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Abstract

The present study focuses on a crucial issue wrdchlosely related to
innovative global/local scale-designed approach @muashagement forms that
highlight the existence of a genuine trade-off w the tools of
environmental policy and the logics of liberalipstiand enhancement of the
potentials of environmental public utilities thusigg rise, within Community
policies, to a holistc view of the water sectattbonsiders the “discipline of
waters” as an integral part of the broader “envimental policy” which is
focused on the role of local public utilities tlzae more and more required to
establish relations with multiple subjects in aspective of governance.

Unfortunately though, the contributions to the deban this controversial



issue have so far been very scarce thus not alipwinthe definition of the
most appropriate theoretical and operative pakedylito lead to the detection
of models of collective action. The present studlf be developed on two
levels closely related between themselves: a thieatdevel (the study of EC
Directive 2000/60), and a methodological level, used on the different
possibilities of realizing a system of regulatiog@nization of water
distribution services in the form of environment®Us which is likely to
favor the establishment of management conditionsistent with the needs of
community development.

Keywords:

1) Public/Private Governance

2) Environmental water services

3) Territorial economic development.

1. INTRODUCTION

In the last few years the international debate omeghance and on the
relationship between the public and private sediassfocused on the changes
that have been characterizing urban and commumligips and collective
action models for territorial organization.

In particular, if we think of the situation in “wkaontexts” like those that
occur in delayed-development countries, we soorizeeathat capacity
building is intended to reduce poverty, and, astasjzed by the World Bank,
the public sector accounts for the core of govemtaleactions and that,
defining a sensible institutional and economic eystin line with the re-
launching needs of the Countries in question, usiet.

Indeed, only a sound institutional basis is likedyallow these Countries to
reduce poverty, realize environmental sustaingbiéihd develop their private
sector.

Hence the role of public institutions, and aboveoéllocal ones, gets well-
established on normal laws, on informal rules, ractices and on
organizational structure, thus embracing all sector

As a consequence, we witness to the expansionostttocal pubic utilities
that encourage access to the market on the panbeé stakeholders capable

of providing efficient and economically sustainabévices.



Nevertheless the aspect that, more than othel&ely to contribute to an
efficient process of institutional reform is thettsgy up of a clear debate
across al the subjects involved and the parti@padin the part of citizens in a
view to improving public actions. Now, on the basighis opportune premise,
the use of the term governance, today so widely wsighin the scientific
debate, seems to raise some perplexities both en thleoretical and
methodological levels. In fact, if intended as “nemodes of planning”,
governance turns out to be a mode of coordinatiognemic and social
dynamics which is based on the involvement andigiation of the civil
society in the decisionmaking process.

In this sense the role and the modalities of aatiothe public subject call for
a re-definition of the notion of governance as¢hallenges encountered by a
single subject in defining and implementing pulplaicies addressed to more
and more complex and fragmented societies are bagomore ad more
evident. The experience of the World Bank testiffesfact that a government
action intended to enhance the economic and soesalurces of a Country
must give a say to and allow for access and ppdiicin of all in
decisionmaking processes.

But the situation becomes even more complex whenaddition to the
required participation of citizens, what is at stak the issue of “group”
control on the part of local governments which, waidably, calls for the
definition of organizational and management modeitended to favor
transparency of business choices and appropriateitonog of business
performance.

Intended in this way, governance becomes a tootettyelocal governments
participate in strategic decisionmaking in termsbath management and
control of public utilities. More specifically, ank of research that tries to
interpret the debate on governance focuses onhieryt of regulation and
tries and detects connections between regulatidrgamernance as conceived
in the field of political economy with referenceltzal practices and resource
management.

The collection of assays edited by Hay and Jesk®95) accounts for one of
the most important contributions to the debate omeghance which puts

forward a British interpretation of the theory wfgulation intended as a



dynamic, instable, and conflict-raising processl an the theory of regulation
intended as practice. The most interesting intéagon of regulation
contained in this collection is the one that codtethat regulation must be
intended not really as anpriori established, fixed model of action, but rather
as a “trend” process that evolves according torteeds of the context of
reference. Nevertheless also in this case a digtintas to be made, since
these modalities of action do not result in positigsults in whatever situation
and whenever implemented, even if, in spite of, tthisy turn out to be more
efficient than other less flexible ones.

The perspective that has informed the present wahs for a reflection on
that set of conditions and practices that give tise while being affected by,
social and political institutions (Painter and Gaod 1995). In this
perspective, the relationship between regulatémiationand governance is
characterized by processes that occur in an ungegemanner, whereas
governance contains in itself activities intendedpursue specific strategic
objectives.

In all these processes there is a strong referent&o notions crucial to the
economic-enterprise sector and to the sector ofliguitilities: corporate
governance and new public management.

The first of the two notions, i.e. corporate gowrce, makes reference to the
modalities of management and control of the orgaitns that operate in both
the public and the private sector.

More specifically, the term governance is usedeterrto the efficiency-of-
organization models based on information exchange, individual
empowerment, and on an on explicit distribution tafks and functions
(Rhodes, 1997).

This has aroused the interest of the European Uthiat) in its “White Paper
on European Governance”, has defined the posgigkcations of this action
model within the EU context (Cce, 2001), detectimdes, processes and
behaviours susceptible to influence European gowments with a special
focus on openness, participation, accountabilityciency and consistency of
decisionmaking processes.

Hence, European governance promotes new forms llgfictee action, new

mechanisms and new structures meant to work outiraptement policies



whose adoption is considered to be mandatory tocedhe changes required
to establish a climate of renewed confidence.

The main aspects of this new interpretation of goaece, albeit different in
nature, are closely interconnected and concernréfeions between the
ongoing processes of territorial re-definition atite changes induced by the
processes of globalization and the change in botimg and modalities of
collective action in the urban and community fields

Other equally important dynamics are linked to fi&t aspect, including the
processes of European integration, the loss of traldpy and the partial
dissolution of government powers on the part ofNla¢ion-State as well as the
resulting required territorial re-configuration byeans of re-scaling processes
(Brenner, 1899), that are meant to re-organizearr@age, and re-define
territorial scales and transform the related lewélgovernment. The changes
that have characterized the Nation-state, accortbngessop (1994), have
resulted in the transfer of some levels of compedasf the State to a growing
number of macro-regional, transnational or inteomatl governments while
other powers have been assigned to local or reggmarnments within the
same State. Still other capacities have been takeby horizontal networks
made of both local and regional authorities thatbggond the boundary of
“the central government” and link local or regiorgdvernments of other
countries”.

A second aspect is linked to a different approadtereby traditional planning
is replaced by forms of partnership, inter-insidoal cooperation and
strategic planning (Healey et al., 1955; Healeg 719 e Gales, 1995; 1998).
To this aspect are related in particular urbantanitorial modalities of action
as it involves the entire public sector and seemi®etmore pronounced where
policies are put in place to allow for competenod @ower decentralization
from central to local governments questioning thes theories on the models
of collective action. The traditional approach whiwas focused on the notion
that the management of water resources, beingvecsesf public utility, had
to fall within the range of local policies, is lagi ground to a new approach of
a global nature under which public and private ascinteract and new room
is left to new entrepreneurial realities. The mamagnt of water services in an

environmental perspective has called for the waylont of a detailed action



plan for the integrated protection and manageméminderground waters as
an item of a general policy of water conservatiahpve all at a Regional
level.

Nevertheless the most important contribution to dieénition of the role of
the Regions (ltalian Regional Governments) as effiatstakeholders in the
governance of water services, derives directly frtme comprehensive
strategy of development drawn by the cohesion @dithat, not by chance,
happen to converge in the broader European RegRuolaly as a set of tools
and actions intended to allow for a sustainable lzeminonized development
of the European Union. Nonetheless for a betteerstdnding of the context
in question it seems crucial to dwell upon the ¢fesnin and the connections
of the policies and dynamics that have brought akathange in the relations
between the stakeholders involved in the procesgeiisas in the needs of the

urban areas.

2 Local Development Policies in a Perspective ofvé&pance: roles and

powers in the field of LPUs

The definition of the local territorial developmepulicies has become in the
last few years, one of the privileged contexts iftterpreting governance
models.

Such processes are related to the principle ofidialbity that re-designs the
relationships across public powers and betweeni@uloiwers and the civil
society:

- the public stakeholders directly involved includegional, provincial and
local governments;

- the economic and social stakeholders include werkenions, entrepreneurs,
universities and the entire field of education adlas the stakeholders of the
tertiary sector.

In particular, in the field of environmental publitilities, a strong correlation
is observed between merely institutional aspeaistigal aspects and business
logic. It has not been by chance that the prinagblsubsidiarity has implied a
greater self-dependence of public administratiooth bn terms of efficacy

(social, quantitative and qualitative) and of affitcy in a view to



guaranteeing, on the one hand, quality servicesrtieet the needs of local
communities and, from the other hand, cost-effecthanagement methods.
Put it simply, a mechanism of a “multilevel systeingovernment” seems to
emerge which results from the combination of Comityescale actions with
capacity transfer to local governments. To thisusthdoe added the growing
role of pro-active development strategies wherebfigrént aspects of a same
sector interact.

Therefore, as to the protection of the managemiewhter resources, the state
is asked to plan and monitor over time the qualitg the quantity of water
resources, as well as to act as a controller whith help of the other
stakeholders involved.

The global approach defines all a series of metlugils and practices that
allow to respond to the needs of participation egped by intermediate
subjects, i.e., those subjects placed at an indiatee level between central
government authorities and the community. Withis tramework there exists
a real proliferation of “networks of stakeholdergbth territorial and
functional and of cross-cutting policy networks djiferations of advisory
panels, organized economic groups) that have agtlesire for greater self-
dependence and for a more active participatoryinolee process.

In this respect, the community action within wadervices, as a “networked”
system, emphasizes the roles of the different $eflekcal, regional, national
and European) thus calling for a greater local/globational/supranational
interaction inside the networks in a view of imptamting a real integration of
the different roles and a real cooperation in temhsimplementation of
projects. In this case negotiated planning, envitental concerted action, and
participatory decisionmaking are no longer meant nasrely theoretical
notions and, in this respect, Directive 2000/6048@ms to mirror, by means
of its provisions, the perspective a macro-levé¢nrelated concerted action
amongst the member-States, as well as a micro-letegrated management”
of water resources across the subjects involvéldeatarious levels within the
same member-States.

Within the framework of local environmental wateubfic utilities these
mechanisms are at the core of the provision ofeefee contained in Directive

2000/60/EC on a national scale. This same provis&gmbe translated into the



reform of the sector in question on a Regional esagithin the process of
liberalization and re-definition of powers as athg@mphasized by Title V of
the Italian Constitutional Treaty.

The present reform of environmental LPUs reliegorery practical approach
as, while considering the very strong social ar@hemic value of the services
provided in this sector, it starts from the obs#@orathat said services cannot
be totally guaranteed by public subjects as sae@lbeing and management
efficiency are objectives that do not rule out, bather envisage the
interaction of multiple stakeholders.

Before describing in more detail the provisions isaged by Directive
2000/60/EC it could be expedient to describe hoe régulations on water
public utilities have evolved in Italy.

2.1. Short hints at evolution of both national @ad regulations on water
management through the role of the stakeholderdvad.

National Laws

Since the very beginning and for a long time, taédn Laws regulating water
management have been characterized by a profoaginéntation as they
were made of rules meant to give guarantees terdiit types of users and
totally neglected the problem of compatibility beem use and persistence in
time of well-determined features.

The process of reform of the body of laws on watas started by Law 319/76
(Merli Law), that dictated the rules in terms ofstewaters and decentralized
the planning activities to the Regional governmeatgiiring them to draw up
their Piano Regionale di Risanamento delle AcgRegional Plan of Water
Treatment).

The tasks assigned to the Regional Boards underldhi have asserted the
essential role played by the Regions in terms dfinge up planning,
programming and coordination activities.

In spite of this today, more than twenty yearsratfie passing of the above
law, the results seem to have been poor both imsteof shortage of
monitoring facilities and in terms of the estabii@nt of an environmental
policies wrongly based on bans and on an ill-comtlid management of

water quality and quantity.



What is more, the subsequent amendments to this éspecially in terms of
planning (including the prescriptions on soil canagion contained in Law
183/89, that set up the so-called Basin Authoritydyve turned out to be
sources of uncertainties also on very importaneetsp

But the rules and regulations passed after Law88B3hcluding Law 36/94
(the so-called Galli Law) and the Legislative DecrE52/99 and ff., have
marked the emergence of a new culture of watenawith the principles of
sustainable development under which the use of rwasources must be
environmentally-friendly and meet the needs of feitgenerations.

The process of reform started focuses on the diefniof new levels of
coordination that, overcoming the traditional adstiative boundaries, are
expected to account for a new planning and govenhregstem destined to
water resources

Indeed, this process is in line with the broadendrto re-define the entire
organization of roles and powers of both central lacal Authorities.
Reference is clearly made to the reform of TitleoVPart 1l of the Italian
Constitutional Treaty introduced by Constitutiohalv n. 3/2001. Said reform
has remarkably widened the sphere of the admitistrgpowers of the
Regional Boards putting local governments on anaketanding in a
framework inspired to subsidiarity where the cdnt@ad crucial role of
Municipalities stands out.

The reform of the organizational model of the inédgd water resource cycle,
as defined in the above Galli Law, has dictate@muge “regionalization” of
water public utilities in terms of the organizatiohtheir operations on local
scale. No doubt, Galli Law has resulted in a mutttdtional system based on a
greater co-participation on a local level of thebjeats involved in the
operations of the water sector.

This Law seems to have essentially anticipategtimeiples of power-sharing
across Central, Regional and Local Authorities ldistaed by the
Constitutional Treaty as it re-assigns to the Génfuthorities only those
general tasks expected to be evenly available ¢maut the territory of the
country. Regional Boards must, under the same lpmdertake to adopt
water saving schemes and incentives (with speciaéntives for water

recycling), ii) select amd set up Optimal TerrigdrAmbits (ATOS), iii) update



their Regional Program of Water Management, ivspedditional regulations
for water drainage, and v) regulate the forms armdiatities of cooperation
with local governments.

The extent of the reform in question in terms ofioealization of water
services, is even more important if we considet the range of regional
powers has been additionally widened to includedikeipline dictated by Law
Decree 152/95 and by the same Directive 2000/60LE@. Decree 152/99, in
compliance with the principle of administrative datralization, has assigned
to Regional Boards substantial functions in theldfi@f planning and
programming, as well as legislative powers in teohfull implementation of
the principles of both qualitative and quantitatpretection of water resources.
From the other hand, the regional scale of thegqsses, dictated at a EU level
by the Directive 2000/60/EC, suggests that plannargd programming
activities be fundamental steps both in terms ofeution of the quality and of
the use of water.

Directive 2000/60/EC calls, in the first place, farremarkable effort of
rationalization of the planning context and of thewers assigned to Regions,
an effort that is intended to support the settipgotihydrographic districts as
the final outcome of a path already started by LE®®/89 in a view to
framing again the entire field of soil protectiomdavater management within
an institutional picture of “ordinary good managetielikely to result in
additional opportunities of development and ecomogrowth by means of
efficient models of public/private governance. Frim other hand, it is just
the assignment of important powers of regulatiorpablic water utilities to
the Regional Boards ( in a perspective of a susbdénmanagement of this
resource), that suggests the central role thebgestiare going to play also in
the working out of Hydrographic Basin ManagememtnBlunder art. 13 of the
same Directive 2000/60/EC.

In fact, in consideration of the fact that the Regi are assigned the task of
working out Water Protection Plans (and that thleseer are nothing more
than a portion of the Basin Plans under Law 183/88¢ can readily assume
that the Regions will play not only a crucial rab¢ coordination of the
activities carried out by subjects operating atub-iegional level (Basin
Authority, ATOs), but also will be asked to make the integration of the
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planning tools in force with the analyses presdihender art. 5 of the
Framework Directive and implement the regulation tbe process of
internationalization of the environmental costsha activities linked to water
management and consumption.

Finally, as to the qualitative protection of wabasins; the attainment of the
objectives dictated by Framework Directive 2000880/ calls for remarkable
investments on the part of the Regions, abovenda#rims of sewage and water
treatment plants for the entire cycle of water wgeich imply very complex
procedures to find private capital, including eagsignments in project
financing, tariff regulation for the services reldtto the construction of water
treatment plants for wastewater, and self-financifay the ordinary
administration of water works. In this connectidishould be observed that it
has just been through the partnership agreemebsssibed to with the central
government for the implementation of the CommurSypport Framework
(CSF), that the Regions of Southern Italy havefoeoed and expended their
powers of management of water resources in thid frea sort of attempt of
cooperative federalism intended to pursue the tbgs of sustainable
development of the European policies. StructuraidBolicy becomes then a
sort of training ground where new models of goveosg in terms of
sustainable management of water utilities, mayestet. The Regions do, in
fact, play a strategic role in the implementatiéithe objectives of the CSF in
the field of water resources. Such tool does indestdblish criteria, deadlines
and checks for the use of EU funds that, suppleimgmational and regional
funds, are allocated in a view to putting in placsystem of government and
management of water resources likely to guararfteegoal of a “good state”
of waters.

It should be noted that in 2004 the European Cowionsstarted a procedure
of infringementagainst Italyunder art. 226 of the EC Treaty for failure in
transposing the Directive into the national juradiorder.

Community provisions

Just one introductory remark to start with. Theambf governance that we it
is our intention to explore here overlaps, albeit motally, the notion
illustrated by the White Paper on European Goveragublished by the EU
Commission on July 25, 2001.
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In the White Paper such notion is defined as fadlowthe notion of
governance designates those rules, processes #adidgs that have an
impact on how powers are held at a European ledeye all in terms of the
principles of openness, participation, accountghili efficacy and
consistency”.

Now, making reference to the notion of governamcéhe above sense of the
word, the objective of this study is that of inding those techniques and
those coordination efforts that should be put iacpl both in terms of
regulation and of operation, to allow for an effici operation of the water
sector.

Over the last few years the European Union has gtedn development
strategies based on synergisms likely to occuh@endourse of an economic
and social reform that takes into account the groisl of the environment. In
such a context, as stated in “Green Paper on ®snot General Interest”,
published by the Commission on May 21, 2003, gdnertarest services
(among which water utilities stand out in termsrmportance) play a crucial
role.

The same Commission in its Green Paper expresseddhef that such
services account for “an opportunity of dialoguethwpublic Authorities
within a context of a good governance”.

The crucial point remains, however, defining théorof good governance in
the sector of the organization, regulation andssssent of public utilities. To
this end, the European Commission has identified tine public/private
partnership, an appropriate tool to create new $oofncooperation amongst
the multiple subjects involved in the system of amigation of different
sectors, public utilities included.

In line with this view, it is up to the member-&sitto respond and meet the
general criteria indicated by the European Commyuniefining the specific
modalities of enforcement of the individual prowiss, in full respect of all the
obligations thereof (those related to territoriaverage, those related to
quality and safety standards, those related toigiws of the users/consumers,

and to environmental requirements).
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3. Hypothesis of setting up of a system of regatdtirganization of water

utilities in the form of environmental LPUs: theseaof Region Campania.

The new regulations on waters contained in DirecB®00/60/EC are based
on an approach that takes into account environrhessizes, as defined in the
European Strategy of Sustainable Development (Gogel2001), and that

implies an ongoing use of economic analyses imd»@nvironmental issues.
The reason and spirit of the Community prescrigiane evident in some of
the initial remarks of the above document. Threzhsemarks are relevance to

our analysis.

» water has to be considered as a common heritage pootected and not as

a commercial product (1);

» the cost of water services, in consideration & possible harm to or
negative repercussions on water environment, shbalctalculated on the

basis of the “polluter pays principle” (PPP) (38);

» from a quantitative perspective it would be selesito set up general
principles for the containment of water extractaomd damming up in a view
to guaranteeing a sustainable development in tesfnthe environmental

profile of the water systems involved (41).

As to the prescriptions dictated by laws and rdwua, it is worthwhile noting

that art. 9 of the Directive requires the membaeateStto take into account in their
policies the recovery of all costs of water sewjdacluding environmental and
resource-related costs, [...] according to “the petflupays principles”. The
member-States undertake to put in place polidiedylito appropriately encourage

users to use water resources in an efficient mayn2010...[...].”

By pursuing the objective of “full cost recovery”irBctive 2000/60/EC
prescribes to cover the environmental costs ofltiegrated Water Service
(Sll) by applying the “polluter pays principle” amy resorting to methods of
economic management and analysis meant to crezgatines for a sensible
and reduced consumption of water on the part ofsushis implies, in the
first place, a radical reform of the system of ffaregulation intended to
internalize environmental costs into tariffs withident repercussions in terms

of social sustainability.
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Now, putting aside the most problematic aspectsrgsly linked to the issue
of the involvement of the public sector in envireemtal LPUs, the recovery of
the “environmental” costs of water services isfdat, an example of tangible
application of the “polluter pays principle”, apeiple that informs the entire
EU environmental policy. One first official defimh of the PPP was
formulated by the OECD in 19%2Such definition has since undergone a
conceptual evolution that has ranged from the idealiminating the aids
meant to cover pollution costs, to a “broad” defom (extended PPP) of full
internalization of the environmental costs thatd&to charge on the polluter
all those costs associated to the negative envieotshimpacts produced by
economically important activities, including compation for environmental
damage and use of market tools, environmental tarestradeable permits
included. The programmatic and non-binding docunaelapted by the OECD
entitled “Recommendation of the Council on Wates&gce Management
Policies: Integration, Demand, Management and GioWfater Protection -
C(89)12/FINAL” is of fundamental importance in tfield of water resources.
Under the principle contained in this document,sthavho use a natural
resource have to bear the full costs of their digion including the costs
linked to the impoverishment of the resource instjo@.

The 1992 Rio de Janeiro Declaration on Environmant, Development and
the Agenda 21 adopted there, have substantialljieddhe principles worked
out by the OECD in terms of the application of tpelluter pays principle®
supplementing this latter with the “user pays ppte. 3

In its Principle Declaration, the World Summit ons&inable Development (WSSD), that

was held in 2002 in Johannesburg, reasserted thentdment to complying with the Rio de

'0OECD - Recommendation of the OECD Council “Guiding princide concerning
international economic aspects of environmental paies”.

2 Principle 16 reads as follows:N4tional authorities should endeavour to promote th
internalization of environmental costs and the aseconomic instruments, taking into account
the approach that the polluter should, in principbear the cost of pollution, with due regard
to the public interest and without distorting intetional trade and investmént

% The application of thepolluter pays principles’to the field of water resources is foreseen
under Section 18 of Agenda 21 where referenceaide to the more recent notion of treer
pays principle that relies on he idea of putting in place ndiydhe reform of the tax system
and of the system of business incentives, but alsgenuine revolution of the present
production-consumption models and of the tarifftegs adopted by public utilities (transport,
water resources).
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Janeiro principles. The WSSD Plan of Implementatitakes reference to the application of
the “polluter pays principle” in its section devdt® sustainable production and consumption
models by stating the need to take into account g¢heironmental dimension in all

decisionmaking processes.

To the end of the present work, it is worth menitigrthe Communication “Tariff policies for

a more sustainable management of water resour€&M(2000/477), that derives from
Framework Directive 2000/60/EC on water resouregdsch indicates that any aids granted
within the framework of a tariff policy — should Ipeogressively abolished as they would be
unlikely to promote an efficient use of the watesaurce. The member-States have to pursue
as a priority a sustainable management of watesuress and favour investments in this

sense (e.g. with the use of counters for diffetesets)”.

In the 6th Environmental Action Plan, the applioatiof the “polluter pays
principle” concerns the use of normalization atiés to the end of promoting
the integration of the requirements of environmeptatection. In addition, a
great emphasis is put on the need for the empowerroé producers,
importers and end users, as well as on the neatisseminate knowledge on
all the chemical substances, on their relevansriakd on their recovery and
disposal. All these aspects have evident implicatim terms of “multilevel”
governance. Finally, the principle set forth in Dieective 2000/60/EC: “The
member-States must provide for water price policieat encourage an
efficient use of water resources on the part of tisers and that require
different economic sectors to give an adequateribarion to the recovery of
the costs of water services, including those dasted to the environment and

to the use of water”.

As for this principles, one of the most controversispects of them has o do
with. Actually, on the basis of the “polluter pgysnciple”, also the Galli Law
identifies in the tariff of the Sl (Integrated VéatService) the main tool to
the internalize the environmental costs of theremtiater cycle. The objective
is to encourage businesses to adopt efficient asi@disiable plans and define a
tariff close to cost-effective investments in watérfrastructure and
distribution systems in consideration of the norsteffectiveness of said

investments, a problem that account for the maose of the lack of
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infrastructuré in this field. Nevertheless, the Galli Law hasrielned a process
meant to adjust tariffs to long-term operation anttastructural costs, a
process which is still underway. The finalizationtloe transformation of the
management system (from the present 13,000 opsraidthe about 80-100
foreseen when the Optimal Territorial Ambits (ATOw®)ll be in full

operation), has been considered to be a prelimicamngition needed in a view

to containing tariff increases in the weaker areas.

From the other hand, the delays in the implemeoriatif this reform have
compromised the possibility of attracting capitad infrastructure investments
which are essential for the attainment of the duahrgets set forth in the
Framework Directive. At the same time, tariff reaion is forced to come to
terms with short-term policies and limited inceesv

But, while it could seem expedient to favour a dapdjustment of tariffs to
investment-inclusive costs, it is also evident tater service tariff policies
have also to take into account the question ofas@ffordability. Indeed, the
closer to the marginal costs (externalities inct)deariffs are, the more

efficient resource allocation is.

In addition to other things, the Galli Law (andateld regulations enforced to
the Regional level), assigns the planning of the mevestments required to
local governments by means of the so-called Amk@n$ The cost of these
investments is charged on the tariff by the operato charge of the

management of the Sll that is required to implenteatselected plan with the
relevant financial burden. This mechanisms accotort@n incentive to the
implementation of new works, whose cost turn outbé “neutral” for the

operator thus discouraging any investments intedeatoduce a better and
efficient use of the existing resources that shdodd borne by the same

oprator.

4 Under article 13, comma 2 of the new tariff regalatof Law Galli ‘the tariff is determined
taking into account the quality of the water resmriand of the service supplied as well as the
required upgrading works, the management costsiof works, adequacy of the profitability
of the capital invested and the costs of the mamage of protected areas so that a
comprehensive coverage of investment and manage&o&stcan be assured



Instead, the operator should participate in theecaye of the costs of the new
investments and avoid to recognize and includeetlests automatically in
tariffs. In addition, the operator should be regdito describe in detail and be
in charge of the investment plans for given peridfisancial and tariff
programs included); the Ambit Plan should be onlgray-term strategic plan.
In addition, the adoption of the Plans of Watent&®ton under art. 44 of Law
Decree 152/99, also in view of fulfilling the stimds set forth by the
Framework Directive, implies the adoption of pragsaof measures for the
gualitative-quantitative protection of the watersaarce which require
investments that would make the increase in taiffsically “unsustainable”

from a socio-economic perspective.

In conclusion it can be stated that the applicagbthe “full cost recovery”,
principle as defined by art. 9 of Directive 200060, undoubtedly calls for a
full implementation of the tariff reform delineatéy the Galli Law, even if
some risks should be taken into account. In ths¢ filace, binding this strategy
to completion of the planning and implementationtti# actions planned by
the ATOs, should be avoided. At the same time dladations should be laid
for a consistent and efficient system of econormasicial regulation that
supplements tariff policies with an efficient segy meant to attract private
investment both though project financing and byolawng banks in action

planning, in a real multilevel governance.

It is in this perspective that we can now define igsues, and assume possible
solutions to the implementation challenges encaadte the reform of water

utilities in Campania.

In monitoring the state of enforcement of Commumégulations in the field
of water resources in Campania, one can readilgrithe fundamental
function of stimulation that has been exerted by 8tructural Fund Policy

destined to Regions in view of the transpositioDéctive 2000/60/EC.

From a methodological point of view, the absenceaonforganic national
enforcement discipline has to be observed; asudtréise enforcement of the
Framework Directive depends on the concrete impigation of those actions

instrumental to the attainment of the objectivegisaged by the Directive in
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guestion. The operational tools for the enforcenwrDirective 2000/60/EC
are the so called “Ambit Plans”, “Water ProtectiBfan” and “Framework
Program Agreement “ for the sector of water pratecand of water resource
integrated management which was subscribed to aeleer 30, 2003 by the
Regione Campania, and the Ministries concetneimilarly, the EU
Structural Fund Policy, through the Regional ActiRlan, plays a fundamental
role and gives an impulse to the enforcement ofRteanework Directive as

well as to that of previous Directives in the dielf water resourcés

The binding Community Directivédor the first phase of implementation of
measure 1.2 “Water integrated cycle” of the Camgd®egional Action Plan
were, in fact, Directive 76/464/EEC “Dangerous Sabeses”, and Directive
91/271/EEC “Waste Water§”. The Directive “Dangerous Substances” has the
objective of protecting water environment from ptbbn with dangerous
substances as mentioned in the Annexes théreto.

With the entry into force of Directive 2000/60/E@e Community set of
regulations in the field of water pollution by da&ngus substances has been
supplemented with a series of provisions wherebyRRgions are assigned a
role of crucial importance. The Framework Directive fact, envisages the
adoption of programs for reduction at the “Sourckthe emission of “target”

pollutants, as well as appropriate measures foinaga monitoring. These

5 Ministries of Economy and Finance, of the Enviremihand Territorial Protection, of
Infrastructure and Transport, of Agricultural armaté€stry Policies.

® Indeed, in Objective 1 RegiorATO planning can avail of the fundamental contribug also

in financial terms, of théuropean Regional Development Fund that, throughRBegional
Action Plan, promotes the objective of timprovement of the service levels and of the
environmental sustainability of the integrated watgcle. It should however be made clear
that only after the recent revision of the Commyu&tpport Framework and of the Campania
Regional Action Plan, the full application of Ditee 2000/60/EC is binding for action
implementation. In addition, while being in forae the juridical system, the Directive sets
forth that the objectives established be fulfillztording to a system of progressive deadlines
that end in 2015 and even later for some postpenatiiigations.

" Reference is made to the Directives presentlyghaimalyzed in terms of compliance in the
“Annual Report of Implementation of the Campaniaiéted Action Plan 2000-2006 —
Environmental Aspects drawn up under art. 37 of EC Reg. 1260/99 anbliphed by the
Environmental Authority of the Region Campaniain the site: www.regione.campania.it

8 Directive of the Council of May 4, 1976 concernipglution provoked by the discharge of
dangerous substances into Community water envirotsn®irective of the Council of May
21, 1991 on the treatment of urban waste waters.

® Under articles 3 and 6 of Directive 76/464/EEC tiember-States must subject any drainage
of these substances into a water body to prioraaizition to do so issued by the authorities
concerned and have to issue rules of emissionsxeeteding threshold values.
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program activities call for the availability of ddtases and information
systems at a local level, which are meant to askessnvironmental impact of
drainage into the receiving water body. Among otkl@ngs, under such
requirement the local stakeholders should equipndieéves with the same
institutionalized mechanisms of communication aadigparent data exchange
that should underlie any attempts at establishiegetbpment policies and
decisionmaking processes consistent with the piesiof governance in the
field of the environment. From the operational pafview, the Framework
Program Agreement envisages “Urgent actions forgbdection of drainage of
dangerous substances” through the definition ofigpementing agreement

across the local stakeholder in charge of indusirid urban policies.

The planning of environmental water infrastructuré€€ampania is strongly in

line with the provisions of the Directive “Waste Wis” 91/271/EEC. The

approach to the problems of protection of wateriemaf this Directive has

been taken up in the strategic frame of Framewar&diive 2000/60/EC that

requires member-States to comply with the standafdpiality and of urban

wastewater treatment set forth in Directive 91/EEKZ. Such Directive,

which was transposed in the national legislatiorLayw Decree 152/99, sets
forth a series of deadlines by which member-States required to equip

themselves with appropriate plants for the colectand the treatment of
wastewaters. The implications in terms of finana@kestments in community
infrastructure for the Campania Region are evident| even more so, if one
considers that in many Municipalities sewage systame still incomplete or,

at the very least, do not comply with the environtaé standards, whereas
water treatment plants cover on average only 71%hefCampania surface
and, in most of cases, exhibit problems of quafity.

The planning of the works destined to support thleifnplementation of the

Directive “Waste Waters” is contained in the FraroewProgram Agreement
and also in the Ambit Plans.

Crucial in this sense has been the recent complefi@mbit planning carried

out by all the ATOs of the Campania Region, tivatheir capacity of local

10 Cfr. Annual Report to the Parliament on the state ofaiaervices by the Monitoring Panel
on the use of water resour¢égome , July2003
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stakeholders, have adopted their respective pksisting to some periodical
“centralizing” temptations on the part of the RegibBoard.

From the other hand, for the Galli reform to byfimplemented, each ATO
should be assigned the Integrated Water Service smgle operator to be
intended as an entrepreneurial subject separatetfre Ambit Authority. It is
evident that the choices of the various ATOs altleatform of the licensee in
charge of the Integrated Water System will depemd tbe model of
public/private governance actually put into beingthe management of water
services in the Campania Region.

The national regulations of reference, in fact,foenthemselves to establish
the principle of separation between regulation arv@hagement and prescribe
compliance with competition regulations in termdioénse assignments. As to
the form of the operator, ATOs are given ampleréison under art. 113 of the
Single Text on Local Governments. Under this atfidbcal governments can
decide to assign the Integrated Water Service top@nator which falls within
the following categories:

a) a capital company

b) a joint public/private capital company

c) a public company!

As a first approximation, considering that the dixi of assigning the
Integrated Water System has been made in 3 of Reglonal ATOs, we can
state that the model of management prevailing é&nGampania Region is that
of a joint public/private capital company. Assiggithe Integrated Water
System to a single operator has accounted fordispgansable requirement for
the Campania Region ATOs to be able to utilize ftireds allocated by the
Regional Action Plan for the construction of th&astructure envisaged in the

respective Ambit Plans.

Indeed, the Campania Regional Action Plan foretiessts in the second phase
of implementation, the Ambit Plans be funded predidhat the Integrated
Water Service as been assigned for the projectepted after December, 31,

2004. In addition, in case of failure in assignihg Service to an operator, the

1 Law Decree n. 267 of 2000 art. 113 “Network mamagnt and supply of economically

important public services” comma 5, thus substduig art. 14, comma 1, letter d), of Law n.

326 of 2003
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Regional Board has decided to fund only “the higioty actions envisaged
in the Ambit Plan"** with the underlying awareness of being required t
guarantee in any case for the construction of $batage and water treatment

infrastructure required for the full enforcementtoé Directive 2000/60/EC.

However the Regional Action Plan interim report haghlighted some critical
points essentially linked to the implementationtbé actions in terms of
sewage and water treatment cycle. In particulapnemic problems have
emerged in the use of public/private capital fore tlonstruction of

infrastructure related to the integrated cycle afew.

The total demand for investments foreseen by thé@#\Pplans has been
estimated to be on the order of 2,000 MEuros, dolythe 5 years of
investments, with a demand for public aid, in tbenf of a tariff integration,
on the order of 470 MEuros. In addition, the ATAanB do not take into
account most of the actions already underway onptme of those entities
placed under controlled management to counter tmwireaamental
emergencies of the Campania Region. In this semseCampania Region
prescribes to cover only a portion of the demanguiflic expenditure by the
Integrated Water Service, at least in the initiafipd. The Regional Action
Plan resources (265.6 MEuros over an estimatedafo$i44.9 MEuros, i.e.
48.7%) are supplemented by other financial resaurdariff increases
essentially envisaged to cover the actions platyeitie Ambit Plans and by
the Framework Program Agreement, as under theldgigis in this field, and

other funds allocated by national sources.

If we consider that the present public expenditaieeady exceeds the
resources of the Regional Action Plan, we can headnderstand how
important is to attract private capitals to thistee From the other hand, also

the non elevated profitability of the capital intexs has to be considered.

12 Shouldn’t the passage of management functions tmeen completed, the procedures
contained in the guiding notes of the Managementhénity of the Community Support
Framework in terms of modalities of action implenagion (Cfr. ‘Note on the modalities of
implementation of the Integrated Water System énRbgional Action Plan (2nd Phase 2003-
2006) worked out by the Management Authority of the Goomity Support Framework and
disseminated by a note of April 14, 2003), andgtamdardized calculation of the self-funding
percentage of the same actions (Clbotument for the determination of participation of
Structural Fund in profit-generating investméptaborated by the DPS/SFS and disseminated
by a note of June 27, 2003), shall apply.



Because of the limits imposed by the annual tardfease, such situation risks
to delay the pace of the process of managemeratmation or, anyhow, of
the process of management industrialization, thsss delaying the actual start
of investments whose coverage is essentially egggctcome from tariffs.

To this, we should add a consideration on the sngtirofitability of
investments made in the field sewage-water treatimplants compared to that
of investments made for works of water abductiod distribution, with the
possible implication that the former be more sa®md in case of incomplete
implementation of the Ambit Plans. Therefore, dgrithe revision of the
Regional Action Plan such considerations have hakeen into account and a
greater emphasis has been put on the principlerante?9 c. 4 of Regulation
(EC) n. 1260/1999, that states that in the co-fira of the actions of each
Ambit Plan, reference must be made to the estimpttefitability of the total
amount of investments related to the program petmusidered in the ATO
investment plans and not to the profitability oé imdividual actions defined
in the same investment plan.

To address the needs of investment in the sectwatefr treatment, the Campania
Region has, in addition, foreseen the public fupdihthe most urgent actions by
means of the Framework Program Agreement.

But, in spite of the enormous public funds allodatee have to signal the low
amount of private investments in the water se@ach amount, according to
the Report on Economic Reform (2004) of the Miyistf Economy and
Finance, is even estimated to be on the decreassgall in the Southern
Regions of Italy®> This finding gives food for thought in the terms the
fulfilment of the objectives established by the &af of the Water Services
envisaged by the Galli Law. Indeed, this reform waended to support the
overcoming of a structural condition of water seed characterized by an
excessive fragmentation of the supply on the tagjt and pursued the
objective of encouraging local businesses to reatloptimal dimension by
setting up a single operator, likely to act ascarisee for a long period. In
spite of the changes occurred in terms of bothlatigm and management of

water services, this sector is still strongly iefhced by a poor level of

13 Ministry of Economy and Finance. Treasury DptReport on Economic Reform - 2004.
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investments made by private investors: what is miorethe prevailing
private/public-capital company model, private opergaccount for a minority
and, in the Region Campania no license has be@gmnasisby means of public
contest.

In addition to the above economic and financialstaints, the infrastructural
upgrading of urban waste water treatment plantf esticounters a lot of
political and administrative challenges. In fatte tRegional territory is still
influenced by a long-standing presence of a numidifefacilities under
controlled management which are given extraordimaayaging powers in the
water sector and are required to implement urgetibres in the sector of
water treatment. Clearly, the extraordinary operetiunderway (which are
mainly focused on the construction of final plantaje not helping local
institutions to manage in a correct manner — bymaed appropriate planning
and organization processes — the integrated weseurce cycle as their action
risks to overlap that of ATOs which are in chaoj¢he ordinary management
of the Integrated Water Service.

The same principle under which Ambit Plan and servhanagement should
coincide risks, indeed, to be upset due to thecetiethe autonomous choices
that the extraordinary managers of some entitiesaip in the field of water
treatment without taking into account the efficigrand organization of the
“upstream” territorial systems as far as, for exlwnphe municipality

management of the sewage system is concéfned

The entry into force of the new Framework Directragses some remarks. In
terms of reduction of pollutant emissions, the Blinee marks the transition
from an “end-of-pipe” approach to an integratedrapph that tends to focus
on the achievement of objectives of quality for tleeeiving water bodies
through the reduction of the sources of pollutiSneh an approach implies,
first of all, an activity of inter- sector actiondanning which should be
consistent with the objective of sustainable ecanagnowth. Such planning

must be intended to re-allocate public and privateestments to new
environmentally-friendly technology. This implidset definitive transition of

water policy from a command-and-control approachat@oluntary policy
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strategy that is based on giving incentives to eoun operators for their
sustainable behaviours including the acquisitionbafst available technology

(BAT) available on the market.

Such a strategy, on the other hand, cannot do wiitfesorting to new models
of governance meant to guarantee concertation twike economic subjects
interested in the productive investments in theoseof water treatment as
well as, of course, with the businesses that haveomply with drainage
regulations.

A tangible example concerns the incentives to th@resses put into being by
the Campania Region, both by means of environmigrteigeted aids, and
through Integrated Projects for industrial disgidhtended to favour the
location of productive operations in appropriatéiyrastructured areas (by
means of the Productive Settlement Plans). For pkanin the businesses
located along the banks of the river Sarno — thetrpolluted river of Europe
— the objective of the Region strategy is that mtegrating infrastructural
planning with an industrial policy that gives intieas to sustainable
behaviours by testing new forms of cooperation agsbeconomic subjects
and models of “consortium-like” management of thstritt infrastructure.
Such an approach appears to be the only one ligelyercome the constraints
linked to the use of clean technology in productivecesses, above all for
those SMEs that are unable to bear the costs esiments for the reduction
of their own polluting emissions. Indeed, in a ogf district it is possible to
give businesses incentives to equip themselves @athmonly owned water
treatment or liquid waste disposal plants in a viewguaranteeing a greater
sustainability not only in terms of the environmebut also in terms of
economic sustainability of the production operagidncated on a given

territory.

4 CONCLUSIONS
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The environmental governance and a sustainable gearment of water
services account for fundamental aspects of angiated policy for the
reduction of water pollution. The same FrameworkeBlive 2000/60/EC
delineates the elements that characterize envirnotahegovernance as
fundamental factors for the success of its stratégyparticular, it calls for
appropriate mechanisms likely to guarantee infoilwnatand public opinion
consultation and participation as well as the iagolent of users and of
institutional partnerships. As a result, the impdertation of these principles
requires an integration of the present policiesegfonal development with the
priorities identified by the European Strategy afs@inable Development
approved in Goteborg in 2001, and essentially covgd in the more recent
Council of Brussels in 2003.

Relying on the premise that public policy playsrac@l role in promoting a
greater sense of social accountability for busieessd in setting up a context
meant to guarantee that the same businesses s@oplémir operations with
environmental and social concerns, this strategg Hae objective of
improving communication between and mobilizingzstis and businesses.
What is more, in the Goéteborg strategy the enviremta governance has not
only to do with the problem of a greater participatof the socio-economic
stakeholders, but is also focused on the issugaoisparency. and of data
access in setting up basic information systems. liftes of development of
water utilities do show, indeed, how complex thélsemes are and how
mature assessment methods have become in the prafcesform of a sector
that contains in itself the three typical dimensiof@conomic, social and
environmental) of the processes of sustainable |dpreent. If we want to
guarantee transparency in this process, we mudt aaselves of a set of
appropriate indicators to evaluate, monitor, andctrmd the state of
implementation of the reform of water utilities ihe perspective of a
sustainable economic growth.

Access to environmental data is, in fact, of crudimportance in the
management of the LPUs, above all of water utdifier which new models of
public/private governance are envisaged in viewhefclose inter-relation and
interdependence of decisionmaking and informatigstesns. It should be

noticed that in the revision of the Regional ActPlan a greater emphasis has
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been put on the objective of stimulating and megtie demand of innovation
of local productive systems while expanding, on frent of supply, the
availability of infrastructural and research fae#s for knowledge transfer and
dissemination.

The objectives established in the new water polityight of a broader design
meant to create efficient management systems,xgected to have a positive
impact on the expectations and create the condition confidence building
vis-a-vis businesses thus giving them incentives to investinnhovative
solutions and create new high-quality jobs. But tvsacrucial is that the
Regions be able to combine the process of refortheotnvironmental public
utilities  with adequate governance actions. Itites like “Agenda 21
Locale” have turned out to be efficient in creatamgonsensus on the need of
local-scale changes. Unfortunately though, thesemgits have so far been
only partially successful because of the challeregeountered in trying and
changing the by now well-established and deeplyrangd policies and
behavioural models as well as in putting togetf@utons in a coordinated
manner. Testing the adoption of innovative methogigls in the
decisionmaking processes related to the manageofetvironmental LPUs
(Strategic Environmental Assessment included) seémsbe of crucial
importance. The “missing link” in the definition dfie tools for planning and
programming an integrated water cycle, has beenrdéference to public
consultation in the decisionmaking process. Thecs reference turns out to
be of paramount importance as pointed out in aof. Birective 2001/42/EEC
and is all the more important in this particulactee which is characterized by
“negotiated” actions.

But, while it seems sensible to guarantee a greéatefvement of businesses
and citizens in the management of this sector, avanat do without a greater
social accountability on the part of businesseser@fore it is not even
unconceivable to invite the operators in chargethaf Integrated Water
Services listed in the Exchange to publish theiplé approach” in the annual
report they submit to their shareholders to all@w &n assessment of their
performance in economic, environmental and soerahs$ (the so-called triple
bottom line). In conclusion, in line with a corrdoterpretation of the real

meaning of environmental governance, structurati$ushould be used to set
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up appropriate plans for communication and inforamatampaigns in a view
to showing and disseminating information about clmmge to international
environmental standards on the part of the uslitie charge of the supply of
the services in question. Information about th@mpliance should cover
every aspect of their operations from tariff pagi to adoption of
environmental management systems.
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