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1 
Cost comparisons 

Direct cost comparisons between public and private water companies are rare.  One set were produced in a study carried out by consultants ITT for the Stockholm water company.  Comparisons were made between Swedish and English cities of  similar size.  In every case the publicly-owned Swedish company had lower production costs than the privately-owned UK counterparts. 

· Water Cost Comparisons Swedish & English Cities, 1995

(M=municipal, P=private) Cost per cubic meter of water delivered, Purchasing Power Parities in USD

Water company
Owned by:
Cost to customer
Cost of operation
Capital maintenance
Return on capital

Stockholm

M
.28
.17
.03
.09

Manchester

P
.91
.40
.20
.31

Bristol

P
.83
.48
.19
.15








Gothenburg

M
.38
.11
.05
.21

Kirklees

P
.99
.52
.31
.15

Hartlepool

P
.73
.35
.08
.29








Helsingborg

M
.42
.42
.05
-0.05

Waverley

P
.82
.48
.22
.12

Wrexham


P
1.25
.57
.35
.32








Swed Average


.36
.23
.04
.08

UK Average


.93
.48
.20
.23








Source: ITT

2 Management contracts

In a number of cases water has been privatized by management-only contracts, which give the chance to examine the managerial capacity of the private sector in isolation from its financial practices. These cases provide no reason to think that private sector management is essentially superior.

A Puerto Rico
In 1995 Puerto Rico contracted the management of their water authority, PRASA, to a subsidiary of the French multinational Vivendi - the largest management contract ever awarded. From the company’s point of view, the contract has been a success. At the beginning of 1999 the contract was extended and expanded in scope to cover all the operations of PRASA, and the new business is worth $145m per year. 
 

· 'Deficiencies in maintenance, repair, administration, operation and finance'

In terms of technical and other performance, however, it has been a bad experience. In August 1999,“The Puerto Rico Office of the Comptroller (Contralor) issued an extremely critical report on the PRASA-Compania de Aguas contract. The document lists numerous faults, including deficiencies in the maintenance, repair, administration and operation of aqueducts and sewers, and required financial reports that were either late or not submitted at all. Citizens asking for help get no answers, and some customers say that they do not receive water, but always receive their bills on time, charging them for water they never get. A local weekly newspaper published reports of PRASA work crews who did not know where to look for the aqueducts and valves that they were supposed to work on.” 
 
· Deficit increases, government subsidies rise, under private management

PRASA’s finances have got worse, and the state has had to provide subsidies. By 1999: “According to the Comptroller's report, under private administration PRASA's operational deficit has kept increasing and has now reached a whooping $241.1 million. This has required the Government Development Bank (Banco Gubernamental de Fomento) on several occasions to step in and provide the agency with emergency funding.”

· Inequality and environmental damage

Not everyone has been equally affected however: “Another element of the water crisis seems to be inequality in distribution. Poor communities go without water, while United States military bases and tourist resorts enjoy uninterrupted service.”
   Residents are suing the authority and the multinational for allowing a reservoir to overfill so that it burst during Hurricane George in September 1998.

B Trinidad: deficit increases under private management

In 1994, the Trinidad and Tobago Government decided to delegate the management of WASA, the islands’ water authority, in order to improve the service quality with particular reference to reliability and to upgrade the utility infrastructure.
  A management contract was concluded with a subsidiary of Severn Trent – and the terms of the contract were in effect drawn up by Severn Trent. 

The practice, however, has conspicuously failed to deliver on any of these objectives. Despite cutting hundreds of jobs, and introducing controversial metering proposals, the finances were not improved:“One of the central features of the original Business Plan submitted by Severn Trent/Wimpey was that they would make WASA financially viable by the end of the three year contract period…[but] the deficit for 1998 actually increased over 1997 to $378.5 million”.
 

The result was that the government of Trinidad rejected Severn-Trent’s proposal to extend its management contract beyond its expiry date in April 1999.  Instead, Severn Trent were sent home, and WASA was taken back as a public sector responsibility for at least the next 12 months, managed by a local team appointed by the government.
  

C Budapest 

In 1997 the water supply of Budapest was privatised under a complex contract - partly a concession to a mixed company in which the city council had a majority stake, and partly a management contract for which the multinational, Suez-Lyonnaise, was paid a fee.

By July 1999,  Budapest Waterworks  was operating without an approved business plan. The business plan had been rejected by Budapest Municipal Council which refused to endorse the proposed management fees. In 1998, although “the company recorded HUF 1.6bn in operating losses on net sales of HUF 13.8bn, premiums to the managers amounted to almost HUF 250m. The rejected business plan showed HUF 2.7bn in net losses for this year and the company (projected) a 5% decrease in sales income for 1999”
.

In December 1998, Miklos Szalka, vice-president of Budapest municipal maintenance committee, dubbed  “a mistake” the privatisation of water supply and sewerage whereby management rights were renounced for 25 years. Commenting on the proposed rate increases, he added: “Unfortunately, today it is clear that these powerful foreign companies do not want to invest their own capital. As a matter of fact, they bring out of this country as much money as possible from the management fees” 

� PR Newswire 3 Mar 1999


� Interpress 16 Sep 1999


� Interpress 16 Aug 1999


� Interpress 16 Sep 1999


� Interpress 13 Nov 1998


� Caribbean Update: Jun 95.


� For example, ILO (1998) “Labour and social dimensions of privatisation and restructuring: public utilities”


� Richard Franceys  “Private Sector Participation In The Water And Sanitation Sector”   (DFID 1997)


� Text quoted from  “Wasa Long Term Arrangements: NUGFW Position Paper” 2nd March 1999. Financial data is from Ernst & Young (2nd July 1998), Report of the Auditors to the Commissioners of Water & Sewerage Authorit, Trinidad and Tobago.


� Trinidad Guardian 19th May 1999


� “Losses continue to flow at Fovarosi Vizmuvek”, MTI-ECONEWS: 27 Jul 1999.  


� “Inflation is taken over by the public utilities”, Népszabadság: 16 Dec 1998
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