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Principles and Instruments of Good

Governance

The stated principles of good water governance are
equity, efficiency, participation, decentralization,
integration, transparency and accountability. (UN
2003).

The policy instruments are legal, institutional,
economic, administrative, technical, and social
(participatory).
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Overview of Current Sector
Performance




Sector Data from Performance
Monitoring & Benchmarking Unit

Performance Indicator Albania WE Utility
2010 Benchmark

Urban Service coverage-Water (%) 90 100

(@)
(o 0]

Urban Service coverage-Wastewater (%) 100

Rural Service coverage-Water (%) 100
Rural Service coverage-Wastewater (%)
Non-revenue water (%)

Utility staff (per 1,000 connections)

Metered connections (%)

Duration of water service (hours per day)

©

Financial working ratio




lllegal water connections, otherwise known as
“spaghetti networks,” pose a serious governance
problem — raising questions about equity and fairness
in water resource distribution & and stewardship of a
natural resource.

* Where water meters average only 44% of
connections, bill paying customers are aware that
they are paying for (subsidizing) water consumed
by non-paying customers.

* Who is responsible if utilities fail? How are they 1
kept accountable? ; | ;

* Where do subsidies go?
* Opportunity cost of fiscal resources

* Pervasive incentives for utilities to overrun
budgets
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Legal Instruments and
Institutional Framework




FIGURE 1 - POLICY, REGULATORY AND SERVICE DELIVERY FUNCTIONS IN THE WATER AND WASTEWATER SECTOR IN ALBANIA
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Main Applicable Laws

Law 8652 - The Organic Law of Local Government:

o Defines three types of functions for LG Units: (i)
exclusive/own; ii) shared/joint; and iii) delegated (both
mandatory and non-mandatory). Water supply and
wastewater services belong to the first category.

o LG Units possess the following rights: (i) self-governance;
(ii) property ownership; (iii) fiscal autonomy; (iv) economic
development; and (v) status as a legal entity. By law, LG
units also have the right to raise funds through borrowing.

o Article 73 of Law 8652 assigns LGUs the exclusive right to

set water supply and wastewater service tariffs.
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Law 8442 “On the Transfer of Immovable State Property to
Local Government Units.” Directs transfer of assets/shares to
LG Units.

Law 8102 On the Regulatory Framework...” (as amended):
Establishes the natural monopoly regulator, with licensing,
price setting and other important authorities.

Law on Water Resources: Establishes the National Water
Council and basin councils. Drafted along the lines of IWRM
principle.
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The Decentralization Process

The decentralization process is irreversible.

Phase 1 (2000-2006): Resulted in the transfer of assets of 137
stand-alone systems to 12 municipalities and 52 communes,
and of five companies and four state enterprises to nine
respective LGUs.

Phase 2 (2007-ongoing) began with DCM No. 660, dated
September 12, 2007, “On the transfer of shares of water
supply and wastewater companies to local government units”.
Shares distributed in a manner proportionate to the
population of each LG Unit.

The transfer has not become effective in the case of Tirana
and Durres WS.
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Main Perceived Problems with the Legal Framework

Price-setting authority for water and wastewater
services remains unclear and is potentially disputable.

o The Organic Law and Law 8102 of WRE (as amended in
2008) are contradictory on tariff setting authority. The
problem is that the provision in Law 8102 to abolish all
other contradicting articles in other laws may be objected
on the grounds that the Organic Law was voted by qualified
majority and arguably to validate the provision of Law 8102
would require that that was also voted by a qualified
majority, which it was not.
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A second inconsistency concerns the preservation of the
legal status of the water and wastewater utilities.

o DCM 660 required that the status of joint-stock companies
be retained for two years after the transfer to LGUs. This
may lead to fragmentation and runs counter to the
government policy in favor of regionalization articulated in
the Reform Plan of 2007-20009.
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The legal framework in the water sector

is incomplete. What is needed?
e a hew subsidy policy;
» new licensing regulations;
e new, innovative financing policies and schemes;
» a system inventory countrywide;

a new tariff methodology;

a solid investment prioritization plan, etc.




What Happens in Cases of (LG/Utility) Default?

o Article 10 of the Organic Law of LGUs states that “in instances
when communes and municipalities do not have sufficient funds
or means to comply with the national standards and norms, the
central government shall provide them the necessary support.”

e The criteria for handling the cases when LGUs are unable to
exercise their legal functions or comply with national standards—
especially the conditions that give the central government a right
to intervene and what interventions may be appropriate—
remain to be defined with regard to the water sector.

e In particular, there is one important missing piece of primary
legislation that would address the criteria and procedures for
Central Government intervention in cases of non-compliance by
LG Units ¢ based on Article 10 of Law 8652.




Institutional Instruments in support of
e

_Decentralization

Water Utility Institutional Structure

S

For only one LG owner, the GSA is the local
council. For two or more LGUs, the GSA

Assembly

to the appointing LGU’s percentage of shares.
The GSA appoints the SC.

comprises representatives of each LG unit. Each
General Shareholders representative has voting power proportional

~
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\ 4

Supervisory
Council

A 4

The SC has 3 members if the owner is one LG,
and 6 for two or more LG owners. Three are

shares. The SC appoints the Director. SC
members must have five years experience and

qualifications in fields relevant to the activity of

Director of the
Company

the company.

appointed by the holder of 50+1 percent of the

J




/X/

Economic Instruments




conomic Instruments

Economic and financial instruments of water sector
governance comprise measures used to encourage
efficiency, including pricing, investment financing
grants, and subsidies.




e Smes
Pricing

A comparative analysis of the tariff levels approved by the WRE and
applied by 30 companies over the period 2006—-2009 shows that, on
average, tariffs increased by 11 percent while total costs increased
by 262 percent.

On a consolidated basis, the utilities have incurred cash operating
losses. In 2007-2008 and in 2008, respectively, only 59 percent and
60 percent of total costs were covered by revenues.

Pricing water services below justifiable costs encourages
overconsumption and wastage. Subsidizes for low income
households, when needed, should be targeted not used to
subsidize under-performing utilities.
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Investment financing

Donor and IFl financing is the main source of capital
investment in the water and wastewater sector.

Central government capital financing is allocated through
two budget lines:

e (i) capital investments (defined as large projects) and GoA
contributions to donor-financed projects; and

e (ii) small capital investment projects allocated through the

competitive grant scheme.
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Shortcomings to Investment Financing

Lack of clear, formal policy to prioritize investments.

The Competitive Grants Committee has tended to
approve more projects than the available financing would
allow and consultations with regions is not
institutionalized as yet.

Policies are needed to guide capital investment financing,
which may require explicit subsidies, but which should be
considered as a policy instrument/incentive mechanism
for utility reforms where relevant.
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In 2009 total government operating subsidies amounted to
about USS 17 million annually and paid more than 30 percent
of utilities’ cash operating costs.

Operating Subsidies to the water sector have decreased
steadily since 2006, while costs have risen at a faster pace.

Total Operating Subsidies vs. Direct Operations Cost
(O0O/ALL)
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Administrative Instruments

Asset value and inventories
Business planning and performance agreements
Targeted subsidies for low income households

Capital subsidies tied to performance targets
Financial audits




Public Participation and Accountability

Public (user) participation is an essential mean for enhancing
the accountability of regulators and service providers, and
ultimately, the elected public officials.

User participation is ensured through consultation,
representation and influence.

There are no civil society organizations (NGOs) or interest
groups with specific activities in the water supply and
wastewater sector in Albania, despite its being an area of
public concern.




~ @Government Actions

To its credit, the Government has taken important and potentially far-reaching actions in
recent years.

e Corporatized model of utilities adopted and

authorities decentralized to local governments
(2007);

e Several new policy positions formulated on
critical policy issues, e.g. aggregation (2008-
2010);

* New sector strategy paper prepared and widely
consulted (2010-11);

e New programs and actions envisaged or already
underway to address key sector challenges:

o Capital Investment Master Plan under
preparation

» Preparation of a new Water and Sanitation
Sector Law
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/Going Forward

World Bank supports Government’s new water and
sanitation sector strategy with five objectives:

Expand and improve quality and continuity of water supply and
sanitation services.

Orient water utilities toward principles of cost control and cost
recovery

Improve governance and regulation in the sector
Invest in enhancing capacity of sector workforce

Move toward convergence of Albania legal framework with EU
Water Directives

The legal framework needs to be amended and completed in all
the aforementioned areas.
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/Going Forward

Proposed World Bank-financed Water Sector Investment Project
(WSIP) with EIB Cofinancing would:

Help clarify and support development of clear institutional arrangements
in the Durres Service Area linked to transfer of the utility

Institute a performance-based agreement for Durres Service Area Utility
Increase vital water supply to improve continuity of service in Durres City

Launch pilot Water Demand Management Program in Durres, featuring
overall system monitoring and universal metering to reduce system losses

Finance dedicated supply systems in rural northern areas and support
prioritization of existing transmission line to upstream communities

Ensure adequate wastewater network capacity and linkage to treatment
plant and its management



