Average annual cost of a fictive household
in € 1995 2000 2001 2002 2003 2004 2005 2006

Water
Mean 122 143 153 160 164 167 172 178
Median 123 150 150 161 163 166 168 175
SD 48 52 42 42 43 44 42 43

Sewage
Mean 164 198 218 222 239 243 244 254
Median 158 196 199 212 220 219 225 238
SD 80 95 89 87 100 105 108 112

SD= Standard Deviation; Own calculations base&tatistik Austria (2007b);
cities with more than 10.000 inhabitants

A comparison of an overall consumer price index pndes for water-
relatedservices is given in figure 7. The graph reveait the prices for
such services have increased substantially stroihger overall consumer
prices. Since 1995rices for the provision of freshwater have risgn b
roughly 45% on average. The increase was even garofor sewage
services, which rose by roughly 55%.

42S5eeOVGW (2008).
“3Fictive households are characterised by an annualerwconsumption of
approximately 150rh
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With respect to affordability and social compaitlgilbf water prices (fees,
tariffs), there is basically no subject-orientedistance for social reasons. In
reality there are, however, possibilities of a @rieduction for certain groups
of personé? In the case of households, denial of servicevtspossible for
reasons of hygiene (sewage) and service obligafjaaser provision). In
most cities and municipalities, people who expaeedifficulties in paying
their bills may request a remission of chargesnaatasorption of charges by
the social welfare office. As a result of the invesntfunding programmes
In the water sector, prices in rural areas are @ue@ much more than in
urban areas.

Figure 7: Development of Prices of Services
Own Calculations based @tatistik Austria (2007b); Values between 1995 and
2000 are geometrical interpolations.

Prices of Water Services

180
160

S 140 | e

= 120 | . - .

o 5 =

E et Water
— 80 -

= —_—

d 60 Sewage
z a0 | CPI

20

N,
.
I

o o o o
5 "p

o R I ©
2 g O° D7 O
SHICR A R

o
D7 8
S A

5.4 Development of territorial accessibility

The degree of connection to public water distridrutia canal system and
sewage plants has increased steadily during re@ars. Since 1990 the
percentage has risen from 83% to 90% in water piamvidistribution and
from 71% to 89% in sewade Table 10 shows the evolution of accessibility
over time.

* SeeSchonback et al. (2003), p. 122f.
%> SeeSchénback et al. (2003), p. 40, Kommunalkredit RuBlonsulting (2007),
p. 13 and BMLFUW (2008b).
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Table 10: Evolution of Access to Services

% of population served 1980 1985 | 1990 | 1995 1998 | 2005*
Water 76,7 79,8 83,0 86,1 88,1 90,0
% of population served 1971 1981 | 1991 | 1995 2001 | 2003 2006
Public canal system 47,9 57,9 71,0 75,7 86,0 88,9 92,0
% of population served 1968 1981 1991 | 2001 2003 2006
Sewage facilities 3,0 50,0 60,0 86,0 88,9 92,0

Sources: BMLFUW (2003b) and BMLFUW (2008a); * = Komnalkredit Public
Consulting (2007)

For ease of comparison figure 8 highlights the tgaents. The main

reason for the strong increase in accessibility @fasourse the investment
activity pointed out in section 2.4 and increaseduirements for water
guality. For decentralised production units suclsraall-scale cooperatives
especially, and even more so for House wells (whogether represent the
difference between 100% and the connection ratiesitioned above),

varying quality and availability - e.g. due to hpatiods - is an issue.

Figure 8: Development of Accessibility of Services

SourceBMLFUW (2003b) and BMLFUW (2008a)
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5.5 Development of quality of services

5.5.1 Quality of drinking water

Although the drinking water quality is perceived be (very) high in
Austria, bdéore 2000 there was no nationwide assessment. @fér
implementation of the European drinking water directve the ministry
responsible fohealth, the family and youth (BMGFJ) start any egsitic
analyses. The results so far - each report analyiree years: 1999 to
2001 and 2002 to 2004 - reveal that the water tyusliindeed excellent,
with a few exceptions. These exceptions concerriacaination through
agricultural pesticides, with Upper and Lower Aisstbeing the worst
affected areas. All of the water providers conceérrdispose of an
exceptional permission and measures have been takaret the required
threshold values. The actual task of measuring @mdrolling drinking
water quality lies with the operators of water pstwn facilities:® The
operator is required to appoint a qualified insjpecioffice or person to
assess water quality.

5.5.2 Leakage
Another important indicator of service quality isater leakage. High
percentages of water leakage may be interpreted aasign of

underinvestment. The leakage in % of the totalribigtion volume are
shown in table 11.

Table 11: Water leakage 1990 to 1997

1990 1991 | 1992 1993 1994 1995 1996 19p7

Leakage in % 111 11.4 9.2 9.1 8.4 9.3 9.8

Source: Schonback et al. (2003), p.42

46 § 5 Austrian drinking water directive.
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6. Case Studies

6.1 Vienna

6.1.1 Responsibility

In Vienna, the Magistratsabteilung 31 (MA 31; a a#ment of the public
adminidration in Vienna) bears responsibility for planginand
organising the water provision and distribution, ilevhMA 30 is
responsible for the sewage andnal system. Both are organised as a
Magistrats- and Regiebetriebe respectively, whickams that they are
organisations under public law and are part ofghHic administration.
The main sewage plant of Vienna is owned by Simmgggies.m.b.H., a
company under private law and limited liability, mth is a 100%
subsidiary company of the City of Vienna. Due te trganisational and
legal structure the most important business decisiongch sis investment
and price and fee structure - are negotiated arakmathe Gemeinderat
(=city council)?’

6.1.2 Form of market and provision

Under the Vienna Wasserversorgungsgesetz (Watersmo law), the

provision of water and sewage services in Vienna isopolised through
compukory connection to the publicly provided servicé&oreover,

only recently aditional protective clauses were enacted which eonc
local water supply facilities. Since 2001, the rssegy quorum (=minimum
number of votes) for decisions concerning the pisasion of facilites in

public ownership was raised to two-thirds. In gahecompanies under
private law, such as the Klaranlagenbetreibergedselft (=sewage
operating company), do exist, but all are corpseaki public companies,
which are still owned 100% by the City of Vienna.

6.1.3 Monitoring and regulation

Due to the organisational and legal form of a Magisabteilung, there is a
high degree of political intervention, influencedacontrol. In this respect
and due to the use of the cameralistic bookkeepystem, there are some
concerns regarding transparency and auditabilithenmatter of financial

" SeeKatzmayr (2005), p. 161f.
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reporting and balancing. However, this organisatiorstructure is
characterised by clear political responsibility abg the possibility of
public control and interventiof.

6.2 Public-Private-Partnership Ernsthofen

6.2.1 Responsibility

As one of the very few public-private-partnershipg\ustria in general,
and in the water and sewage sector in particular, the cmpality
Ernsthofen was part of a pilot programme of the B\IW.*° In 1997, the
small municipality with a population of 3 700 peetarted a cooperation
model with the private operator Okoreal. The coaf@n concerns the
sewage and canal system for the next 15 years. tDuthe contract
provisions, the municipality still has a decisivéluence on provision of
the service and remains responsible for the sewagecanal services - the
cooperation company with the private partner isyonbnsidered as
assisting the municipality, which bears primarypiliy.*® The municipality
remains responsible for the collection of canakfaed covers the cost for
the cooperation company by monetary compensation.

6.2.2 Form of market and provision

As in Vienna, provision is also monopolised in thminicipality
Ernsthofen. Compulsory connection and usage allows atmice
concerning aralternative provider. Again, as in Vienna and insmeather
cities/municipalitiesin Austria, the fees and charges are decided in the
local council. While water is provided and operatclusively by the
municipality through the locally administered comies, a private operator

Is involved in sewage and in the canal system, astioned earlier. The
selection of a private partner was effected by rmedra public tender, even
though it would not have been necessary from d feyapective.

*8 SeeKatzmayr (2005), p. 162.
%9 SeeBMLFUW (2001), p. 77.
0 SeeBMLFUW (2001), p. 81.
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6.2.3 Monitoring and regulation

In the centre of the public-private-partnershipréhés a cooperation
company founded for that very purpose, of which 51% is owbg the
municipality of Ernsthofen and 49% by the privastper Okoreal. The
management consists of one representative of thacipality and one
representativef the private partner. While the municipal repreaéve
IS mainly concerneavith supervision and control functions, the private
partner takes care of the operative business. dikision is meant to
ensure that the private partner contributes hisuregs and skills to ensure
the efficient and economically sound managemetti@tompany, while the
public partner ensures that the stakeholders’ esterare served. After the
contract expires after 15 years, or if the contradissolved prematurely,
the constructed facilities pass over into the prigpef Ernsthofen, which
compensates the private partner according to msmab share.

7. Conclusion

Summing up, the above sections have tried to giveuwline of the
provision of water services in Austria. To begin with, thegdke
framework in Austria is relatively clear about the juridical
responsibilities, with the provinces possessing main legislative and
executive competences and the federal State exgycisostly supervisory
tasks. Nevertheless, the provinces delegate thmlastter services, their
implementation and organisation to the municipaditiThe legal bases for
government aid and public procurement regulatiasetalso beehroadly
sketched. In the succeeding section, the most i@pibfeatures of the
actual organisation - such as organisational fanike structure of supply -
havebeen analysed to give an insight into the Austumater market
and illustratehow the regulations affect business conduct. Aswvsho
local provision througnmunicipal companies - in recent years rather in the
form of private companies with public ownershipassociations and, to a
lesser extent, also cooperatives are the predomanganisational forms in
both water and sewage.

In the section on the financing of water servidés, two pillars of the
Austrian system have been explained in depth. Wwenbost important
aspects in financing would appear to be cost ragovas brought forth
by the European Union - and the financing of capniznsive water and
sewage facilities through public fundshe dominant developments in the
Austrian water sector over the past 20 years aselyl related to these two
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points. Moreover, the generous funding is onehef main reasons why
small-scale operations in Austria are still fredlyeencountered in the water
sector. Finally, some additional important aspeétevater provisiorsuch
as quality, monitoring of provision and accessipihave been analysed,
after which two case studies attempted to comple¢epicture in the
final section.

Regarding the most important trends in the Austwaier sector, it appears
that the financing system has undergone the mestese&hanges, which is
indicated by the strong (price-led) increase inerexes from fees and the
public investment activities. A further conspicudasg-term development

is the rise in accessibility to public services,ahhis around 90% for both

water and sewage. Howevernikend, quality and form of provision - also
with regard to the organisational type - are eviljerather stable. To

conclude, it is expected that the provisadrwater-related services will not
be subject the major changes in the near futumsther with respect to EU

regulations nor to the economic crisis.
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