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FOREWORD

1 Recognising the critical importance of infrastructure sectors, including water and sanitation, for
growth and sustaiie development, the OECD Council approved in March 2007 the CE{EDIples

for Private Sector Participation in Infrastructur@he Principlesare intended to serve as a first step to

help governments that wish to involve the private sector in the denetamf infrastructure, by offering

a coherent catalogue of policy directions to be assessed as part of their development strategies in light of
their own national circumstances and needs. They were developed in consultation with a broad group of
public ard private sector experts as wak from norgovernmental organagions, and build on the
lessons learned on publicivate partnerships in recent years. They cover five main sets of challenges:

. Deciding on the utility and nature of potential privagetsr involvement;
. Providing a sound institutional and regulatory environment for infrastructure investment;

1
2
3. Ensuring public and institutional support for the project and choice of financing;
4. Making the cepperation between the public and ptevaectors work;

5

Communicating government 6s expectations abou

2. In response to the international communityo:
provision of water and sanitation services, a specific application oPtheiplesto the water and
sanitation sector was launched. The initiative constitutes one element of a major OECEuitings
programme on thevater policies for affordable servicesd sustainable resources managemknt
complements recommendations developgdthe OECDWater Programmeon pricing and realistic
financing strategies. Establishing practical guidance to optimize private sector participation in water and
sanitation infratructure involved the development of a conceptual framework based @émirthiples

building an information base of country experiences and engaging discussions at the regional level. To
this end, the NEPABDECD Africa Investment Initiativ&koundtable aganized in Lusaka in November

2007 focused othe lessons learned from African countries experieimcMarch 2008the OECD and

the Asian Development Bank heldh axpert meetingn Manila to draw on the experience of Asian
countries and in September 2008e OECD and the Mexican Institute of Water Technology organised

a consultatiorin Mexico for Latin America.The Stockholm World Water Week held in August 2008
provided an opportunity for consultation with civil society and the broadsr expercommunity.

3. The resulting guidance provides a checklist of the main specificities of the water and sanitation
sector that beaon publicprivate cooperation and dahe key policy issues forconsideration by
governments It also provides a set of availabteols and practices, building on recent country
experiencesThe focus is mainly on delaping and transition economigghere extending the relevant
infrastructure constitutes a major challenge, but builds on praetickesools from both OECD and non
OECD countries. The guidance recognises the sheer diversity of the pagaimperating in water and
sanitation, whichis far from limited to multinational companies, and the var@tjormsof participation

and risksharing arrangements.



EXECUTIVE SUMMARY

4, In the past 20 years, a number of governments have sought to involve the private sector in
the development and management of their water systad@ving the proportion of peie without

access to drinking water and sanitation by 2015 would require investments of some 30 billion USD per
year, twice the current spending levels. Both additional funding and more efficient use of available
resources are necessary. The OB@Bter ata Glanceinformation base shows that most developing
countries have sougko involve the private sectdéo varying degreesas a source of financingut also

to improve efficiency in service delivery, reduce costs, contribute totkemng sustainabilityand favour
technology transfer. Privatctors in the fam of smaliscale providers, havalso helped alleviate the
deficiencies bservice provision where it hdigiled to keep pace with rapid population growth and urban
migration.

5. Forms of private sectorparticipation vary widely The private sector operating in water and
sanitation is diverse and fragmented: it involves international investors, local and regional actors, small
scale water operators, privatet® whose core activity is not waténcluding largeusers (such as the
beverage and mining companies) and the finance commjmity ventures between public and private
companies as well as public companies operating abroad as private participampégitive bidding.
Mimicking this diversity, risksharing arrangements are becoming increasingly coespexific and
covering the overall spectrum from full divestiture to +iimancial forms of participation.

6. A number of experiences involving the private sector have fallen short of expectatitims
specificities of the water and sanitation sector may explain the difficulties and constitute constraints on
private participation: (i) the sector involves high fixedsts coupled with lorterm irreversible
investments, (i) water is a basic need with important externalities on health, gender equality and
environment justifyinggovernment interventiqn(iii) water and sanitation are managed at local level,
exposing pivate sector to subovereign risk, (iv) the organization of the sector is complex, both due to

the number of stakeholders and segmentation of responsibilities across government tiers and agencies,
(v) the longterm relationship exposes the private setbocontractual and regulatory risk, as well as
foreign-exchange risk.

7. Most muntries have increased their efforts to achieve regulatory stability and predictability.

The OECD regional consultationsave shown the pivotal role of the regulatory framework for
successful partnerships and more generally for improved governance in the Badtaring with the

private sector involves loAggrm commitments in terms of pricing policies, organization of the sector,

the pace of network expansion and may also determine technology choices. Failure to honour contracts
and abrupt changes in the regulatory framework can be costly. The choice of involving private sector
should take into account costs and benefitacluding asessing the local capacities to handle the
relationship and evaluating financial sustainability of the projesmd result in careful definition of
contractual arrangements (output based, realistic incentives to improve coverage and efficiency, dispute
resol uti on mechani smsé) .

8. However, egulatory frameworks often remain incomplettn many countries, the sector is

still characterisedby unclear allocation of responsibilities across stakehal@ersss public angdrivate
partners, but also across different government tiers and agencies. Multiplicity of government agencies
responsible for implementation and oversight has led to dilution of responsibilities and unclear reference
point for private actors.



9. Managing the flexibility required to sustain longerm commitments in a constantly
changing environment while ensuring regulatory stability also remains a great challenge for most
countries wishing to attract private investent The public and private partners still need to
acknowledge that complete contracts that would provide for all potential risks do not exist eald¢he

of frequent discussiond'he regulatory framework and contracts should support this processtthroug
clear consultation, information sharing and dispute resolution mechanisms.

10. Transparenf accountalte, and effective regulations areequally important for public
operators. The obstacles to water and sanitatiofrastructure development are largely unrelated to
ownership. Private sector participation has helped bring to light the tensions that the development of
water infrastructure generates, tensions that remain largely hidden when infrastructure is kept in the
public sector.

11 A Checklist for Public Action in the water sector has been developed by the OECD and its
partners This checklist is intended to assist governmémtgl) deciding on the utility and nature of
potential private sector involvemen{2) providing a sound institutional and regulatory environment for
infrastructure investmen{3) ensuring public and institutional support for the project and choice of
financing; (4) making the ceoperation between theuplic and private sectors worlkand 6)
communicating government s expectations about re

12 The project makes four general recommendations to governments:

9 Institutional and regulatory frameworks and leteym water policy should be sdiy
governmenfor all operatorsbe they public or private.

9 Allocation of roles across existing government bodies and responsible autralriidd be
clearly defined tsupport effectivémplementation of regulations and contractual provisions.

1 Roles and responsibilitied thediverseprivate partners should be clarified, the model of their
involvement tdbr-madeto local specificitiesin order tomake the best of their strengths and
provide appropriate incentives

1 Governments should taketo account e Checklist for Public Actian



INTRODUCTION

An evolving environment

13 Water and sanitation is a key sector where much effort is needed: weittadillion people

without access to drinking water and 2.6 billion lacking basic sanitation, developing the relevant
infrastructure constitutes a major challenge. Halving the proportion of people without access to drinking
water and sanitation by 2015owuld require substantial investments of some 30 billion USD per year,
twice the current spending levels. OECD countries also face significant financial challenges to replace
ageing water infrastructure and comply with esgingent water regulations: Fr@m and UK for

instance need to increase spending on water by 20 percent and Japan and Korea by over 40 percent tc
maintain current services. To meet these tremendous needs and expand their infrastructure in a context
of tight budgetary constraints, but@li$ an attempt to improve the efficiencyiobften deficient water

systems, many developing and emerging countries have sought the involvement of the private sector.

14. Financial constraint was combined in thasp decades with dramatic changes in the
organization and the governance of the water sektanagement issues have evolved context of

growing financing constrainttlom massive infrastructure developments towards resource allocation,
guality contro} improved maintenance and preservation. This has been accompanied by deep changes in
policy making, and the emergence of new paradigsisch as decentralisation and local governance
participation and equityfinancial viability, and environmental susteibility. It has also led to new
division of competences, with public functions focusing on policy making and regulatidrwyater
operators, increasingly autonomous and -kaifled, in charge of infrastructure management and
operations.

15. At the same time, a number of experiences involving the international private sector as
witnessed since the 19906s have fallen short o]
debates. The causes were often of poodetstanding of the risks involved by private sector
participation in a complex sector and inadequate framework camglitichis contributed to catalysing

public attention on the conditions and role fbe private sector in developing and managing water
systems, as well as more generally on service quality and inequality of access. It also led to rapid
changes irthe forms of private sector involvement, towards less risky contracts (service, management
contracts and Greenfield projects), the emergence wfawtors (local and regional), and a growing
recognition of alternative smadlcale and very often informal private providers. The sector also
witnessed an increase in technical complexity, especially in the water treatment segment of the value
chain, withrapidly developing technologies in desalinisation and reuse.

16. Past difficulties have shown the complexity of the interaction between the public and the
privatepartners in the water sector

(i) high fixed costoupled with longerm irreversible investments and inelastic demand make it a
monopolistic sector where competition is difficult to introduce and regulation is key,

(i) water is a basic need and quality of access has important externalities on leealér, epuality
and environment justifying political interest,



(iif) water and sanitation are local issues calling for local management, but the importance of
externalities and of taking into account the full water cycle requires an integrated resdece
management approach,

iv) the sector involves numerous stakeholders, but suffers from segmentation of respongibilities
notably across government tiers and public agencies,

(v) the water and sanitation sector cumulates contractual risk, fesrarang risk, subsovereign
risk, political interferences, and complex pricing policies with multiple objectives: cost recovery,
economic efficiency, environmental objectives, equity and affordability.

17. In that contextthe current heated debate on private vs. public is largely misleading for two
main reasons. First, the obstacles to water and sanitation infrastructure development are largely unrelated
to ownership.The legal framework remains very similar, whatever tmeviger. Private sector
participation brings to light the tensions that the development of water infrastructure generates, tensions
that remain largely hidden when infrastructure is kept closely in the public sector. In that sense, most
recommendations t@ptimise private sector participation, including the OE@Dnciples remain

relevant tools to facilitate infrastructure development projects regardless of the partners (public agencies,
municipalitiesé).

18. Secondy, the debate on private vs. public has so far largely overlooked the diversity of private
actors that are concretely involved in water and sanitation and include, apart from the large networked
utilities run by international corporations, the snsalale actors, which already cater for the poorer
customers in smaller cities, peniban and remote areas of most developing countries, and a continuum

of partnerships between private operators, public actors and communities. Most systems are increasingly
hybrid and rarely either purely public or purely private. The partnerships are also in effeect multi
stakehol der s as they i nvol ve, in addition to t
consumers and the communities. Consequently, they caly hardeduced to a face to face between an
homogenous public entity and a single private acibe OECDChecklist for Public Actioraims to

clarify the roles and responsibilities of the different stakeholders.

Why a checklist for public action?
What is he checklist for public action?

19. The Checklist for Public Actioris a concise tool that, within a unique logical framework,
defines the main specificities of the water and sanitation sector that bear on thetmwopetaeen the

public and the private sector; identifiesy policyissues foiconsideration bgovernments; angrovides

a set of availablgools and practices, building on recent country experiences. It is intended to help
governments and other stakédars properly assess and manage the implications of involving private
actors in the financing, development and management of water and sanitation infrastructure, including
appropriate allocation of roles, risks and responsibilities and framework cosditam@ssary to make

the best of such partnershigs.builds on the OECCPrinciples for Private Sector Participation in
Infrastructure butfor concision purposes, the annotations contained in the origmatiplesare not
reported here.

20. The structure of this checklist for public actisrthe following:

Chapter | describes the scope of the wankd defines the key concepts.

! Franceys (2006RRegulating Public and Private Partnerships for the Poor



Chapter Il constitutes the core of tiéhecklist for Public Actionlt is organised arow the 24
OECDPrinciples for Private Sector Participation in Infrastructurethe form of a matrix

Chapter 1l introducesWater at a Glancethe information basealevelopedto support the
conceptual workpuilding on the experience abme 30 countrieg Africa, Latin America and Asia
Pacific.

Who will find this checklist for public action useful?

21 The Checklist for Public Actions primarily addressed to governments and other tiers of the
public sector that aneesponsible in last resort for the provision of drinking water and sanitation services.

It may however be of use to other constituencies, such as the private sector, users and the international
donor community, for a better understanding of the issugtalee and as a platform for policy dialogue.

What makes the Checklist different?

22, fiThe OECD Principles are intended as guidance to public authorities contemplating the
involvement of private enterprises as onejoag several, options to improve the provision of
infrastructure services. They shall not be construed as advocating the privatization or private
management of publicly owned infrastructure. o .
public débate can only be answered locally and through tailor made models.

23. This document does not provide a detailed approach of the steps that should be taken when
engineering a partnership. For this, other tools exish s1s thd?PIAF Toolkit on Approaches to Private
Participation in Water Servicésthe Policy Principles and Implementation Guidelines for Public
Private Partnerships for Water Supply and Sanitati@eveloped by the Swiss cooperation and
implemented by Bilding Partnerships forDevelopment) and the UNDPToolkit for ProPoor
Municipal PPP. These tools are largely complementary to the OERcklist for Public Actiorin
providing, once the nature and implications of partnership fully understood, guimaspecific steps to

take.

24, The Checklist for Public Actiordraws on a wide corpus of material from governments,
international organisations, NGOs, academia and builds on the experience of selected countries in
Africa, Latin America and Asia, for which information has been collected according to a common
framework on key dimensions tiie water and sanitatioeector as well as on practices from OECD
countries.

25. The diversiy of the private sector operating in water and sanitation is recognised throughout
this Checklist for Public Actionincluding the contribution of the smatale private actors, of the
private sector whose core activity is not watercluding the big usrs and the finance communitythe
increased involvement of joint ventures between public and private companies and of public companies
operating abroad as private participant to competitive bidding.

2 http://rru.worldbank.org/Toolkits/WaterSanitation
3 www.partnershipsforwater.net
4 www.magraf-publishers.com/UNDP/PPPUE/
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CHAPTER I. DEFINITIONS AND CONCEPTS

26. The Checklistaims to facilitate the development of infrastructure with a view to increasing
sustainable access to safe and reliable drinking water and proper sanitation facilities. The focus is
therefore mainly on developing andnerging countries, where extending the relevant infrastructure
constitutes a major challenge. Higitome countries also face substantial investment needs in order to
maintain and replace ageing netwdrksit issues and conditions differ depending on theell of
development, most notably in terms of institutional and regulatory framework development (the rooting
of institutions, the decentralization process) and of level of access to water and sanitation (low access
combined with multiple alternatives irds developed countries). The practices of OECD countries are
however presented when relevant, as they provide useful insights on issues at stake ang@assible
responses.

27. This work focuses on access to #tiimg water and sanitation. It does not tackle other key water
uses such as irrigatiar hydroelectricity However, another dimension of the OECD Water Programme
addresses water for agriculture, more specifically tackling the pricing and sustainabiiesekrsr the
purpose of this work, water and sanitation infrastructures include upstream facilities, as well as
distribution and sewerage networks. As traditionally defined, water delivery systems involve 6
components (1) capture of the natural resour¢@) treatment to ensure adequate quality for use, (3)
transportation (primary network: aqueducts and mains), (4) delivery to users (secondary network:
pipelines and taps), (5) wastewater capture and (6) treatment. The sanitation sector, outsideape sewer
network, is highly segmented and involves many different actors around the initial provision of facilities,
waste removal and transport and waste treatment.

28. Among these activities, upstream water activitiegshsas extraction, water treatment and
downstream activity of wastewater treatment involve a buoyant (often international) private sector
activity, generally in the form of Build, Operate and Transfer (BOT) contracts. Thriving business
opportunities are deloping in water purification and desalinization, taking advantage of the greater
focus on quality and the concern over resource scarcity. Direct services to users also involve some
private sector participation in the form of concession, lease or manageorgracts, although public
ownership and management of the main networks remain the norm in many countries. Substantial
private participation has also developed in most countries for service delivery in the poorer and isolated
areas in the form of smadkcale, often informal, operators. Worth noting, there is also a thriving
emerging market for bottled water.

29. The issues involved by private sector participation partly differ depending on what segment of
the valuechain is considered. Upstream extraction and treatment activities may appear more attractive to
private sector as they can be more easily-fémged (otablyin terms of revenue) and their specific
output more easily defined. They however raise imporegulatory challenges pertaining to regulation

of water quality and necessitate careful assessment of the costs of oversight of decentralised activities vs.
restricted number of suppliers. On the other hand, management and development of water nefe/orks po
specific challenges. It is perceived as much more risky by private openatars depending on the
contractual arrangements, rely more or less on ta#ffthe basis for their revenuwee in direct contact

with the general publiand operate in a weisensitive area fgrolicy making

®OECD (2006)Infrastructure to 2030:Telecom, Land Transport, Water and Electricity
® Kessides (2004)Reforming infrastructure. Privatisation, regulation and competition.



The private actors

Table 1.1. Gategorizing Water Supply SmaltScale Private Service Providers

Features | Dependent | Independent
Piped networks
Operator buys water in bulk from utility Operator develops own water sources (wells or
System and develops distribution sutetworks | boreholes) and connects network to households and ¢

connected directly to households,
institutions and public kiosks stand po:

users.

Organization

Private company or individual,
community orgaization or
neighbourhood association.

Sole proprietor, cooperative, private land and housing
developer, water user association, commuhéged
organization.

Contract with utility, business license,

Groundwater abstraction permits, title deeds, resale

Regulatory | customer agreements, bulk rates, permits/licenses, water quality testing, business liceng
Issues cusomer tariffs. rights to own infrastructure and/or to lay networks in
public rights of way.
Operators in partnership with wate Registered operators in Guatemala city. Unregistered
Country utilities in Marinilla, Manila and Banteg operators in Kampala and Cebu city.
examples | Meanchey. Private land and housing developers and home ownel
association in Cordoba, Manila.
Point Sources
Kiosk or stand post connected to the | Water point linked to own source (well or borehole,
System utility network (could be household underground or aboveground storage tank) installed

supply); buying water in bulkat a
special tariff- or at household tariff.

privatdy and operated on a farofit basis. Water may b
purchased from a tanker.

Organization

Individual, enterprise, selielp group.

Neighbourhood association, microenterprise, commur
based organizations

Contract with utility, licensglermit,

Groundwater abstraction permit, license, tariff structur,

Relggtljaggry customer tariff, bulk_ purchase price, | water quality testing.
performance incentives.
Water kiosk and taps in Nairobi. Development of own water points for profit in Kampalg
Country Franchisers of public bathing facilities | Private baths with independent source of water in Lim
examples | in Delhi. Private owner of well or borehole selling bulk water to
public or private mobile vendors in Lima and Karachi.
Mobile distributors
Tankersor truckers obtain water in bullf Tankers, truckers or carters deyglsource or obtain
from the utility (or municipal supply) | water from a private well for distribution to households
System and deliver it directly to the customer, | public utility water storage tanks, communal cisterns,

including public utility water storage
tanks, communal cisterns, or individua
households and institutions.

institutions.

Organization

Sole proprietor, tanker association,
lessee, informal sector.

Sole proprietor, tanker assatibn, lessee, informal
sector.

Regulatory
Issues

Transport license, business license, ta
cleanliness, bulk rate, utility contract,
customer tariff.

Transport license, business license, watelity,
abstraction permit

Country
examples

Private, regitered trucks buying water
bulk from utilities or municipal sources
and distributing to storage tanks or
individual householdéChenna). Carters
street vendors purchasing water from
tankers / kiosksand delivering water by
the can infDakar Dar es Saan). Bottler!

and vendors of tap water in Nairobi.

Trucks purchasing water from private wells or untreate
sources, registered or not and distributing to storage t
or individual households in Lima and Kathmandu. Car
street vendors obtaining wateom private wells or
untreated sources and delivering water by the can in
Nairobi and Mombasa. Bottlers and vendors of purifie
water in Manila and Shanghai.

Source:Kariuki and Schwartz (2005).
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30. The water andganitation market is fragmented and accommodates a large variety of different
agents: international investors, local and regional actors, -sowl# water operators, private sector
whose core activity is not watdyut is an important user of watésuch & beverage, mining and
construction companies), joint ventures between public and private companies as well as public
companies operating abroad as private participant to competitive bidding. For the purpose of that work,
there is no need to adopt a redtvie definition of private sector as tighecklist for Public Actioris

well adapted to most partnerships. Its rational remains also largely valid féorfpbfit systems
(NGOs and community based organizations), although the motivations may differ.

31 In most developing countries, the progress of conventional public service provision has barely
kept pace with rapid population growth and migration to urban areas. In that contexscatealbcal

actors have madup for the deficiencies in public service provision and have sometimes ended up
accounting for most of water and sanitation service delivery. Tablésts the activities of smabcale

private service providers depending on their link with the fosysiem

32 Even among official private operators, the landscape of service provision has become more
diversified in the last 10 years. During the 1980 five operators accounted for 53 per cent of projects
awarded(Suez, Veolia, Thames, Agbar and SduBive years after, their share had dropped to 23 per
cent (over 20022005). The new players come from diverse backgrounds: they are water construction or
engineering companies, industrial conglomerates seekingéosdi/, local companies that formed joint
ventures with international operators and local companies expanding and going regional (Se2)table
Mergers and acquisitions activity in the water sector has also been intense over the last decade, with
some98 corporate transactions registered since 1997, involving some $10 Milimmcerns over water
resources scarcity and the consequences of climate change in some areas are also supporting the
development of opportunities in new technologies such as wasteweclamation and reuse,
desalination plants and advanced filtration membranes.

33 This recomposition of the private sector | &
international players towards shortdess risky arrangements involving lower or no investment
obligations. Suez, the most active international company in concessions during the first phase of private
sector involvement, is today largely withdrawing from developing countries (except chinegnBgst,

Veolia has become the most active international operator as of 2005, mostly through development of
local partnerships. Agbar is also developing a strategy of local partnerships, through joint ownership
with local government. Other internationplayers, such as Severn Trent, are concentrating on
management and service contracts, with no capital expenditure obligations. The recomposition of private
sector landscape is leading to new partnership arrangements and new challenges for policy makers,
including regulating more dispersed activities.

Table 1.2. Categorizing recent market entrants

Categories of recent market entrants Examples

. o . | Wastewater treatment plants:
Firm moving into water as a business oppat§ur| china

Diversification into water| Boosted by dynamism of BOT in wastewater S ) o
of companies with core | treatment plants, and by concerns over resour Desahmsaﬂon_pro;ects in arid,
business elsewhere. scarcity that drive innovations in desalinisation| coastal countries3E)

and reuse technologies. Trading companies offering wate
treatment systems, developing

"World Bank Water Week, 2007
8 Pinsent Masons Ater Yearbook 2062008.
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integrated services (Hyflux)

Multiutility spreading to water to enjoy
economies of scale and cremsbsidies.

RUS & CES (Russia), NWS
Holdings (China), JUSCO (India
Ranhill & YTL (Malaysia), Davao
Light & Power (Philippines).

Spread of construction firms, notably through t
development of housing estates.

In Asia and Latin America.

Financial and investmen
companies including
water services in their
portfolio

Growing worldwide inteest of banks and
financial groups in buying water service
companies.

Consortio Financiero (Chile),
CITIC (China).

Expansion by establishe
water operators

Local private operators taking over other proje
internally or externally.

Latin Aguas (Argenting Aguas
Nevas (Chile), Tianjin Capital
(China), ILFS and IVRCL (India)
Ranhill (Malaysia).

Public companies acting in a commercial fashi
and venturing into the market.

Rand Water (South Africa)
bidding jointly with Vitens
(Netherlands) for a managente
contract in Ghana.

Privatisation of former public utilities

EMOS (Chile), SABESP (Brazil)

Joint ventures with
foreign operators

To benefit from foreign investors knehow,
while mitigating the foreign exchange risk and
facilitating local insertion.

Common in Latin America and
Asia.

Graduation of smalscale
water operators

Official recognition of the role of smaticale
operators through their insertion in the
institutional and policy framework.

Mauritania delegated manageme
model in small towns.

Association of local operators to have their voi
heard and share information and practices.

APWO (Uganda)

Source: OECDInvestment Division, based on OEGP2006)

Modalities of participation and risk-sharing

34.

Infrastructure and Participation are understood in their broad definition: including non
financial forms of participation that involve managing infrastructure services. However, to differentiate
participation from traditional public procurement, participatis defined as involving some transfer of

risk to the private partner. Allocating risk across partners is a key element of success that should be
driven by an assessment of the party best able to manage it, i.e. the party best able to influence the

probaility of occurrence or of dealing with its consequefces wide range of risk sharing

arrangements is available to policy makers, from the public sector assuming most of the risk to full risk

° See OECD (2008). Publierivate partnerships: in pursuit of riskaring and value for money.
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transfer to the private sector. Table 3 provides a typologyhef main categories of contractual
arrangements and their consequerioesisk-sharing between the public sector (G) and the private actor

(P).
Table 1.3. Typology of contractual arrangements
Service | Management| Affermage/ | Concesio BOT Joint Divestiture
contract contract Lease n venture
Asset ownershi) G G G G P/G G/P P
_ Capital G G G p p GIP p
investment
Commercial risk G G Shared P P G/P P
Clpelaiions ¢ GIP P P P P GIP P
Maintenance
Contract . .
T 1-2 yrs 3-5yrs 8-15 yrs 25-30 yrs 20-30 yrs Infinite Infinite
Operator
.. .. | collects user
Municipality: fees.Lease fee
Retribution of | Municipalit | fee is fixed oI . Municipalit
paid by Users Users Users
operator y based on icinali y
erformance| Marcipa ity
P | Affermage
revenue shareq
Occurrence Not a
1991-2007 Not part of . . 236 of 608| 209 of 608 28 of 608
Together: 135 of 608 project ; ; separate .
(World Bank scope projects projects cateoor projects
PPI Database) gory
Cartagens
Chinalndia Netherla_nd
Mexico city | Johannesburg Cartagena Coy  Gabon Malaysia Chongqmg England
Examples . dél vo Jakarta ) Sino )
Chennai Amman . Mexico Chile
Senegal Manilla French
Morocco
Water
Supply

Source: OECD Investment Division, based on Budds and McGranahan (2003), World Bank/PPIAF and local

sources.

Box 1.1. Definition of the different contractual arrangements

Under asubcontracting arrangementi typically a service contract-, the private party performs specific, time

bound tasks, such as supplying inputs, taking care of planning studies, computing and payroll services
relations, constiction, maintaining assets, installing meters or billing customers, usually in exchange for
fee. In this situation, the private sector bears very little risk and there is very little uncertainty around the expected
outputs. In recent years, monedamore activities have been outsourced that way to the private sector, includ

task of reducing norevenue watéf.

or public
a fixed

ng the

Under amanagement contract a private firm is appointed by the government to provide managerial seryvices,
often for a fixed fee. Téa contract typically requires the private party to manage a utility and provide serviceg to the
public for a given period of time. The remuneration of the private operator may be fixed at the outset, in which case
the commercial risks of the operation amgne entirely by the public sector, or it may be linked to the perform

ance

2 Kingdom, Liemberger and Marin (2006)he challenge of reducing n@avenue water in developing countries.
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of the utility, in which case the private operator bears some commercial risk. More and more countries resort to this

type of contractual arrangement to facilitate transfer of khow and to develop greater understanding of pri
sector participation as part of a stepped approach.

A leaseis a written agreement under which a property owner allows a tenant to use the property for a g
period of time and a specified renthd privatesector operator is responsible for providing the service at its
risk, including operating and maintaining the infrastructure for a given period of time. The operator

ate

pecified
own
is not

responsible, however, for financing investment such as the replatehenajor assets or expansion of the

network. I f payments from users cover more than
return the difference to the public authorities in order to cover the cost of the investments endet th
responsibility. Affermage only differs from a lease in terms of revenue for the private sector. In both casg
private operator collects the tariffs and pays, on top of the operation and maintenance costs, a fee to {
sector. But wHe this fee is fixed in the first case, it is proportional to the volume of water sold in the secon
An affermage contract is currently underway for the provision of urban water in Senegal. A lease was S
Yerevan, Armenia, in 2006.

Under aconcessionthe private operator is also responsible for asset replacement and network expansion. T
of risk transferred to private sector is therefore higher and compounded by the nature of retribution of the
mainly based on user chargesnCession was the predominant contractual arrangements adopted in Latin A
i n t he BATYiléoperatetransfer) contracts correspond to Greenfield concessions. These cont
involve take or pay provisions, i.e. revenue guarantees, that sgueetnments to contingent liabilities. C
expiration of a BOT, the assets are returned to the public sector. BOTs for treatment plants constitute the b
new contracts currently developed and are particularly thriving in CB@&s (build-own-operate) are similar to
BOTs except that they do not involve transfer of the assets to the public sector aftetetepréned period o
time. The private operator thus remains responsible for carrying out all the investment required to meet it
obligations. UndeBOOT (build -own-operate-transfer) schemes, the private sector obtains the capital neede
construction, builds and operates the infrastructure for an agreed period of time (anywhere between 1
years) and then transfers ownershiglkb#o the relevant governmerBOTT (build -operate-train -transfer) is
another variation of BOT whereby the private operator commits to train the public sector to allow a s
transfer. It was used in several projects in South Africa. Other permutafidine activities for which the privat
sector takes responsibilities exist and typically involve design, build, operate, maintain and finance.

t he
tter o
2s, the
he public
d case.
igned in

"he level
pperator,
merica
racts

n

ulk of the

f
5 service
d for

5 and 30

noother
e

In ajoint venture, a new company is formed that combines private and public sector. This is for instarasethe c

of the Chongging Sino French Water Supply (the drinking water supplier and network manager in N
Chongging, China), formed at 60 per cent by Sino French Water Development (a Suez Environment subsig
at 40 per cent by the Chongging Wateaslding Group (a statewned enterprise). With public limited company,
a commercial company is formed but owned by local, provincial and national government. The Dutch Wate
Act spread the methodology in the water sector of the Netherlandsitén cooperatives customers are membe
of board, but they are uncommon in large cities. They constitute a common form of rural water provision i
With divestiture, ownership of the existing assets and responsibility for future upkeep and exparesi
transferred to the private sector. Very few countries have adopted complete divestiture with the notable e
of Chile and the UK.

Source OECD Investment Division, based on OECD (2004). Privatisation inSaitaran Africa. Where do w
stand? and BCD (2008). PublidPrivate Partnerships: in Pursuit of Risk Sharing and \VBlueMoney.

orthern
iary) and

I Supply
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n Chile.
on ar
Xxceptions

35. These contractual arrangements and the risks they aim to address exist in all infrastructure

sectors. However, the water amsdnitation sector involves important specific risks, especially
investors, as already stressed by the Camdessus'panel

1 Water and sanitation projects are usually capital intensive. They involve high initial investmen

for

t, long

payback periods and low eabf returi®. The resulting infrastructure is fixed, very specific and
cannot be used for other purposes or removed from the country. This profile generates high

1 Winpenny(2003. Financhg Water for All: Report of the World Panel on Financing Water Infrastructure
12 Estimated by the African Development Bank (2006) between 5 and 10 percent (compar@® foetdent in the
power sector and 280 percent in telecommunications.
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contractual risk especially in a context of poor initial information and a weak regulatory
environment.

1 The revenues come mainly from user fees or government subsidies in local currency, exposing the
investor to highforeign exchange riskf funding is in foreign currengya true constraint for
international investors, but also for national opaistin a context of poorly developed local
financial marketsThe foreign exchange risk is compounded by a complex and politically sensitive
pricing process.

1 Management of the projects is mainly local, exposing the investors to the often weak management
and financial capacities of the ssbvereign entitiessgb-sovereign risk

1 Finally, as a basic need, water has important social and political repercussions that justify political
involvement on the grounds that final users should be protected from Ipossibse of a
monopolistic position on the part of service providers. This often takes the form of control over the
setting of tariffs, with the consequence that these rarely reflect costs and lead tnuestenent
and deterioration of service quality.

36. Water and sanitation differs from the other infrastructure sectors in that it cumulates all these
constraints, combination that in effect amplifies the different risks. Such a project profile, in particular
the dfficulty to consolidate a stable revenue stream, tends to deter commercial financing. Indeed, the
most recent trends show some reluctance on the part of private sector to commit to investment
obligations and to rely solely on tariffs for their revenue. lementation of better designed tariffs
structure is necessaryNew developments in the area of guarantees and risk mitigation mechanisms can
in addition help to enhance the attractiveness of the water sector and makevengdign financing a

viable optio. Tablel.4 highlights the water related risks and the available risk mitigation instruments.

37. An increasing number of investment disputes are brought before international arbifragon.
number of treatypased vestorState dispute settlement cases increased by 29 in 2006, reaching a total
of 259 (among which 161 were filed with ICSID and 65 under arbitration rules of UNCITRAL).
Infrastructure sectors make up for 40 per cenhefnvestorState dispute settlaat cases arising under
investment treaties, a quarter of which relates to the water sectoprotides another measurerigks

for the parties to an infrastructure project

Table 1.4. Typology of risks and mitigation mechanisms

Water-related risks Mitigation mechanisms Country experiences

Commercial:

Tariff affordability and
resistance

Project castilow profile
Credit risk

Contractual risk
Performance risk
Demand and markets
Inappropriate technology
Information gaps

Hidden costs

Costs of inputs (emgy)

Careful project design & revievincluding
careful design of tariffs structure and
appropriate due diligence.

Partial Credit Guarantee (PCG): covers
different events causing non payment, ing
commercial risk. Offered by multilateral
IFC1 and somébilateral donors.
Traditionally used by governments or pub
entities, but also recently by sulational
governments, municipalities, private
companies.

Pooled financing: to allow smaller cities tq
aggregate financing needs, diversify cred
risk and sprad transaction costs of bond
issuance.

Tariff: see OECD Water Programme.
PCG: Johannesburg, Mexico

PIDG (private infrastructure development grouj
related Emerging Africa Infrastructure Fund
(long-term financing + provision of guarantees)
GuarantCo (PC@®n debt in local currency issue
by private infrastructure companies and
municipalities from lower income countries).
Innovative combination of pooled financing &
PCG in Tamil Nadu (India): Municipal Urban
development Fund issued bonds with PCG frotr
U S A IsDévelopment Credit Authority.

13 Seewww.oecd.org/water
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Political:
Expropriation
Political interference

New standards and
directives

Subsovereign agencies
Local stakeholder actions
Devaluation

Bilateral investment treaty, dispute
resolution mechanisms embedded in
contract (i.ethe Convention on the
Settlement of Investment Disputes betwe
States and Nationals of other StatéSSID)

Political Risk Insurance (PRI): covers war
and civil disturbance, expropriation and
confiscation, currency convertibility and
transferability (eport credit agencies,
investment insurers, private political risk
insurers and multilateralsMIGA)

Foreign exchange risk usually covered
through government exchange rate
guarantees, indexation of tariffs or local
finance in local currency (joint ventures
with local partners, splicurrency revenue
arrangements: costs in local currency,
repatriation of profits in foreign currency).
Development of local capital market.

156 States have signed the ICSID convention.
However, Bolivia became 1rst country to
denaunce the convention in May 2007.

Long term currency swap contract
ADB/Philippines for loans in local currency.

IFC & EBRD have created municipal finance
units and provide loans and PCG to sub sover
entities. WB / IFC Municipal Fund. IADB &
MIGA provide PRG & PRI for municipal
concession projects.

Asian Bond Market Initiative: guarantee facility
for debt in local currency.

Regulatory, legal and
contractual:

Weak or arbitrary regulator
Weak legal framework
Contract enforcement

Partial Risk Guarantee (PRGovers breac
of contract, changes in law, license
requirements, obstruction in the process
arbitration and nompayment of termination
amount. Offered by multilaterals and som
bilateral donors.

Output Based Aid (OBA): financing is free
once the oytdut is delivered.

Regional infrastructure guarantee facility for Wi
Africa (WB / MIGA / AFD / BOAD): combines
PRG + PRI + guarantees for political risks to
promote small and medium infrastructure proje
Output Based Aid schemes are being develope
several Eastern African countries. The pilot cag
was in Kenya.

Reputational:

Local sensitivities and
needs.

Credibility/creditworthiness

Communication, participation in awarenes
campaigns, improvement of service qualit

Rating.

Mexico: most suinationalentities have been
rated by rating agencies to build credibility and
trust. Connection of local and international cre(
rating agencies to lower costs of rating.

Source: OECD Investment Division, based @NEP Finance Initiative, Winpenny (2005) and Bldtawa &

Habeck (2007)

Setting the regulatory framework right

Competition

38.

Direct competition, potentially a strong driver for efficiency and cost reduction, is limited in

the water sector owing to important ecomes of scale and significant sunk costs. Exceptions can
however be found in nenetworked segments of provision: tank supply aneite sewage treatment.
Competition for the market, through competitive biddicanalsobe underminedby limited number of
bidders, opportunistic renegotiatiohand competitive advantage acquired from inside knowledge of the
infrastructure by incumbents. Contrary to other infrastructure secteush as energly unbundling of

the water value chain has also proved diffiqoétstly because of the central role of quality in a sector of
vital importancewhich contributed to maintain an integrated approach.

14 According to Guasch (2004), lmatin America renegotiations affected 75% of water contracts (against 10% in
electricity), after 1.7 years (compared to 2.3 years in electricity). They were initia&896 of cases by the

operator, and led to delays (70%) and reduction (62%) of investments, tariff increases (62%) and increase in

number of cost components allowing pas®ugh (59%).
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39. Competitive pressures can however be exerted through benchmaréimed aghe process

of comparing performance between organisationBenchmarking is however more effective for
comparison across operational efficiency measures, rather than costs, which include some important site
specific components that may be difficult to m@@. Governments can also take steps to strengthen
competition for the market, especially at times of contracts renegotiation by limiting restrictions on entry
T discrimination on size and ownership for instaneasuringa level playing fieldfor interrationaland
domestic companies, statgnedandprivate businesseand small / larger scale actors; and by limiting

the competitive advantage acquired through inside knowledge through better information flow. Specific
issues also arise in frontier areadere the network is little or not developed and the gap is filled by
smallscale providers or community based organisations. There, the issue of integration of the overall
system is key (especially where there is overlap between the lease area anditibs atthird parties).
Governments are tempted to grant monopolyarea of activity to ensure enough revenue to the
operator. However, exclusivity clauses designed to take advantage of economies of scale need to be
assessed against the efforts toeast network and effectively connect the unconnected. They may in
effect provide a strong monopoly power to the incumbent, while depriving the population leaving in
frontier areas of formal alternatives. However, in region where water scarcity is annsspellation

from untreated water or badly managed extraction can have dalstingg effect on the overall provision

chain, extensive oversight of decentralised activities might be very costly and a restricted nhumber of
suppliers more adequate.

Regulation

40. Regulation is a form of government control on particular aspects of economic activity. It is
embodied in decrees, regulations, legislation, contract and decisions of regulatory agencies and can be
exercised throgh different regulatory alternatives, such as direct controls (standards and norms,
permitsé), economic i nstrument (pri ce-eegulatonncent
(benchmarking and information sharing, public awareness). Regulation isiaske in monopolistic
sectors, where competitive pressures are limited, contracts are incomplete, the partnership is multi
stakeholder (with distinct incentives / requirements across stakeholders) and the relationships are long
term and thereby need tdapt to changes. It is also all the more necessary given the need for a holistic
approach to preserve the wbking of users and environmental sustainability, from water extraction to
wastewater discharge. Nevertheless, empirical evidence suggestgtiteiorof private sector activity

may be costlff and may havenintendecconsequences on the provision of water and sanitation services
(notably for the poor) by limiting technological options or strengthening the monopoly power of the
incumbent utility.

Box 1.2. Regulating the partnerships, key concepts and issues

Leaving asideselfregulation, there are mainly four regulatory models: (1) regulation by government, (2)
independent regulation where independence has three dimensions: independence oif-naakiisg, oOf
management and of financing (usually referred to as the Afglerican model), (3) regulation by contract, which
specifies the regulatory regimes in legal instruments (usually referred to as the French model), and (4) outsourcing
regulatory finctions to third parties, which makes use of external contractors to perform activities such |as tariff
reviews, benchmarking, dispute resolution. These models are not exclusive and often hybrid models aré¢ adopted.
Even in OECD countries, the empirical @ghce suggests the existence of a broad continuum of regulatory models.
Transition from one to another is also possible as institutional and human resource capacities are building up.
Furthermore, the proper establishment of regulatory functions goesd#minstitutional setting and involves|an
appropriate role and risk allocation across stakeholders and its clear understanding and adherence by all.

15 Michael Rouse (2007). Institutional governance and regulationténearvices. The essential elements.
18 Massarutto (2007). Liberalization and private serteolvement in the water industry:raview of the economic
literature
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In the area of drinking water and sanitation, the main activities of regulation pertain to regulataterofjuality
environmental regulation, economic regulation to oversee monopolistic market, monitoring of the segtor and
consumer protection. Setting the right incentives for private sector and preventisgekinty behaviour are the
key elements of emomic regulation in a sector where competition is very limited. Regulating prices is mainly
guided by tradeoffs among the five following basic goals: (1) rent extraction or setting rates that strike g socially
acceptable compromise between the interelstavestors and consumers. (2) suppigie efficiency or providing
signals and incentives for suppliers and investors to increase efficiency. (3) dsisharficiency or providing
signals and incentives for efficient consumption of regulated utilityicesv (4) revenue adequacy or allowing
regulated firms to earn sufficient revenue to attract needed capital. (5) fairness or ensuring that prices are just and
reasonable, and contribute to universal service goals without creating significant distortions.

Two alternative mechanisms for regulating prices exist. In fmégeregulation, the regulator sets maximum piices

on the services, often with automatic adjustments to account for changes in costs outside the contfol of the
concessionaire and to accountr fexpected feasible improvements in efficiency within the control of the
concessionaire, and a pset review date. In rate of return regulation, the regulator assigns a value to certajn assets
necessary to perform regulated services, sets a rate of cgtithovse assets (often the maréletermined rate of
return on assets with similar risk characteristics) and sets prices that will allow sufficient revenue to cgver both
return on capital as well as costs that the regulator allows the concessionaiss thrpagh. With rate of return
regulation, the investors have an incentive to invest as their operating and investment costs are covered, However,
unless the regulator has access to a-deleloped accounting system to audit the costs, the firm migletdbie
overestimate the costs to justify higher prices. Consequently, the firm has no incentive to reduce costs and may tend
to adopt excessive capHmitensive technology. Price cap regulation is less information intensive since priges and
not earnings & controlled; and provides for strong incentives to reduce costs. However, recent empirical ¢vidence
has shown that it was more likely to lead to contract renegotiations.

In reality most regulatory mechanisms are hybrid systems between rate of retymicarchp regulations in order
to balance the incentives for efficiency, investments-eattaction and fairness. It is also worth noting that prices
are not the only regulatory instruments available to support the efforts of policy makers to batadiffertbnt
sustainability dimensions. Economic regulation also includes the use of subsidies, supervision of commercial
contracts and granting of operating licenses. Specific instruments for environmental regulation include abstraction
licenses, pollutiorcontrol, development of standards (on sewerage discharge, water quality). In the context of the
work on pricing policies and issues, the OECD Water Progrdmpnecisely aims to identify the traadfs and
complementarities between the multiple policy ahijes pursued with water pricing policies and to look beyond
pricing at other economic instruments for water resource management and adequate provision of yater and
sanitation services.

Source OECD Investment Division, based on Eberhard (20@if)astructure regulation in developing countrigs.
An exploration of hybrid and transitional mode®ECD (2007).The regulation of public services in OECD
countries: an overview of water, waste management and public trapsedsides (2004).Reforming
infrastrudure. Privatisation, regulation and competitiamd OECD (2006)Concessions

41, Although considered for a long time as mainly relevant for delegated management, it is today
widely acknowledged that effective regtiden is equally critical to enhance transparency, efficiency and
equity of publicly managed water servitedn the past 15 years, many developing countries have
developed separate regulatory systems for their water infrastructure sector. Accordiatgtat a
Glance most Latin American countries and 7 over the 13 African countries under review have
established regulatory bodies since the 199006s.
increase transparency and accountability of the atgul authorities and ensure their credibility,
especially in a context of recent structural reforms, low institutional capacity and important asymmetry
of information; (ii) how to define the space for regulation, its interface with contractual arrangement
and policy making in order to adequately manage the flexibility required to sustairtetomg
commitments in a constantly changing environment; and (iii) how to extend effective oversight and

" Seewww.oecd.org/water
18 Michael Rouse. Institional governance and regulation of water services. The essential elements. 2007.
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regulatory functions to a fragmented sector, notably howatchreut to the smaficale providers and the
big users when national regulatory tools are oftesuiited to decentralised activities.

Box 1.3. Regulation and the smallscale providers

The traditional regulatory tools are-fllited to reach out to smatale, often informal, private operators.
Neverthelesswhile smallscale providers show a very good understanding and flexibility to adapt tmdowe
customersdé circumstances, there is a need #seetharpni t o
monopolistic behaviour and the consequences of their disparate activities on the envirboremier the issue
of how to regulate the interfaces between formal and informal providers in urbaumkpemi frontier areas is
especially difficultand deserves attenticais shown by theMaputo caseEconomic regulation of alternative
providers rarely extends beyond abstraction licensing and tanker truck registration. Very often, when regulatory
rules exist (such as price limits), they are largelyrgd due a lack of enforcement and opacity in the regulatory
framework. Setting regulation for alternative providers faces a -tiHideetween the adoption of rules, their
enforceability and the flexibility of the market. For instance the banning of dfisgechnology may lead to the
bankruptcy of small providers and deprive the users of access in a context where the main utility may nat be in a
position to fill the gap in the short term. In that context, it is imperative to assess the relative chstiseditsl of
implementing different regulatory measures, including their potential adverse impact and the
mitigation/compensation strategies available. Monitoring the activities and results may allow a better understanding
of the dynamics at work and prod more a solid ground to redefine policies. Involving the customers thriough
complaints handling mechanisms can also be a source of information and a powerful safeguard. Most importantly,
formalizing the market requires offering in exchange some formgal kecognition and protection for smatiale
private operators that could for instance improve their access to finance and provide an incentive to go formal. This
can be difficult when the private actors operate illegally in the lease area of the ifitgiand/or they face the ris
of expropriation because the property rights are not well established.

Source OECD Investment Division, based duilding Partnerships for Developmeand Franceys (2006)
Regulating Public and Private Partnerships for theor.

The elements of the mukstakeholder partnership

42, Contractual arrangementgth the pivate sector are typically loAgrm and as such not likely

to cover all aspects of the complex relationship betweenptivate sector and the public sector.
Moreover, developing countries are particularly prone to shbagch as currency devaluatiorthat

are difficult to foresee in the contract. Many of past difficulties have also arisen from dispute over the
real sate of water systems and the quality of baseline data. In such context, no contract can be
comprehensive enough to eradicate all elements of uncertainty. However, mechanisms exist that may
help reduce this uncertainty or deal with its consequences. Ttlegénupdating the baseline data used

to develop the business plan before the contract starts, adopting perfobaaade contractual
arrangements with performance targets defined in terms of improvement rates rather than absolute level
and providing for tauses and mechanisms to frame the discussions on future issues as well as formal
dispute resolution mechanisms. The legal and institutional framework should facilitate the enforcement
of contract and facilitate the partnership. In any case, good faithwidlirigness of the parties to
cooperate and find solutions will remain crucial. In that context, starting the discussion early when
challenges arise and before conflicts escalate may help. A stepped approach to private sector
participation as adopted famstance by Chile and Armenia might help build understanding among the
partners.

43, Partnerships involving the private sector for the provision of public services are not merely a
face to face between the public aheé private sector, but involve the consumers and the communities,
different layers of government and public agencies and diverse private actors. It is compounded in the
case of water by the local nature of the service and institutional fragmentatioanyncases, the search

for more efficient, accountable and flexible provision of public services has been a driving force behind
a greater devolution of powers to local entities. In effect, oversight responsibilities for water resource
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management and sereigrovision are split horizontally between different Ministries, and vertically
between national, regional and local authorities. While institutional arrangements vary greatly across
countries, common understanding of the respective roles and respaesjhititiuding across different
levels of government, as well as of the nature of the partnership, is a precondition for a respectful
cooperation. It involves clear definition of objectives, of the means and resources to achieve the
objectives and of theoenpliance mechanisms. Tallé offers a first rough delineation of roles across
partners (public sector, private sector, users and donors) as identifieddhdtidist for Public Action
Effective implementation of policies at local level also callsdssignment of responsibilities that is
commensurate with human and financial capacities and strengthening of coordination mechanisms
across government leveisthrough consultative fora, inteninisterial committee$ to ensure policy
coherence.

44, In such multistakeholders partnerships, transparency and accountability constitute critical
elements. They involve information sharing between the private and the public sectors, but also inclusive
dialogue for better awsideration of population and community expectations. Strengthening an informed
involvement of civil society (users, communities and NGOs) may facilitate the task of regulation and
strengthen accountability mechanisms by allowing better information flomisgeeater adequacy of
services to needs (through the use of citizen report cards for instance). Engaging consumers remains
however a challenge in many countries. Effective engagement requires that the consumers are able to
make an informed opiniohimplying availability of information and capacity to treat that information

that they have a voice and the capacity to influence decision making. Different levels of engagement
exist® from a low |level of <citi zeno sontocohsullatemandk o n
active participation. Strengthening governmeitizen relations requires embedding it in a framework

that provides for the setting in which the relations evdlvéegal rights, institutions and their
responsibilities, evaluation raleanisms and capacities.

9 OECD (2001)Handbook on information, consultation and public participation in patieking.
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Table 1.5.Key roles and responsibilities, as derived fromGecklist for Public Action

Governmenti all levels- and regulatory bodies

Private sector

Users / NGOs /
Community groups

Donors / IFIs

Framework conditions

Estabish the enabling environment: the institutional, regulatory and legal frameworks
favourable financial conditions).

Build, with the involvement of users, the genamahsensus on the definition of the desire|
service provision (level, locatiodevdopment).

Responsible for overall policy and objectives setting, incl. consistency across main
programmes, crogsorder agreements. Review and adapt policy instruments and objec|
conditions change.

Implement and enforce policy framework.

Comply withservice quality standards,
environmental standards and agreed
tariffs.

Respect and support local efforts to
develop adequate regulation.

Advocate for weaker
communities

Represent users in
regulatory decisions, in
stakehol der

Contribute to coorighation
of efforts

Promote adoption of
internationally agreed
standards (such as anti
corruption conventions,
ISO norms and ILO
principles).

O

perations

Contract design and bidding process, in accordance with overall institutionacganatory
settings

Respectontractual arrangementsth private sector.
Accountabilityto users.
Manage local wateresources.

Regulation of water quality, environmental regulation, economic regulation to overse¢
monopolistic market.

Consumer protection, representationl &mvolvement in regulatory decision making
(through water customer committees for instance).

Based on contractual arrangements:

- Service delivery and operation,

- Technical planning,

- Customer relations (incl. complaints
analysis),

- Revenue colleadn,

- Maintenance,

- Infrastructure development,

- Market analysis: site assessment,
customer survey, mapping of the poor.

Build bridges between
formal and informal
providers, users and othe
stakeholders
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Governmenti all levels- and regulatory bodies

Private sector

Users / NGOs /
Community groups

Donors / IFls

Capacity Development

Political will and commitment: fight against corruption, objectives in terms of universal
service and services to the poor, commitment to finasaisthinability ofhe sector.

If a decentralization process is underwdloaate roles across public agencies, devolve
responsibilities, build capacities in line with responsibilities, and establish coordinatio
mechanisms.

Create capacitgnd space for dialogue between dlifferent stakeholders. It includes
involving communities in discussions on service level, technology choice, prices.

Help develop consumer trust and knowledge through awareness / information campa

Population awareness raising
through targeted comunication,
participation in local action.

Proposition of prepoor
techndogies.

Support development and
capacity building of user
associations (eventually
together with national and
local government
programmes)

Raise awareness on
hygiene, water
conservabn, pollution

Support capacity building (of
users, government, practitionerg
incl. support for project design
(through project preparation gra
facilities), to develop better
understanding of the key elemer
of a PPP, to support informed
involvement @ civil society, to
support regulators and
governments in tariff setting and
adjustments, to facilitate access
funding.

Monitoring

Support and contribute to collect and monitoring of information on the sector.

Supervision and enforcement of contrattarrangements.dhtrol of compliance with
standards, approval of tariff levels and their periodic & extraordinary revisions, collect
and provision of information on quality of services (to prontiechmarking).

Develop outreach to smedtale infornal providers.

First conflict mediation instance.

Reporting of economic,
environmental and social
performance.

Impact evaluation on
environment and development g
environment friendly
technologies.

Participate to monitoring of
quality of services and
contribute to accountability
of officials and providers

Collect and share experience
across countries.

Financing

Organise, plan, cost, formulate tagfblicy and funding. If necessary, subsidies should K
allocated in a stable, transparent and targeted way.

Contribute to funding.

Financing obligations as defined
by contract

Suppat sustainability of the
sector through efficient
management.

Role of private financiers

Users should pay for
services received

Contribute to funding, incl.
through risk mitigation s@mes
that leverage additional funds.
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CHAPTER II. CHECKLIST FOR PUBLIC ACTION

Deciding on public or private provision of infrastructure services

Principle 1. Informed and calculated choiceThe choice by public authorities betwegublic and private provision should be based on-cost

benefit analysis taking into account all

alternative modes of delivery, the full system of infrastructure provision,paojgdtex! financial and

nonfinancial costs and benefits over the projecthfde.

Specificities of the sector

Issues for governments

Basic human need and economic good
Major resource and input for business.

Important externalities on health,
education, environment, gender balang

Important data and information deficits

Combiration of some large and small
scale projects.

Necessity of a global view considering
segments of water provision (integrate(
water resource management).

Wide disparities in initial conditions
across countries / regions.

In most developing countries,iyate
smallscale providers already cater for
large portion of population (the poor an
the scattered), often on an informal bag

This choice is a means to an end: improving consumer access. It should follow an initial consensus
definition of sevice provision (level, location, development) desired by society and an assessment o
private sector can add value and of the nature of the participation (financing, service management),
Governments remain in charge of the basic regulatory and ghefgnctions and of the ultimate

responsibility to meet populationbés basic ne

Sustainability analysis should address health, environment, economyg¢stiaire and technical issues
(incl. the choice of technology and the assessment of the cuanbsinfrastructure). It should conside
full water cycle, including treatment, distribution, collection, transport andrerthgement of wastes,
water allocation across different uses and technical options (centralized vs. decentralized systems,
conservation vs. development of infrastructure).

Tools, such as the public sector comparator, that provide a quantitative appraisal can be useful whe
conjunction with qualitative analysis and baseline information is clearly disclosed, to bettertdefcosts
and benefits associated with private sector participation and forge a consensus among the stakeho
the key elements required for an affordable and beneficial partnership.

Negotiations over the modalities to involve the private se@peigate substantial costs (including time &
capacity development). A thorough analysis by project might not be feasible because of transaction
associated with relatively small projects. Abbreviated or group appraisal and standardisation ogcon
might help alleviate costs.

Early identification of the consequences of choice (notably for different users) facilitates balancing t
different interests.

Tools and practices:

- PPP for Water Supply and Sanitation,
- Approaches to Private Participation in

- Toolkit for pro-poor Municipal PPPs, UNDRvww.margrafpublishers.com/UNDP/PPPUE
- Public Sector Comparator (Partnerships Victoria Guidelinesyww.partnerships.vic.gov.au

Swiss Cooperation and\BRW:partneshipsforwater.net
Water Services: A Toolkit, PPIAF 200&orldbank.org/Toolkits/WaterSanitation
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Principle 2. Financial sustainability of infrastructure projects. No infrastructure project, regardless of the degree of private involvesientld
be embarked upon without assessing the degree to which its costs can be recoveredigarseard, in case of shortfalls, what other sources of
finance can be mobilised.

Specificities of the sector Issues for governments

Longterm, irreversika investment. Consider an iterative assessment of service levels, technical options and expenditures on one s
Lack of ransparency and complexity | future demand, tariffs and affordability / willingness to pay on the othézgst for projects above a

due to provision of subsidies and cro| critical size).

subsidies, numerous layers of Price setting should allow achieving Asust g
stakeholders and information predictable. Set optimal mix between price cap and rate of return regulation to provide incentives
asymmetry. improve effidency, to invest and to balance needs of users. Favour water conservation. Conside
Complexity of pricing policy with alternative tools available to achieve the objectives of equity and water conservation. Tackle in g

potentially conflicting objectives: cost Prices for wastewater treatment and raw water abstractio
recovery, economic Bfiency, equity | Where low affordability and large infrastructure needs, subsidies remain necessary, especially in

and affordability. areas and for sanitation. Clarify subsidy levels, time span, nature (connection / consumption) an
Reconciliation betweeaffordability, | targeting process (depending on local sestimgnsider appropriate mix of precise targeting through
willingness to pay and universal household surveys, geographic targetingseléction and subsidies to technologies used by poor).
service obligatioris difficult in a setting of crossubsidies should allow for changes in the user base.

context whereealvalueof wateris not | Consider regulating sriascale operator prices through communication on bulk water prices.
reflected inprices. The choice of technology should match technical considerations and affordability. There is a wid

Sustainabilityis evenmore crucial for | of choices, especially for sanitation: different levels of on site, conventiodaiaplified sewerage.
sanitation piped sewerage is costly ai Diversification of service provision can help ensure financial sustainability while servisgppro

its benefits less perceived by objective. Allow for easy upgrading of facilities so that users can climb up the technology scale.
individuals.

Tools and practices:

- Chile: sibsidies based on water stampsv{v.gpoba.org/docs/07ch2.jdf

- Adaptation of technology in Brazil and Bolivia (see Trémolet (200)://siteresources.worldbank.org/INTWSS/Resources/WNI).pdf

- OECD FEASIBLE modelwww.oecd.org/document/56/0,3343,fr_2649 34335 33719928 1 1 1 iDO.ht

- Pricing component of the OECD water Projeetvw.oecd.org/water

- DANCEE toolkit for assessing willingness to pay, affordability and political acceptahilityr. miljoestyrelsen.dk/udgiv/publications/2002/87
7972228 8/pdf/8#7972217-2.pdf

4
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Principle 3. Apply tailor -made model of private sector involvementThe allocation of risk between privaterpes and the public sector will be

largely determined by the chosen model of private sector involvement, including the allocation of responsibilities. fidre cfeteparticular

model and an associated allocation of risk should be based upon an esse$she public interest.

Specificities of the sector

Issues for governments

High risk sector (cumulates commercial,
political, contractual, legal, regulatory an
reputational risks). Inadequate risk sharir
arrangements are at the heart of past
disputes.

Very heterogeneous private sector, with
different comparative advantages and
capacities to bear risks.

Wide disparities in initial conditions acros
countries and regions that generate
different needs and risk allocation structd

Public interest hasarious aspects: access
(including for disadvantaged groups),
environmental sustainability, health and
safety, community choice and organisati
The various aspects may not be easy to
reconcile (consumer interest may vary
widely across connected and uncecied).

The menu of contracts is extending and allowing for diverse risk sharing across parties: sma
projects, reduced risk transfer (lease, management), Greenfield contracts for bulk facilities, |
ventures. The structure of incentives changesrdowgly: tradeoffs length of contracts / efficiency
gains, retribution of contractor / network extensiisk allocation shoultde driven by an
assessment of the party best able to manage it so as to ensure value for money and sustain
partnersips. Success of a model can only be assessed in the long run when sustainability an
adaptation to changes can be proved. Bidding process cannot achieve alone the relevant ris
allocation, which is shaped by the dynamics of relationship.

Build on the stregths of respective private actors. Taponswmatlal e provi der s
out to poor customers in smaller cities, pathan and remote areas. Examine how joint venture
between international companies and local actors can help alleviate iga #otehange risk and
support technology transfer.

Consider a step approach: strengthen commercial functions and information system through
or management contracts first and develop greater understanding between the private and p
sector for anore motivated choice. Such approach can facilitate transfer ofkoawhelp develoy
a better understanding of the state of water systems and help strengthen public sector perfo

Consider carefully the roles for different levelsggoflzernmentind he coordination mechanisms
across different actors.

Tools and practices

- Blending of private sector and public money (Colombia, Malaysia, Peru).
- Affermage in Senegal (risk allocation and incentive settwaw.afd.fr/jahia/Jahia/lang/en/home/publicets/documentsdetravail/pid/1378
- Alternative business models based on the corporate social activities of big users and property developers (OECD water Project

www.oecd.org/water

- Involving the smaliscale: Mauritania delegated management model in small towns, contracts between public utility aisdamalioviders in
Ho Chi Minh City (see Building Partnerships for Developmeamtw.bpdwaterandsanitatioorg).

- Partnershigommunitiesandprivate sectarthe Agua Para Todos Partnership (Bolivieyvw.bpdws.org/web/w/www_ 134 en.aspx

- Step approach: EMOS (Chile) contracted out several actiligéore divestiture, the management contract followed by a lease for the Yer
water utility in Armenia fwww.oecd.org/dataoecd/25/22/40572658)pdf

evan
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Principle 4. Preserve fiscal disciplineand transparency.Fiscal discipline and transparency must be safeguarded, and the potential public finance

implications of sharing responsibilities for infrastructure with the private sector fully understood.

Specificities of the sector

Issues for governnents

Payments of fees, subsidies and
guarantees that constitute letggm
expenditures and contingent liabilities
budget.

Owing to the essential nature of water,
government is expected to act as the
provider of last resort if provider fails tg
deliver.

Local management involves suahational
entities (municipalities, utilities).

High transaction costs (numerous
transactions, actors and models).

Determine what bears on budget (subsidies, extension of network, guarantees, oversight and
coordination) and émsaction costs. Consider adopting clear rules on disclosure of guarantees
(monitoring of the diverse guarantees provided through a register of guarantees, integration of
estimated cost in annual budget).

Be aware of the tradeff between guarantees torattt private sector and resulting contingent
liabilities bearing on fiscal accounts. For the sake of fiscal transparency and sustainability, disg
future costs of private sector participation and incorporate them in meédiombudgetary projection
anddebt sustainability analysis.

Clarify the fiscal relationships of governments with-gsattional entities. Clarify the legal basis for
subsovereign financing.

Encourage building of capacity, transparency and accountability efatidnal entities, using
incentive mechanisms (linking central transfers to quality of reporting for instance) and informa
sharing (publication of financial and management information). Encourage monitoring by civil §

Third party oversight, e.g. by parliamentary bodfies/ help safeguard the integrity of the process.

Tools and practices:

- Output Based Aid can help clarifying subsidies and developing connectiamsgpoba.org

- Credit rating of Mexico city: development of a mupal bond market without the backup of sovereign guarantees.

- IMF recommendationssovernment Guarantees and fiscal risk, IMF, 2005w.imf.org/external/np/pp/eng/2005/040105c. pdf

- OECD Best Practices for Budget Transparemayw.oecd.org/gov/budget

- Recommandations by the Camdessus Panel (2003) the Gurria Task Force (2006) on financing watenfafindincingwaterforall.org
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Enhancing the enabling institutional environment

Principle 5. Enabling environment. A sound and enabling environment for infrastructure investment, which implies high standards of public and
corporate governance, transparency and the rule of law, including protection of property and contractual rights, istessénaical the

participation of the private sector.

Key water and sanitation specificities

Issues for governments

The water and sanitation sector presents high contractual, foreign
exchange and stdpvereign risks. It generates important political inter
and substardi involvement from the international community
(international financial institutions and donors).

The quality of water and sanitation governance does not relate only {
purely sectoral issues, but also to land tenure, housing security,
decentralisation pizy, environmental rights.

Planning and implementation horizons for water and sanitation requi
longterm consistent policies that extend beyond political horizons arn
may be made difficult by political instability.

The impediments arising from business/ironment differ across privats
actors. Smalkcale business is particularly affected by a burdensome
business environment, poor infrastructure and underdeveloped finan
systems. The poor bear disproportionally the consequences of poor
business envimmment (in their activity and in their access to basic
services).

Public sector remains the enabler: the quality of the business clim
and of corporate governance depends on a wide range of legislat
administrative and policy practices and on coheragcess the
different policy vectors as raised by the OER®&licy Framework for
Investment

Clarify and separate between different state roles: political functio
administration and operation of service delivery. With water and
sanitation being largelytal issues, be mindful of consistency acro
central and municipal government and of institutional continuity.

All tiers of government and public agencies should respect their
commitments (i.e. timely payments of water bills and subsidies).

Better integation of smaliscale private actors in the chain of servic
provision may require some form of official recognition of the
legitimacy of their activities. Consider building on the burgeoning
oversight and regulation by local communities to frame theiviaes.

Tools and practices

- Water Dialogues are developing in South Africa, Uganda, Brazil, Philippines to identify the key bottlawvasksaterdialogues.org
- Maputo and Bamako licensing of operatbyscommunities (see Building Partnerships for Developnmenty.bpdwaterandsanitation.oyg
- Reform of general concession law in Rusgiaw.oecd.org/daf/investment/russia

- UNCITRAL Legislative guidewww.uncitral.org/uncitral/en/uncitral_texts/procurement_infrastructure/2001Guide_PFIP.html

- OECD Policy Framework for Investmentww.oed.org/daf/investment/pfi

- OECD Principles of Corporate Governanagvw.oecd.org/daf/corporate/principles

- OECD Guidelines on Corporate Governance of Stateed Enterprisesvww.oecd.org/daf/corporateaffairs/soe

- OECD Principles oRegulatoryReform: www.oecd.org/document/27/0,3343,en_92643735 2753254 1 1 1 1,00.html
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Principle 6. Fight against corruption. Infrastructure projects should be free from corruption at all levels and in all project phases. Public
authorities should take effective measures to ensure public and private seguotyi and accountability and establish appropriate procedures to
deter, detect and sanction corruption.

Specificities of the sector Issues for governments

Large financial flows at stake in large sca Develop a holistic approach to corruption: supgdywell as demand side, smsdlale and large,
construction. Numerous transactions and| public and private, financiers and providers. Involve the users to report on service quality and
stakeholdes in service provision. behaviours.

Complexity of organisation, including Consider sending strong political signal: adhere to internationat@mtiption conventions (OECD
patchwork of public agencies and and UN Conventions), induce institutional reforms (procurement, judiciary), set a structure of
administrative rules. disincentives and strengthen monitoring and enforcement.

Important political involvements in projec{ Reduce incentives: address corruption explicitly in the PPP framework, define performance ta

Monopolistic sector with little cosecovery| and aitputs, develop reporting and information disclosure (including on cases of corruption),

are strong incentives for collusion. introduce opportunities for challenges and reviews, and allow for private sector to benefit from

Imoortarce of informal sector contract (rather than by perverting it). Reduce incidence of transaghtin from each transaction
P ] o _ and increase probability of detection and penalty. Establish credible threats.

Opacity and asymmetry of information. A : . . -
) ) _ | Encourage communication on antirruption policies throughout levels of government and traini

High demand and human need dimensiol programmes to the staff.

generate high power leverage. Water

rationing and interruptions provide

important corruption opportunities.

Be aware and mitigateofential negative impacts of the fight against corruption: the costs relate
proliferation of controls and institutions and the impacts on the poorest. Tackle corruption in a
inclusive and equitable manner by suggesting alternatives so asdaagaitive consequences of
removing illegal conections, closing below standaatilities.

Tools and practices:

- Empowerment of community: Kecamatan Development Project, Indomesia.worldbank.org/id/kdp

- Political leadership and transparency progras in Veracruz, Mexico:
www.unglobalcompact.org/docs/issues_doc/7.7/case_stories/BAC_2D.2.pdf

- Development of codes of conduct and staff traininghieyPublic Utility Boardin Singaporewww.pub.gov.sg
- OECD AntiBribery Convention www.oecd.org/daf/nocorruption/convention

- United Nations Convention agatrSorruption:www.unodc.org/unodc/en/corruption/index.html

- Transparency Internation&lobal Corruption Report 2008:ww.transparency.org/publications/gcer
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Principle 7. Create a competitive environmentThe benefits of private sector participation in infrastructure are enhanced by efforts to create a

competitive environment, including by subjecting activities to appropriatenascial pressures, dismantling unnecessary barriers to entry and
implementing and enforcing adequate competition laws.

Specificities of the sector

Issues for governments

Little possibility for direct competition owing to
inelastic demand and supply, hifiked costs, high
transport costs and economies of scale. Vertica
integration justified by internalisation of
externalities and crossaubsidisation. Some
opportunities for competition for the market
(through competitive bidding) and benchmark
competition

Little competition in postontract phase, once thi
operator is selected and acquires a competitive
advantage owing to inside knowledge of the seq
Consequently, opportunities for competition
essentially lie at the frontier: for network
extension, nevimousehold connections in small
towns and perurban areas.

Competition for market can be circumvented
through strategic renegotiations and monopolies
hidden by complex shat®lding arrangements in
a concentrated sector.

Show strong political leadershifsansparency and early signalling of policy will help leve
the playing field. Develop technical expertise: careful review of bidding and considerat
history of practices elsewhere.

Be aware of the tradeffs in contract award: risk borne by investes. probability of
renegotiations and length of contract (which provides incentive to invest in maintenanc
more frequent competitive tendering.

Exclusivity awarded to enable cresgbsidies and attract investors can have counter
productive conseagnces. Consider opening market and encouraging alternative provide
where network and household connections expansion is slow, to speed up provision td
poor at better price.

Ensure that sma#cale providers are not excluded from the market whidédang
cartelisation among them.

Develop benchmark competition by comparing performance across water providers an
releasing the information to the public.

Consider streamlining the operational practices and legal form under which the publi
providas operate to level the playing field with private competitors and de
benchmarking. Administration and regulation procedures should be consistent acr
whole sector (public, private, and informal operation) to encourage fair comparisd
compeition.

Tools and practices

- Benchmarking: Competition with the best performing company with associated reward (England, Qf#WAdtwat.gov.ulj, with a model
company (Chilewww.oecd.org/dataoecd/4/58/2083795.&divww.siss.c), within city competition (Manila, Jakarta), performance contract

(Senegalwww.afd.fr). Public informaion systems:

across utilities (PERPAMSI, Indonesiaw.perpamsi.org across municipalities (Kostra,

Norway: www.ssb.no/kostrand Canadavww.nationalbenchmarking.ga

- OECD Global Forum on Competitiomww.oecd.org/daf/competition

- OECD Guidelines on Corporate Governance of Stateed Enterprisesvww.oecd.org/daf/corporateaffairs/soe
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Principle 8. Facilitate access to financial marketAccess to capital markets to fund operations is essential to private sector participants.
Restrictions in access to logahrkets and obstacles to international capital movements should, taking into account macroeconomic policy
considerations, be phased out.

Specificities of the sector Issues for governments
Specific needs owing to lortigrm, stable but low return investmen| Improve financial status of stimational entities: support and facilitate th
and subnational management. drafting of longterm stra¢gy andhe developmenif stable revenue
The water and sanitation sector presents high contractual, foreig Streamsas prerequisites to attract lotgym financing.
exchange, subovereign and political risks. Take stock of the financing tools and guarantee schemes available ar
Uncertainty of revenue streams (unstable tariffs policies and diffi €/Séwhere. Assess what can be adapted locally, taking into account t
bill collection). costs asswated with risk mitigation tools.

Some smaikcale pr@cts that may not generate interest from the Facilitate access of local smaltale business to ﬁnanCing: facilitate

banking sector owing to high transaction costs and to limited cre| @ssistance to overcome the challenge of preparing bankable projects,
worthiness of smatcale operators. support linkages with bigger operators and promote a more SME frien

bankingand financial system.

Tools and practices:

- Subnational tools: Guaranteed municipal bonds (Mexico, Johannesburg 2004, India: $2.9bn in 10yrs). Development of ciafdsulating
sovereign entities. Connection of local and international credit ratemngcass to lower costs. (Mexico). ADB Sabvereign facilities in local
currency. PPIARttp:/// SubNational Development Technical Assistance Prograrfwmen.ppiaf.org/snta)Cities Alliance Municipal Finance
Task Forcewww.mftf.org).

- Matching supply and demand for letgrm instruments: infrastructure funds based on pension funds (PAIDF South Africa).

- Pooled financing (India: Greater Bangal®vater Supply project, Pooled Fund in Tamil Nad8ge Catherine James, ICRA
www.worldwaterweek.org/stockholmwatersymposiumgfbct Volume 07/Microsoft%20Word%2620Workshop%204. piif

- Community participation (India).

- Blending financing sources (Zambia Devolution Trust Fund: public money as leverage).

- Public/Private Developpers: InfraCevyw.infraco.com, IFC Ventureslittp://ifcventuresinc.coin

- Revolving mutual funds (US .epa.gov

- Recommandations by the Camdessus Panel (2008uittiia Task Force (2006) on financing water for altww.financingwaterforall.org

- OECD Financial Planning Tool for Water Utilitiesww.oecd.org/LongAbstract/0,3426 2649 34343 36475550 119699 1 1 1,00.html
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Goals, strategies and capacities at all lexsl

Principle 9. Consultation with stakeholders.Public authorities should ensure adequate consultation wittusard and other stakeholders
including prior to the initiation of an infrastructure project.

Speciicities of the sector

Issues for governments

Water and sanitation are segmented sectors that invol
multiple stakeholders (users, sector employees, differg
layers of government and public agencies, communitig
donors, private sector, NGOs and enviremhal
associations).

Water is a human need with important externalities. Itg
management is highly politicised.

The sector may involve the construction of particularly
large physical infrastructure, such as dams, with poten
important impact on localoenmunities, but also of
facilities that may generate local controversies (treatm
plants).

Labour intensive sector.
Important crosgurisdictional and crossountry dimensio

Important vertical and horizontal coordination dimensig
across levels of govement, especially across local

governments.

Facilitate clear understanding of roles and responsibilities of all stakeholders, nd
through the creation of capacity and space for dialogue. Develop coordination
mechanisms. Consider ways of meaningfutlyalving weaker communities.

Involve the employees and their representatives in project development.

Develop consumer trust and awareness through information campaigns on publ
policies and disclosure on key project information and expected outcomiesv Fol
internationally agreed recommendations on the minimum set of information for
consumers. @mmunicate on the reasons for unpopular decisions or actions.

Public consultation should be developed according to the principles of clear foct
representation ahtransparency and follow published standard procedures. It req
time and resources and should therefore be organised strategically at important
of policy making and preferably start at the early stage of the projects. Consulta
should invole explicit feedback from the public authority.

Consider greater involvement of civil society (NGOs, consumer groups) in prote
consumer rights, monitoring service provision and determining model of utility
management. Consider providing adequate tigini

Tools and practices

- Providing space for dialogue: Water dialogues in South Africa, Uganda, Brazil, Philippimesyaterdialogues.org

- WaterAid / TearFund Advocacy Guideww.wateraid.org/documents/psp_advocacy guide_tf_and_wa.pdf
- Consumer consultation: membership in administrative board of water company (Senegal), in regulatory board (Water WaZemBia), i
consumer consultative committee (UK). Establishment of &dizen Water Councils in Mexico. See Franceys (2006).

- Aarhus Conventionnww.unece.org/env/pp/

- OECD handbook on information, consultation antljguparticipation in policymaking:www.oecd.org/gov

- Releasing key project information: a project summary template Partnerships Victoria DisclosurenRaliqyartnerships.vic.gov.au
- AccountAbility: Partnership Governance and Accountability Frameweanky.accountability?21.net

- ILO Declaration on Fundamental Principles and Rights at Wenky.ilo.org/declaration

- PPIAF toolkit on labour issues in infrastructure refowmw.ppiaf.org/LaborToolkit/toolkit.html

- Phnom Penn workforce incentive modelvw.adb.org/water/actions/ CAM/PPWSA.asp
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Principle 10. Empower authorities responsible for privatelyoperated infrastructure projects. Authorities responsible for privatelyperated

infrastructure projects should have the capacity to manage the commescedg®s involved and to partner on an equal basis with their private

sector counterparts.

Specificities of the sector

Issues for governments

Decentralised systems (transport costly
compared to unit value) and local managen
The search for more efficigraccountable an
flexible provision of public services has beel
driving force behind a greater devolution of
powers to local entities. However, trexent
decentralisation process has not always beg
followed by devolution of financial means ar
building of capacities.

Important consequences of the decentralise
nature of water management for capacity
building, monitoring and performance
management.

Horizontal cooperation across municipalitieg
achieve economies of scale and support fro
central govenment is crucial.

High political interferences in multayer
system.

When considering subational assignment of responsibility, be cautious of potential-oHde
between capacities, economies of scale and costs, resource management, coordinatibara}
and proximity, community empowerment, accountability, efficiency on the other.

Consider careful allocation of roles and responsibilities across different authHonite@sding to
the PPP unit when relevanttaking into account existing capacggps. Allocation of resources
should be predictable and commensurate with responsibilities.

Encourage training: from central government to-sabonal entities, across municipalities
(notably through forums, internet platforms, exchange of staff to ghacéces). Focus training
on the key elements of partnership (respective roles and responsibilities of parties through
project, tariff setting and adjustments, performance monitoring, handling disputes and info
and communicating with the pud). Introduce performance management mechanisms to he
building capacities. Be aware that capacity building takes time and commitment.

Preserve consistency across government policies: reduction of overlapping responsibilitieg
strengthening of coordinath mechanisms across government levels (through consultative f
inter-ministerial committees), policy coherence (tax policy should not contradict tariff policy
instance).

Monitor and evaluate performance. Developing performance indicators fogmeihments car
facilitate exchange of information and promote good practices.

Tools and practices

- Decentralisation: Chile (13 regional companies) vs. Colombia (1380 municipal providers). The Water Boards in the Né¢teeri@idsD
Territorial Reviav. Competitize cities in the global economigttp://publications.oecd.org/acrobatebook/0407011E)PDF

- Bolivia 1994 Popular Participation Lajsee Asian Development Bankww.adb.org/participation/toolkinethodsapproaches.a¥p

- Reform of the institutional setting in Mauritar{supervising 350 small independent operators and ensuring regulationlitosma).

- Integrated Sanitation budget line in Uganda to empower districts in the area of sanitation.

- Training support structures: South Africa Treasury and PPPvamit.ppp.gov.zaUK Public Private partnerstsProgramme of Local
Government Associatiomivw.4ps.gov.uk Partnerships UKwww.partnershipsuk.org.ylPartnerships Victoria (Australia):

Www.partnerships.vic.gov.au

- Information sharing and learning: Kostra, Norwasvn.ssb.no/kostia
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Principle 11. Clear and broadly understood objectives and strategieStrategiesdr private sector participation in infrastructure need to be
understood, and objectives shared, throughout all levels of government and in all relevant parts of the public administration

Specificities of the sector

Issues for governments

Segmented sectaoversight responsibilities for water
resource management and service provision are split
horizontally between different Ministries, and vertically
between national, regional and local authorities.
Consequently,asponsibility is often diluted and
allocaton of responsibilities is unclear.

Important bearing on social (education, health, gender
settlements) and environmental policies.

Water and sanitation governance issues are not purely
sectoral, they relate to land tenure, housing security,
decentraliston policy, environmental rights.

Water governance and reforms involve many objective
that may contradict each other (social equity, economi
efficiency, environment a

Some unavoidable objectives: universal service
obligation, resourcerpservation.

Institutional arrangements vary greatly across countries. In that context, cg
strengthening common understanding across levels of government of res
responsibilities foroverall policy and objectivesettingand for the enforcemerdf
policy framework It involves clear definition of objectives, of the means

resources to achieve the objectives and of the compliance mechanisms.

The objectives in terms of universal service and services to the poor should be
clarified, as well aghe expectations in terms of network extension, reduction in p
and level of services.

Ensure consistency across the main development programs and with general p
Infrastructure development is closely linked with legalisation of informal settlissme
Sanitation in particular has to be addressed as part of an integrated urban progr
that tackles housing, tenure and relocation. It can be done througramuial
planning for water strategies and enhanced-mieisterial coordination on water
issues.

Involve different levels of government in structured negotiations over planning p
implementation and monitoring.

Channel efforts of the many involved actors towards main development progran
(including NGOs, donors, diverse private actors).

Tools and practices

- Setting of a steering committee across the different ministries in charge of water to ensure coordination (Ethiopia).

- Sector Wide Approach to Planning (Uganda).
- Singapore: on line codes of practigeaiw.pub.gov.sy

- OECDPromoting PrePoor Growth: Infrastructurewww.oecd.org/dac/poverty
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Principle 12. Mechanisms for crosgurisdictional cooperation. Mechanisms for crogsirisdictional ceopeaation, including at the regional

level, may have to be established.

Specificities of the sector

Issues for governments

Due to the high cost of transporting water (relative to its unit value), [
regional networks are not as common as in the elegtgeittor. Water
systems tend to be decentralized and operated under local jurisdictio

However, importance of crodmrder management of water issues owir
scarcity of resource, uneven distribution, and the widespread conseq
of mismanagement oésource (such as pollution for instance).

Spatial and functional organisation of river basins and watersheds dc
necessarily correspond to administrative boundaries.

Mechanisms to enforce poverty reduction across municipalities {cros:

subsidisation).

Adopt and implement the principles of Integrated Water Resourc
Management (IWRM).

Enhance intemunicipal cooperation and develop specific incentiv

Consider tools for vertical collaboration (between central governn
and subnational levels such as miaipalities), such as contracts.

Develop regional cooperation. Consider transder agreements.

Envisage dispute settlement mechanisms to frame resolution of
conflicts that crosgurisdictional cooperation may trigger.

Tools and practices:

- On IWRM, e Global Water Partnershipww.gwpforum.org

- OECD country experience of intatunicipal cooperation, contract as a tool for vertical collaboration andtooodsr regional governance:
OECD Territorial Review 206 (http://publications.oecd.org/acrobatebook/0406041E)PDF

- Setting up of institutions to manage jointly water resources (Nile Basin Initiativer. nilebasin.ory
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Making the public-private co-operation work

Principle 13. Establish communication and consultation with private sectorTo optimise the involvement of the private sector, public
authorities should communicate clearly the obyediof their infrastructure policies and they should put in place mechanisms for consultations

between the public and private partners regarding these objectives as well as individual projects.

Specificities of the sector

Issues for governments

No compleé contract: longerm
arrangements, shogitone environment
(currency devaluation), uncertainty on tl
real state of water systems and the qua
of baseline data.

Multi-stakeholder dialogue: mulinyer
public sector, multiplicity of private
actors, keyole of users and communitie

Sensitive issues: important social,
political and environmental repercussiol

Consider including in contract clauses and mechanisms to frame the discussions on future isst
(including on dealing with the consequences aflequate information) as well as formal dispute
resolution mechanisms. Starting the discussion early when challenges arise and before conflic
helps.

Consider developing orstop shops for private actors to ensure coordinated public sector
communication. It may involve the development of dedicated website to inform the private sectc
perform basic tasks (licensing for instance).

Create capacity and space for dialogue between the public and private sector, but also across
providers. Tle communication channels may differ across actors, depending on the existence g
business association for instance and whether the sector is informal. Determine which actors 3
legitimate interlocutors. Promote association of independent providers, megneaneful of preventin
cartelisation.

Engage the private actors to formulate their requirements and constraints for mutual understan
better appropriateness of contracts.

Need to differentiate between contractual relations andcoatractual reltions. The basis fq
relations is the formalised contractual arrangement. The societatombractual relations ar
important elements of the communication between the public and private actors but need form
if they predominate.

Tools and pracices

- Municipal sanitation platform in Durban coordinating private activities. See BRB.bpdwaterandsanitation.org/web/w/www_37 _en.aspx
- APWO of Uganda: Association of srhalivate providers that aims to coordinate action and generate a common voice:
www.oecd.org/dataocecd/50/25/37787617.ppt

- Global Water Operators Partnerships Alliangew.unhabitat.org
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Principle 14. Full disclosure of project related information.There should be full disclosure of all projeetevant information between public
authorities and their private partners, including the state eéyiséing infrastructure, performance standards and penalties in the case of non

compliance. The principle of due diligence must be upheld.

Specificities of the sector

Issues for governments

Water and sanitation facilities are mainly underground and
difficult to appraise. In the past, underestimated state of disal
of infrastructure has led to many controversies.

The flow of information is made difficult by mulfirrisdictions
dimension.

Asymmetry of information and limited reversibility in the short
run.

Disclosure of information is key in the sector because of a hig

incidence of corruption, to facilitate a better understanding of
parts and make public policy clear in a sensitive area.

Invest time and capacity in the due diligence process.

When informaion gaps have been identified, concentrate on improving dg
guality overtime. Involve all stakeholders in data improvement strategy.

Provided the uncertainty on the state of infrastructure, consider updating
baseline data used to develop the busipkssbefore the contract starts.
Adopting performanc®ased contractual arrangements with performance
targets defined in terms of improvement rates rather than absolute level
help reduce data requirement. Consider focusing the monitoring on a lim
set of key indicators (for which there is agreement on computing
methodology).

Clarify expectations and constraints.

Tools and practices

- IWA set of monitoring indicators
- IBNet: www.ib-net.org
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Principle 15. Far, non-discriminatory and transparent awarding of contracts. The awarding of infrastructure contracts or concessions should

be designed to guarantee procedural fairnessdismnimination and transparency.

Specificities of the sector

Issues for governmets

The consequences of rigged
contract awarding may be import
(higher prices and lower investmg
levels) and may fall
disproportionally on the poor.

Concentrated sector where civil
society is active.

Contract design and bidding proc
are key elemestof success of the
project.

Importance of the credibility of thy
deal, the authorities and the
reputation of the private actor.

The sector involves longerm
relationships that need to be
grounded in sound contractual

arrangements.

In the contract awargrocess: Clarity and transparency of rules of game for all stakeholders, including
communicated evaluation criteria. Maximise the opportunity for competition. Minimize opportunities fg
collusion and for future renegotiations by carefully seledtiegcharacteristics of process (number of
operators and their coordination) and the award criteria. Favour simple award criteria to help readabi
bids and focus on quantity, quality and prices of services to be provided.

Bid evaluation is a critidaelement to assess financial and technical capacity of parties to deliver the pr
Past track record can be an indication of performance but should not be too narrowly defined as to e
smaller firms or limit excessively competition. Consider wgtan evaluation report describing the financi
propositions of bidders, service delivery propositions, construction proposals, potential risks to govert
technical and financial capacities of parties, flexibility of proposal to accommodate changes.

In the design of contract: Be aware of the tratfdbetween a complete contract and its flexibility. In settin
the deal characteristics, be aware of the consequences on incentives for private sector: duratdh (trac
private sector commitment vs. coetjion and risk borne by the private actor / by government), investm
vs. performance obligations, allocation of risks, cost of capital determination, valuation of concession
pro-poor objectivesProvide for regulatory elements (price cap vie i return, guidelines for adjustment
tariffs, social tariffs) and dispute settlement principles (performance bond, contingencies for renegotiz
recourse to international arbitration, permanent review panels and permanent dispute panelshtiratie (

Tools and practices

- Kessides (2004) for a discussion of different types of regulation and their respectivehtipritgn.worldbank.org/IGO9W1RPX70
- OECD (2006). Concessionsww.oecd.org/dtaoecd/36/6/35967639.pdf

- Partnerships Victoriavww.partnerships.vic.gov.au
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Principle 16. Output/performance based contractsThe formal agreement between authorities and private sector participants should be specified
in terms of verifiable infrastruare services to be provided to the public on the basis of output or performance based specifications. It should
contain provision regarding responsibilities and risk allocation in the case of unforeseen events.

Specificities of the sector Issues for govenments
Infrastructure gaps remain substantial and| The contract should define precisely the scope of the project (objectives to be achieved, rig
level of access low in most developing obligations and responsibilities of all parties), set-oontradictory targets and avoid over
countries. regulation (combinabin of performance targets and investment obligation for instance). Dead
High level of public money allocated to should be set realistically as the results might not materialise in the veryesharlhe contract

infrastructure development and subsidies. | Should specify the framework for negotiations; include clauses and mechéamiserse
Focus on output (such as people provided discussions on future issues and formal dispute resolution procedures.

with access) rather than inpwtsuld allow to| Regulate and monitor outputs rather than inputs. Avoid strict technical service specification
dispassionate the debate. restricts options and might disadvantage the poor. Relaxing some testanctirds (i.e. pipe
diameters, gradient and depth) can allow the development of cheappoopreystems.

Develop monitoring processes and promote reporting of economic, environmental, and soc
performance. Improve data availability and quality oiraet Identify and focus on a small numt
of key indicators (clear, easy to measure) to lower the cost of information provision. These
typically include indicators of progress in outcomes, of service quality, of efficiency and of
financial performanceTargets can be specified in terms of tangible improvements if uncertai
exists over actual levels. Definition and methodology to compute the indicators should be a
between the parties. Assessment and monitoring of performance can build on féextbaikl
society.

Tools and practices

- Output Based Aid schemes in Kenyavw.wsp.org/UserFiles/file/67200752513 MicrofinancePolicyNoteAf.pdf

- Performancéeargets embedded in contract (in terms of leakage reduction, improvement in bill collection) in Senegaid. fr
- Simplified sewerage in Latin Americamww.irc.nl/page/8193

- Global Reporting Initiativewww.globalreporting.org

- Citizen report cards in Bangalore:

www.swedishwaterhouse.se/swagources/20051010171233Community Voice_as_an_Aid_to_Acc_Thampi.pdf

- OECD Guidelines for Performance Based Contracts between Municipalities and Water Utilities:
www.oecd.org/env/wat/performancebasedcontracidie use of performandssed contract in Yerevan:
www.oecd.org/dataoecd/25/22/40572658.pdf
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Principle 17. Competent, well resourced and independent regulatory bodiegRegulation of infrastructure services needs to be entrusted to
specialised public authorities that are competent-mgstburced and shielded from undoBuence by the parties to infrastructure contracts.

Specificities of the sector

Issues for governments

Monopolistic sector, longerm
incomplete contracts and
multi-stakeholders dialogue.
High occurrence of
renegotiations.

Necessity of a holistic
approah to preserve well
being of users, while
safeguarding environment,
from water extraction to
wastewater discharge.

Quality issues very prominer
(quality of water, pollution).

Complex pricing policy.
Key importance of

maintenance in a capital
intensive setor.

Challenges magnified by
asymmetry of information,
limited credibility of recently
established bodies, importan
of smallscale informal
providers for which national
regulatory tools are often-ll
suited and diversity of private
actors in a decentiaed

setting.

There should be a clear separation between commercial and regulatory functions of tRe@tiédeory bodies
should follow pinciples of good regulatiqin particular:clarty, practicaity and focugon water quality,
environmental regutaéon, economic regulation to oversee monopolistic market, monitoring and consumer
representation

Establishing the regulatory body prior to reform can support buildngtability and credibility. Resource capacity
should be commensurate with mandatdeRand responsibilities may evolve as capacity and credibility develo
Consider alternatives such as matiased instruments, information approaches;reeffilation, regulation by
contract and contracting out of specific functions that may complerotions of regulatory bodies. Efforts must b
made to ensure consistency with other regulations and policies.

Predictability, transparency, consistency and clarity of rules foster both independence and accountability of r
bodies. It involves: adajmg clear rules for decision making (i.e. on tariffs setting and review), disclosing inforn
on decisions and procedures, specifying recourse mechanisms, submitting to judicial reviews and introducin
clauses. Effective enforcement involvesdibée and applicable sanction mechanism. Reporting obligation towa
publicly elected parliament may strengthen accountability. Regulatory impact analysis can help assess the li
benefits, costs and effects of regulations.

Decentralisation may imprevresponsiveness to local necessities but may generate coordination problems. S
a multisector agency can help share fixed costs, limited capacities; build expertise dcuttiogsissues; and bette
resist capture by specific interests but nwse specific sector capacity. The decision will depend on country
capacities and size. In any case, consider strengtheniniglication among regulatory authorities and levels of
government and reducing overlapping of responsibilities.

Acknowledge divesity of private actors and identify the challenges they raise for regulation. A comprehensive
regulation may be costly and have adverse impact on-soaé and decentralised activities. Administrative
simplification involves reducing layers of regulatiamd better information on regulatory principles and lines of
responsibility. A number of tools exist depending on contextsstmeshops, cfine licensing and business servig
Regulation and oversight of decentralised systems might be best proyittmadllcommunities and governments.
Engagement strategies include licensing, municipal delegated management models and partnerships with u
Some light price regulation is possible through sharing information on bulk water price of utilities.
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Tools and practices

- The Guaranteed Standards Scheme (OFWAJK: www.ofwat.gov.ul.

- Smart Regulation: training, public consultation, monitoring and review in Canada.fegulation.gc.ca
- On-line business services: Canadaviv.bizpal.cd, UK (www.businesslink.gov.gk

- Regulation of smalscale providers: Incentive package devetbpy NWASCO (Zambia). Regulation of prices and MOU with tanker operatpr
association by PURC (Ghana).

- Regulatory impact analysis (Irelanéjww.betterregulation.ie
- Regional regulatory initiatives to hetpacity building, sharing of information, harmonisation through development of guidelines and shafing of
good practices: South Asian Forum for Infrastructure Regulatit:{safirasia.org African Forum for Utilty Regulatorsyyww.afurnet.org.
- OECD Key issues and recommendations on consumer protagtianpecd.org/document/2/0,334r 2649 34343 2391682 1 1 1 1,00.html
- OECD Guiding Principles for Regulatory Quality and Performaweeay.oecd.org/dataoecd/19/51/37318586.pdf

- OECD Guidelines on Corporate Governant&tateowned Enterprisesvww.oecd.org/daf/corporateaffairs/soe

- World BankHandbook for evaluating infrastructure regulatory systdrtig://rru.worldbank.org/Toolkits/InfrastructureRegulation
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Principle 18. Allowing for good faith, transparent and nondiscriminatory renegotiations. Occasional renegotiations are inevitable in long
term partnerships, but they shoulddmeducted in good faith, in a transparent anddisariminatory manner.

Specificities of the sector

Issues for governments

Long-term, complex contracts th
cannot be complete.

Limited information on the state
the assets.

Occurrence of important extal
shocks' exchange rate
devaluation, increased price of
inputs- has put stress on severa
partnerships in the past.

Over the long run, legitimate
changes in policies and
objectives.

The constantly changing environment that countries face (duesimabdndinternal factors such as

population growth, migration to urban areas, evolution of poverty, institutional development), andthe |
term commitment to a specific technology that infrastructure projects represent call for building some
flexibility to adapt to new conditions into contractual arrangements. Providing for clear rules to frame t
discussions in contractual arrangements will help to manage the flexibility and avoid conflict escalatior
involve including rights to modify specifitions (at a cost) in the contract.

Some basic principles can help avoid unnecessary renegotiations:

- Be aware of tradeff between the risk borne by investors and the probability of renegotiations: less
renegotiation when award based on higher traffieéevs. lowest tariff and rate of return vs. price cap.

- Less renegotiation when a credible regulatory framework is in place (prior to reforms): existence of re
body and regulatory framework embedded in law (rather than decree or contract).

- Lessrenegotiation when regulatiasby objectives (on performance indicatarabher tharby means
(investments) aié gives moreflexibility (notably in terms of technology and strategies) to reach the objed
For similar reasons avoid multiplicity ofiteria (potentially contradictory and leverage for renegotiation) 4
using criteria likely to be modified soon (tariffs).
- Avoid making renegotiations too easy and allowing possibility to default cheaply. Use of performance
bond$’, stepin rights™, rengjotiation fees and contractual stipulations specifying under what circumstan
revisions shall be considered can limit the occurrence of renegotiations and improve their efficiency.

- Develop credible and realistic terms of reference and contract sp#otifie and avoid changes in poli
orientation (adding additional provisiohsuch as delivery to the pooafter award).

Tools and practices:

- OECD (2006). Concessionsww.oecd.org/dataoecd/36/6/35967639.pdf

- Variation clauses under the UK Privédimance Initiativewww.hmtreasury.gov.uk/documents/public_private partnerships

2 Bank guarantees that indemnify the public party if the private sectorddilffit its obligations.
2L Stepin rights allow government to take over the operation of a concession when the concessionaire is not performing acperiiiertstandards.
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Principle 19. Setting dispute resolution mechanism®ispute resolution mechanisms shbbk in place through which disputes arising at any
point in the lifetime of an infrastructure project can be handled in a timely and impartial manner.

Specificities of the sector

Issues for governments

Disputes have been common in water and
sanitation irrecent years.

Highly politicised disputes that generate soc
unrest and may threaten the political power.

Disputes amplified in context of weak
institutional, regulatory and legal framework
where contract enforcement is an issue.
The poor pay disproptionally the
consequences of delayed investments and
inaction that may arise from lodgsting
disputes.

Embed dispute resolution mechanisms in contractual arrangements (performance bond,
contingencies for renegotiation, recourse to international arbitjaClarify remedies availablg
to private investors in case of dispute.

Anticipate disputes and prefer amicable settlements to arbitration. This can be encourag
creating contractual disputes panels, which meet and discuss the contract regularly.

Bilateral investment treaties allow foreign investors to have access to international arbitra
ICSID) even though the contract may provide for local courts jurisdiction. Inform local
authorities of international obligations and of national conseces of breach of international
obligations.

Be aware of tradeffs between complete contracts and flexibility to adapt to changing

environment; and between systematic recourse to external independent referees and trar
costs.

Tools and practices:

- In Senegal, Manila and Yerevarontractual arrangements provide goahfework for dealing with issues
- Expert panels (Chilewww.ppiaf.org/documents/gridlines/22RegDisp. pdf

- The contract for the Prospect water filtration plant, Sydney Australia.
- World Bank Alternative Dispute Resolution Manuatitp://rru.worldbank.org/Toolkits/AlternativeDisputestaution
- ICSID cases and documemgnvw.worldbank.org/icsid
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Encouraging responsible business conduct

Principle 20. Responsible business condud®rivate sector participants in infrastructure should mieseommonly agreed principles and

standards for responsible business conduct.

Specificities of the sector

Issues for governments

Water is a basic human need.
Important interaction with users.
Important economic, social, environmental and political r@ssions.

Water and sanitation are key elements of development policies and generate in
political interest.

Labour intensive industry.

Dimension all the more important in weak governance environment (where the
are greatest).

Diversity of private actors involved and of the key issues in terms of business c(
large, concentrated operators have significant negotiating power, especially in

governance zones; smaktale operators may enjoy limited knowledge of standar
the water activies of big users may escape public scrutiny as being a side (evel
sometimes substantial) share of their activities; financial groups may overlook t

specificities of water as a basic need in financial optimisation.

Support the use of principles andretards of responsible
business conduct asflected inintergovernmental
instruments such as the OE@widelines for
Multinational enterprisesnd the ILOTripartite
Declaration of Principles Concerning Multinational
Enterprises and Social Policy

Governmats should consider providing capacity buildin
to smaltscale operators.

Governmentganbe supported in their efforterough
appropriate partnerships with business organisatmns
strengthen the institutional and regulatory framework,
especially in welagovernance zorse

Tools and practices

- Aquafed Code of Ethicsvww.aquafed.org/pdf/AquaFed_Code_of Ethics_2008.1.pdf
- OECD Guidelines for Multinational enterpris@avw.oecd.org/daf/investment/guidelines

- OECD Risk Awareness Tool for Multinational enterprises in Weak Governance Zomesoecd.org/d#investment/wgz

- ILO MNE Declarationwww.ilo.org/public/english/employment/multi/index.htm

- UN Global Compact 10 Principlesww.unglobalcompact.org/AboutTheGC/TheTenPrihes

- UN Principles for Responsible Investment (UN PRI) and the water specific set of prineiwlesinpri.org

- Equator Principlesvww.equatosprinciples.com
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Principle 21. Good faith and commitment.Private enterprises should participate in infrastructure projects in good faith and with a commitment to
fulfil their commitments.

Specificities of the sector Issues for governments

Longterm partnerships in a vitakctor. The government should clearly communicate its expectations:

Important information asymmetry and little| - In terms of local capacity building and transfer and diffusion of technologies andhaww
reversibility over the shortun, leading to

. . L - In terms of timely, reliable and relevant information disclosure on activities, structurgifiha
potential strategic renegotiations.

situation and performance (including participating with good faith and commitment to due di
Very specific knowledge and technology. | processes).

Important political and social repercussion| Private enterprises should be made aware of dispute resolution mechanisms provided for in

failures. contract and of the existence of any investhpgotection agreement.
Important reputational sk. In case of dispute, consider first alternative dispute resolution mechanisms, such as concilig
mediation.

Tools and practices

- OECD Principles of Corporate Governanagvw.oecd.org/daf/corporate/principles
- OECD Guidelines for Multinational enterpris@avw.oecd.org/daf/investment/quidelines
- OECD Policy Framework for Investmefahapter 7)www.oecd.org/daf/investment/pfi
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Principle 22. Fight against corruption. Private sector participants, their subcontractors and representatives should not resort to bribery and other
irregular practices tobtain contracts, gain control over assets or win favours, nor should they accept to be party to such practices inadhe course
their infrastructure operations.

Specificities of the sectof Issues for governments

Multi-stakeholder projectg Promote public commitment by business to integrity and to abstain from improper involherteeal political activities
multi-layer alministration | Encourage joint public campaigns to promote integrity.

and important information| promote greater transparency around transactions through competitive bidding and publication of contracts.

a.sy.mmetry. N Encourage companies to communicate on@tiuption policis and internal management systems to the staff, incl
Limited competition. through training programmes.
Greater needs are in Encourage integrity throughout the supply chain through transparenbatiacting mechanisms and communication

countries where governan anti-corruption policies to subontractors.

Isov:ﬁminaenncgcl)gi capacit Encourge companies to limit incentives: particular attention to activities where contacts with consumers are hig
9 P (connections, repairs), appropriate remuneration of staff.

Staff and consumers should be given opportunities to report on reprehensible beh@wiosider whistle blower
protection.

Credible threats such as forgoing recourse to international arbitration if corruption is psBetCSID award in Worlo
Duty Free Company Limited v Kenya caser including antibribery provisions in financial institions due diligence
requirements (disclosure of past violations of corruption laws, adoption diréygry programmes) can provide stron(
incentives to refrain from corrupt practices.

Tools and practices

- Coalitions to fight corruption: CIPEMww.cipe.org/programs/corruptipnWIN (www.waterintegritynetwork.nét

- OECD Anti-Bribery Convention www.oecd.org/daf/nocorruption/convention

- OECD Guidelines for Multinational enterpris@avw.oecd.org/daf/investment/guidelines

- OECD Risk Awareness Tool for Multinationalterprises in Weak Governance Zonesiw.oecd.org/daf/investment/wgz

- Pact for Promoting Integrity and Fighting Corruption (Brazivw.unglobalcompact.org/docs/issues_doc/7.7/case_stories/BAC 2D.1.pdf
- ICC Rules of Conduct and Recommendations for Combating Extortion and Bribevwy.iccwbo.org/polcy/anticorruption

- Transparency International Integrity Pagtww.transparency.org/global_priorities/public_contracting/integrity pacts

- Transparency liernational Business Principles for Countering Bribery:

www.transparency.org/global_priorities/private sector/business_prinéiptegorruption Agreementsiiwater sector based on Tl Business
Principles in Colombiavfww.waterintegritynetwork.net/page/23&rgentina

(www.transparency.org/news_room/latest news/press_releases/2005/05_12 15 argentina_ wateM&wtddBank Institute Business Fighting
Corruption website and guide for collective actibtip://info.worldbank.org/etools/antic

- OPIC requirements to allocate fundingyw.opic.gov/pubs/handbooks/quides/docum@mpisanticorruptionhandbook0906. pdf
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Principle 23. Communication with the consumersPrivate sector participants should contribute to strategies for communicating and consulting

with the general public, including vis & vis consumers, affected commuanitiesorporate stakeholders, with a view to developing mutual
acceptance and understanding of the objectives of the parties involved.

Specificities of the sector

Issues for governments

Ultimate objective is universal access and sustainable us
water resources.

Water is a basic need and generates high social unrest if
perceived to be delivered adequately.

Consumer trust is a key element of reform, notably in
support to pricing policy.

Consequences for health of better water and sanitation
practicesare important.

Engage companies in the existing monitoring and communication process wh
in place by the public agency/regulator.

Encourage companies to be responsi

and effective procedures to address caresucomplaints.
Involve companies in the awareness campaigns (to promote hygiene for instg

Encourage companies to communicate to consumers price increases and oth
changes in service delivery and be in line with service quality and users need

Tools and practices

-SDE in Senegal | aunches s

urveys to assess conhsumersd sati

- OECD Key issues and recommendations on consumer protegtianoecd.org/document/2/0,3343.fr 2649 34343 2391682 1 1 1

s f
1,00

- OECD handbook on information, consultation and public participation in pailaking: www.oecd.aog/gov
- OECD Recommendation on Common Approaches to the Environment and Officially Supported Export Credits:
www.oecd.org/dataoecd/26/33/21684464.pdf

acti
html
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Principle 24. Awareness and responBility for the social consequences of action®rivate sector participants in the provision of vital services to
communities need to be mindful of the consequences of their actions for those communities and work, together with quidis, aathvoicand
mitigate socially unacceptable outcomes.

Specificities of the secto Issues for governments

Important economic, Promote assessment and discussions of the consequences for the poor of the technology choidéagtpoficse
social, environmental an( investment planning.

political repercussions. Engage private actors in initiatives aimed at mapping the location of the poor and better understanding of dematr

Consequences for the
poor: tariff setting, desigr
of new investments,
choice of technolgy,
connection policy, water
quality.

Promote contribution to sustainable development by evaluating the full impact of activities on envit@minent
continuously seeking to improve environmental performance. Favour adoption of basic principles of water dema
management, such as water conservation, adoption of metering (for efficiency, water conservation and greater
empowerment of consumers), retlan of leaks through improved maintenance and technical measuresusmedate
water when water scarcity calls for it.

Promote adoption of environmental management standards such as ISO 14001, and of ISO/TC 224 guidelines f

Consequences for the activities relatingo drinking water and wastewater systems.

environment: water
conservation and systen| Promote awareness on the consequences for employees of transfer of ownership: share information before and

management transfer on measures affecting the employees and cooperate with the employee representativéiscstadongeon
(maintenance), treatmen| values of the company.
of effluents.

Promote reporting of economic, environmental, and social performance. Encourage companies to engage with t
financiers over the environmental and social consequences of their decisions and actions.

Tools and practices

- Pro-poor strategies in Manila (Manila Water) and Soweto (JOWAM).

- Management of resource scarcity: Namibia and Singapore reduction in unaccounted for water and reused water technology.
- ILO Declaration on Fundamental Principles and Rights at Wenky.ilo.org/declaration

-Human Rightsd Guide for I ntegrat iwwg.blirhwgBReportRGIHRBM.gdf | nt o Busi nes
- The CEO WateMandate www.unglobalcompact.org/Issues/Environment/Water _sustainability/index.html

- Danish Institute for Human Rights Human Rights Compliance Assessmenwthumanrightsbusiness.org

- Global Reporting Initiativewww.globalreporting.org

- The Guaranteed Standards Scheme, OFWAT ,Wikwv.ofwat.gov.uk

- UK Protection of Employment RegulatioBUPE): www.berr.gov.uk/employment/tradenionrights/tupe/page16289.html
- Norms ISOwww.iso.0rg

- United Nations Guidelines for Consumer Protectiww.un.org/esa/sustdev/sdissues/consumption/cpp1225.htm
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CHAPTER Ill. WATER A T A GLANCE

45, In order to support the conceptual work on private sector participation to water and
sanitation infrastructure, a systematic review of country experiences has been carried out based on
common framework. It involvesone 30 countries in Africa, Latin America and Asia/ Pacific (see
table3.1) in the "dimensions" (see tal®) of key importance for private sector involvement in the
water and sanitation sector. The resulting OB@Bter at a Glancénformation base constites the

basis for this section on regional trends and practices.

Table 3.1.Countries inWater at a Glance

Africa Asia Latin America
Burkina Faso Bangladesh Argentina
Ethiopia Cambodia Bolivia
Ghana China Brazil
Kenya India Chile
Mali Indonesia Colombia
Mauritania Malaysia Honduras
Nigeria Nepal Mexico
Senegal Philippines Peru
South Africa Singapore
Tanzania Thailand
Uganda Vietnam
Zambia
Table 3.2.Selected Available information Water at a Glance
Indicators Sub-Indicators Source
Total and urban population in 2005 and 2015 Un Pobulation
Demography | Total and urban population growth 262615 divigion
Population density (pop/km2) 2005 and 2015
Water scarcity
Water Over_ withdrawal _ FAO Aquastat
resources Foreign dependency ratio
Water uses (Agridture, Domestic and Industry)
Improved drinking water coverage in urban/rural Areas in 189 . .
Various sources ing
Access to water 2004 WHO/Unicef Joint
and sanitation Household connection in urban/rural areas in 1904 Monitorin
Improved sanitation coverage in urban/rural area9890% 2004 ‘o rammge
On track to water/sanitation MDG? prog '
Percentage of wastewater treated
Average domestic consumption of water in m3/hab/yr
Water Continuous water supply .
management | Average hours of accesstap water (hours/day) Various sources
Estimate of unaccounted for water/non revenue water
Operating cost coverage ratio
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Billing collection rate

Staff per 1000 connections

Elements of institutional and policy framerk

Presence of regulatory agency, year of introduction, indepenc

Water and activities (monitoring quality, roll out and consum

T N

|nst|tut|<_)nal& cqmplalnts.) . _ Various sources
policy Dispute resolution mechanisms

framework Corporatization of local operators

Level of decentralization and devolution of mea and
responsibilities

Presence of private operators

% of population served by the private sector

Location, sector, type of contract Varioussources
Year of introduction of private sector participation
Past disputes

Investment needs to reach the MDGs (water and sanitation) Various sources, inc

Private sector
participation

Investment Investments gap (water and sanitation MDG) OECD on ODA and
needs ODA to the water sector World bank PPI
Private investment database on
investment.
46. A word of caution is necessary regarding the quality of data and particularly of time series.

Changes in monitoring methods within countries and heterogeneity across country methodology may
considerably alter the rability of data and make comparisons over time and across countries
difficult. Setting aside the potential measurement problems of absolute levels, broad trends still
emerge clearly from the information collected #Mater at a GlanceThe available datasialso
qualified and supported by qualitative information that allows for a better understanding of specific
contexts.

Water availability and access
Wide disparity in vater resourcesboth across and within countries

47. According to FAO data and analysis, Latin America is well endowed with water resources.
The region receives 30 per cent of precipitation and generates 33 per cent of the world's water
resources, while representing 15 per cent of the world's totaklamfia@ce and hosting 10 per cent of

the world's population. However, some regions, usually the most populated areas, experience some
water scarcity.

48. Asia is also relatively well endowed with water resources, comiptr its surface: with

22 percent of world precipitation and p&rcent of its water resources for dé&rcent of land surface.
However, the continent hosts p8rcent of world population and experiences great disparity of
distribution of water resourcesié water use conditions across countries and regions. Among the
countries under review, India and China are close to experiencing water scarcity, with available water
close to FAO6s es tmfnbabitandyedr.iUrbanizaiian| wastealitplogrdeds)

in addition to arsenic contamination in countries such as Nepal and Bangladesirgalyocbntribute

to deterioratingvater quality and constrairg safe water supply. China has responded to the water
quality challenge by strengthening rards and increasing inspections. In this context, the Beijing



Institute of Public and Environmental Affairs launched in 2006 an online database recording the
pollution of 2500 enterpris&s This practice remains however uncommon among Asian countries.

49, Renewable water resources for the whole of Africa amount to less than 9 percent of global
renewable resources (far2 percent of the worl dés emerged | a
population) Moreover, acamnting for the likely impact of climate change, demographic pressures and
economic development, UNEP estimates that by 2025 some 25 countries in overall Africa could be
subject to water stress and water scarcity, compared to 17 il2R0G3 Water availabiy and quality

are further affected by industrial pollution, poor sanitation and sewage practices, inefficient resource
allocation and wastage (over 50 percent of the water supply wasted or unaccounted for in most African
cities). However, here again,sgiarity of resource endowment across countries is very important:
Africa hosts both among the driest countries in the world (in Northern and Southern Africa), and
among the best endowed (Centr al Africa d8count
percent of its area, with DRC alone representing 23 per cent of internal renewable water resources in
Africa). In addition, withtotal water annual withdrawal of 215 knfbarely 5.5 percent of the
renewable water resources on the continent and less6tipercent of world withdrawalspfrican

resources are only marginally exploited under managed conditions.

The challenge of increasing acceskess than a quarter of the reviewed countries are expected to
fully meetthe water and sanitatiorMillennium Development Goals (MDGS)

Figure 3.1.Access levels in percentage of population in 2004 by region
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Source WHO/UNICEF Joint Monitoring programme

50. SubSaharanAfrica, Asia and Latin America display diverse levelsagtess to water and
sanitation, as shown bygure 3.1. However, common features can be highlighted. Globally, water
coverage in rural areas still lags far behind compared with urban areas. Similarly, sanitation, and more
specifically rural sanitation cevage, is very limited and quasi absent in some afiésges.dramatic

situation of sanitation constitutes a major issue in terms of health consequences and impacts on gender
equality, but also because the volume of sewage already represents the mainf seateepmollution.

If urban areas display much higher coverage rates, cities andrpan areas infrastructure still face a

22 \www.ipe.org.cn
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great stress because of combined pressure of population growth and migration from rural areas that
have already led in some insta&s to deterioration in coverage rates. The negative consequences of
improper sanitation are also much more acute in slums where overstretched poor infrastructure is
compounded by high population density.

51 Since he 1990s, Latin America has made considerable progress in improving access to
drinking water. From 83 per cent in 1990, the r
cent by 2004. Consequently, the region has already met the drinking @lated target of the MDGs.
However, the rural sector, with an access level at 73 per cent in 2004, suffers from much lower access
than its urban counterpart (where access stands at 96 percent in 2004) and is not likely to meet the
MDG target of 80 per certy 2015. Progress in increasing sanitation coverage has also been far less
successful. Overall, sanitation coverage has increased from 68 percent in 1990 to 77 percent in 2004.
However, statistics mask the very low level of rural sanitation, which rerbalogs 50 per cent, and

would need to increase to 68 per cent by 2015 to meet the MDG. This is reflected in3ableeBe

no country (except Mexico) is expected to reach the MDG target for water in rural areas and only
Argentina is on track to reach tMDG target for sanitation in both urban and rural areas.

Table 3.3.Millennium Development Goals progress in selected Latin American countries

Argentina Bolivia Brazil Chile Colombia | Honduras | Mexico Peru
Yes Yes Yes ;
Likel
On track to Ygzét;irtt;laen) (urban) | (urban) | (urban) | Yes (urban) (urba)r/1) Yes No
water MDG? (rural) No No No No (rural) |
(rural) | (rural) | (rural) No (rural)
Yesin Yes
On track to urban. | Yes (urban)  NOBUt o
sanitation Yes No No No in No (rural) rapid No No
?
MDG? Bal progress (rural)

Source: OECD Water at a Glance, based on various sources, incl. [RIIIB)

52, Asia is a highly heterogeneous continent. Malaysia, Singapore, Vietnam and Thailand
present outstanding performance with quasiversal access to water and sanitation services.
Elsewhere, access to drinking water in urban areas remains high (especially in China, India and
Nepal), but rural access and especially access to sanitation lag far behind. In terms of progress towards
MDGs (table 3.4) India, Malaysia Singapore, Vietnanand Thailand are either on track or have
already achieved the water and sanitation targets. Several Asian countries however, are not expected to
meet their water and sanitation MDG targets by 2015, antesincluding China, Indonesia and
Philippines, are regressing in areas such as urban water supply. As highlighted earlier, the decline can
be largely attributed to rapid urbanization and the subsequent development of informabaeri
settlements.

Table 3.4.Millennium Development Goals progress in selected Asian countries

Bangladesl China | India | Indonesia | Malaysia | Nepal | Philippines | Singapore | Thailand | Vietnam
On track to
water-MDG? No No Yes No Yes Yes No Yes Yes Yes
On track to
sanitation- No No No No Yes No ves (urban) Yes Yes On track
MDG? No (rural)

Source: OECD Water at a Glance, based on various sourcesAD#&.(2007),UNDP (2006)
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53. SubSaharan Africa has the lowest drinking water coverage and thestosanitation
coverage in the world, with over 322 million people without access to safe drinking water and 463
million without access to improved sanitation. Skdtharan Africa has made progress recently in
improving population access to drinking watadaanitation: from 49 per cent in 1990 to 56 per cent

in 2004 for safe drinking water, and from 32 per cent in 1990 to 37 per cent in 2004 for improved
sanitation facilities. However, progress remains inadequate in relation to needs. Consequently, the sub
continent is not likely to achieve the MDG targets of 75 per cent for drinking water and 66 per cent for

sanitation by 2015. As shown in talde5, only four of the nine countries surveyed are likely to fully
meet the MDG water target and just two theitsdion target.

Table 3.5.Millennium Development Goals progress in selected African countries

B Ghana | Kenya | Mauritania | Mozambique | Senegal SO.Uth Uganda | Zambia
Faso Africa
Yes Yes, quai :
! Likely but
Onfrackto | (urban) | o || jyaly No No Likely | universal | o nitial | No
water-MDG? No service by target
overall 2008 9
Yes, but
On track to Yes npt the Likely but
o (urban) universal g
sanitation- No No No No No . low initial No
MDG? No service target
' overall target by
2010
Source: OECD Water at a Glance, based on ADB, EUWI, WSP (2006)and UNDP (2006).
54. Most importantly, and despite the progress, the dynamics appear highly unfavourable. In

contrast to other developing regions, Sdharan Africa continues to see a substaimiatase in the
absolute number of unserved people. Some 60 million between 1990 and 2004 joined the pool of
people without safe access to drinking water and a further estimated 47 million people are expected by
2015. Similarly, the perspective is of arther increase of 91 million people without access to
sanitation services by 2015. Even if the MDGs are reached by 2015, the backlog of unserved people
will remain substantial. It is estimated at some 234 million people without access to drinking water
and317 million without access to sanitation.

Operational performance of the water sector: a contrasted picture

55. Just connecting people to water and sanitation is not enough. Sustainable access requires
efficient opeation and maintenance of water sector network and utilities. In order to allow for a better
understanding of the state of operational management of water systems in the selected ¢bentries,
OECD Water at a Glancanformation base identifiefive operaional management indicators as
defined in table 3.6.

Table 3.6.Indicators of operational management

Continuous water supply

(Average hours of access to tap water in Indicator of both availability and quality of water.

hours/day)

Unaccounted for water indicates the quality and level o

Estimate of unaccountedor water .
maintenance of water networks.
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