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EXECUTIVE SUMMARY

FromAugustto December1993,theWaterandSanitationforHealth(WASH) Projectassisted
the governmentof SlovakiaIn its efforts torestructurethe waterandwastewatersector.At the
requestof the EuropeBureau,U.S.Agencyfor InternationalDevelopment(A.I.D.), aWASH
teamfocused on identifying and analyzing options for restructuringthe institutions which
provide waterandwastewaterservicesat the local level.

The Slovakgovernmenthascommitteditself to atransformationof the waterandwastewater
sectorfrom a highly centralizedsystemto alocally controlledservice.The sectoris currenfly
managedby five state-ownedcompanies—fourregionalcompaniesandonewhich manages
servicein the capitalcity, Bratislava;thesecompaniesareactuallyextensionsof the Ministry
of Soil Management.The impetusfor restructuringthe sectorcomesfrom the needto cut
publicsubsidiesandto transferresponsibilitiesto the appropriatelevel of governmentaswell
as local pressureto exertgreatercontrol overwaterand wastewaterservices.

Thegovernmentof Slovakiahasbeenexaminingarangeof modelsforrestructuring.To assist
in this process,WASH collectedinformationon currentoperationsof the existinginstitutions
in the sector.The teamalsoconductedinterviewswith municipal officials, staffof the regional
waterandwastewatercompanies,andnational-levelofficials. TheWASHteamwascomposed
of AmericanandSlovakianprofessionalsworkingclosely with municipal andnationalSlovak
governmentagenciesandnongovernmentalorganizations.

The work culminatedin a two-day workshop in Bratislavain November,attendedby key
national officials, regional and district water authority staff, and municipal officials. The
workshopservedasa forum to discussthe WASH teamfindings andto initiate a planning
processto guide the restructuringactivities.

Financing the Sector

The financialanalysisrevealedfive key Issuesthatmust be dealt with in the restructuring:

• Underthe currentstructure,the operatingcostsof providingwaterandsewerservices
arerising fast, without adequatemechanismsto contain them.

• The overall level of capital investmentis too low, andfor the nextfew yearsexisting
sourcesof grantfinancing areexpectedto shrink.

• Thereis no readysourceof long-termcredit for capital investmentin the sector,even
for financially sound projects.

• Someof the localitieswifi be left with high-costwaterandsewersystems,which they
maynot be able to manageon their own.
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• Municipal governmentsarehighly dependenton nationaltransfersandsharedtaxes
for current operations;at present,they have no financial resourcesfor supporting
watersupply andwastewatersectoroperationsor investment.

RestructuringOptions

Eight basicprinciples for restructuringemergedfrom the fieldwork. Most partiesinterviewed
would concur with them. Theseprinciples are: 1) continuing delivery of serviceswithout
disruption, 2) allowing flexibility in the arrangementswhich eachmunicipality chooses,3)
transferringownershipandresponsibilityto the municipalities, 4) improving efficiency in the
way in which waterandwastewaterservicesarecurrently managed,5) maintainingcombined
responsibility for water and wastewater,6) elimination of national operatingsubsidies, 7)
providing accessto fundsfor capital investment, and8) allowingcompetitionfrom the private
sectorfor contractservices.

Despite agreementon the above principles, a number of issuesneed resolution before
restructuring can take place. These include wastewaterfinancing, ownership of the
transmissionlines, ownershipof the movableassets,accessto specializedresources,design
andownershipof the new watersupply andwastewatercorporateentities,managementand
financial capabilityof the municipalities,unservedcommunitiesandtheirneeds,the futureof
the existing waterandsewercompanies,andpaymentfor transferof assets.

During discussionswith Slovak officials, one option emergedwhich respectedthe basic
principlesandrespondedto mostof the concernsexpressedby personnelof the municipalities
andthe existing waterandsewercompanies.This option hasthe following features:

• Transferring ownership of the infrastructure for water supply distribution and
wastewatercollection andtreatmentto the municipalities

• Allowing eachmunicipality to decidewhetherit wifi operateits systemindependently,
join with othermunicipalitiesto form asmallerregionalcompanyto own andoperate
the transmissionlines andfacilities, or join with other municipalitiesto operatethe
distributionsystems(leavingthe ownershipandmanagementof thetransmissionlines
to anothercompany)

• Allowing municipalitiesfreedomto contractout the managementof the systems

• Hiring staff from existingwaterandsewercompanies

• Transformingexistingwater andsewercompaniesinto regionalcompaniesoffering
contractoperationsandmaintenance,engineeringdesign,andspecializedservices

• Distributing movableassetsto the smallercompaniesat no cost.
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Action Plan

The report recommendsa transition period of two years once the restructuringplan is
approved. This period of time will allow the municipalities to prepare for their new
responsibilitiesandexistingwaterandsewercompaniestotransformthemselves.Thetransition
period is importantto avoid disruptionof services.

The first 12 months should be usedas a preparationperiod; the new arrangementswould
actuallygo into effectattheendof the first year.During thisperiod,sixbroadareasof activity
aresuggested:

• Improving the efficiency of the water andsewercompanies

• Developinga processto assistthe municipalities in makinga decisionabout which
option to choose

• Developingtrainingprogramsfor municipalitiesandfuture waterandsewerauthority
personnel

• Developingan ownershipplanfor the new arrangements

• Establishinga mechanismfor capital financing

• Reorganizingthe existing waterandsewercompanies

Thesecond12 monthsshouldaimathelping the new structuresget started.Assistancein this
area would consist of technicalassistance,training, andcontinuedhelp in establishingthe
capital financing mechanism.

The actionplanwill requireexternalassistanceandfunding to supportalocal organizationto
providetrainingandtechnicalassistanceto the municipalities.A carefulprogramof assistance
will increasethe chancesfor long-term success.
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Chapter 1

INTRODUCTION

1.1 Overview

This report summarizesthe findings of aWaterandSanitationfor Health (WASH) Project
teamin providing technicalassistanceto the governmentof Slovakia. The purpose of the
activity was to identify andanalyzeoptions for restructuringthe institutions which deliver
drinkingwaterandwastewaterservicesatthelocal level. Thisactivity, conductedfrom August
to November1993, is the latestin aseriesof WASH activitiessupportedby the U.S. Agency
for InternationalDevelopment(USAID) in thewater/sanitationsectorin Slovakia.It is partof
USAID’s overall programof environmentalassistanceto EastandCentralEurope.’

The work was carried out by a WASH team composedof American and Slovakian
professionalsworking closely with local and national Slovak government agenciesand
nongovernmentalorganizations.

Thework hasinvolvedintensivedatacollectionandfield interviewsin Slovaldaandculminated
In two-day workshopin Bratislavaattendedby key nationalministry officials, regional and
district waterandwastewaterauthoritystaff, andmunicipal officials. The workshopservedas
a forum to discussthe WASH teamfindIngs andto initiate aplanningprocessto guidethe
restructuringactivities.During the workshop,therewasahighlevel of thoughtfulparticipation
from all of the groupsrepresented,demonstratingthe importanceattachedto this subjectat
all levels of governmentin Slovakiatoday.

1.2 Background

The Slovak Republic is in the midstof an economicandsocialtransformationthat is altering
virtually every aspect of life within the country. Central to this transition is the changingrole
of governmentin providingpublic servicesto its citizens. Nowhereis thatrole moreimportant
than in the provision of drinking waterandwastewaterservices.

Thegovernmentof Slovakiahascommitteditself to atransformationof the watersupplyand
wastewater(WS&W) sectorfrom a highly centralizedand subsidizeddelivery systemto a
locally controlledservicein which local governmentsandcommunitiesplaya dominant role.

PreviousWASH activities are describedin WASH Field ReportNo. 374, PoInt Source Pollution in the Danube

Basin, Volume I: Reporton Data Management, Institutional Studies, and Priority Projects, Volume H: Institutional
Studies—Bulgaria, the CSFR, Hungary, and Romanla; Volume HI: Country Technical Reports—Bulgaria, the CSFR,
Hungary, and Romanla. Activities in 1992-93 aredescnbedIn WASH Field ReportsNo. 407, Water Quality Pre-
Investment Studies in Four Danube River Tributary Basins 1993 Summary Report and No 411, Water Quality Pre-
Investment Studies in the Homad Basin in Slovakia.
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This is not aneasytransformation,andSlovakla has observed the oftendisorderlymannerin
which many of its neighboring countries have attemptedasimilar transition.

Slovakia hasafunctioning public WS&W systemwhich providesdrinking waterto about75
percentof the nation’s householdsandsewerservicesto about50 percentthrough the five
regionalWaterandWastewatemAuthorities (WWAs). TheWWAsarestateownedcompanies
which operateas separate“profit centers” in an accountingsensebut function in reality as
extensionsof the Ministry of Soil Management(MSM). Highly subsidizedby the central
governmentin thepast,theWWAs haveimplementedsignificanttariff increasesoverthe past
threeyearssothatnow the systemoverall is ableto meetits operatingcostsfrom userfees.

Despiteprogressin makingthe WWAsmorefinancially self-sufficient, the systemstill relieson
the centralgovernmentfor a largeportion of the capital investment,andthosefunds are
simply not adequateto meetthe needsacrossthe country. Indeed,capital funds havebeen
inadequatefor some time, resulting In an accumulatedbacklog of investment needs,
particularlyin the wastewaterarea.Many areassufferfrom inadequatecoverageof sewerage
networks (one-third of the householdsservedby public drinking waterremainunsewered);
many wastewatertreatmentplantsthroughoutthe country arein poor operatingcondition.
(SeeWASH Field ReportNo. 411.)

Theimpetusfor restructuringtheWS&W sectorcomesfrom boththe nationalandlocal levels.
At the national level, public sectorsubsidiesIn generalmust be cut, and servicedelivery
responsibilitiesneedto be reassignedto the most appropriatelevel of governmentand/or
privatesector.At the local level, thereis adesireto exertcontrol overWS&W serviceswhich
areviewedasessentiallylocal in natureandfor which communitieswifi increasinglybearthe
financial responsibility.

The governmentof Slovakia hasbeenexamininga numberof alternativemodelsfor the
provision of water andwastewaterserviceswhile also consideringdifferent implementation
strategies. The situation is complicatedby the fact that many aspectsof Slovak life and
governmentalinstitutions are also changing rapidly. For example, municipal governments
themselves are assuming new responsibilities while their main sources of revenues are being
completelyoverhauled.

Despitetheseuncertainties,the governmentof Slovakiahasdecidedto transferresponsibility
for waterandwastewaterservicesfrom the stateauthoritiesto the municipal governments.At
the sametime, the centralgovernmentis also looking for waysto raiseadditional funds for
investment and to insure equity in the distribution of WS&W assets.One controversial
proposalunder considerationwould require municipal governmentsto pay for the WS&W
assets transferred to them. This proposal is discussed in Chapter 2 below.

Another generalissueis whethermunicipal governmentshavethe right to refuseto assume
responsibility for WS&Wservices. Recent national legislation makes clear that WS&Wservices
are a local responsibility—the national government no longer will have the right or
responsibility to provide the service. Therefore, if municipal governmentfails to assume
responsibility, then, in principle, it falls to the residents themselves to provide the service. It
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shouldbe notedthatmanycommunitiesalreadyprovidetheirownservices,I.e.,the 2 percent
of the population that is not servedat all by the WWAs.

1.3 Scope of Work

The mainpurposeof the WASHactivity hasbeento helpthe key Slovakian decision-makers
identify andevaluatealternativeoptions for restructuringthe water and wastewater delivery
institutions. To do this, the teamassembleda sizableinformationbaseon currentoperations
of the existingsectorinstitutions; dataweregatheredon financial performanceof the WWAs
over the pastthreeyearsas well as financial flows within the sector.

In addition,theteamconductedinterviewswith municipal officials andstaffof theregionaland
district WWAs in order to understandthe local circumstancesunder which the sector
restructuring will occur. It becameclear that no single model will fit the range of local
circumstancesin Slovakia; a flexible approachis required.

Onthe basisof the datacollected,the teamconductedanalysesof the financial performance
of the WWAs, capitalfinancingflows, andmunicipalfinanceswithin Slovakia.The teamalso
identifiedthesetof “mostlikely” optionsfor therestructuring;during thisstageit becameclear,
however,that therewas not really asetof mutuallyexclusivemodelsbut ratheranemerging
consensusoption thatseemedto fit the needsof the variousInterestgroups.Therefore,in the
latterstagesof the analysistask,the teamconcentratedon developingthis option morefully
sothat it could be critically reviewed.

The consensusoption is describedin Chapter3 andmaybe broadly describedassimilar to
the systemof local water andsewerservicesfound in the UnitedStates.In brief, this model
allows individual municipalgovernmentswide flexibility In choosingthetypeof servicedelivery
thatbestfits its circumstances,whetherthat be amunicipal water/sewerenterpriseservinga
single municipality or a regional authorityservingseveral,or evenmany, towns.

The team presentedits findings at a workshop held in Bratislava November 16-17. The
workshop fully exploredthe consensusoption anddifferent suboptionsthat makeup the
approach.Therewasgeneralagreementthatthe flexible consensusoption shouldbepursued
andthata two-yearpreparationandtransitionperiodwould be required.The workshopalso
identified the legal, financial and institutional issuesthatmust be dealt with in addition to
questionsabout implementation.

Thefindings of the team’sfield work andworkshopdiscussionsarepresentedin thefollowing
chapters.Chapter2 presentsthe resultsof the financial analysisand alsodiscussesthe key
financialissuesthatmustbe resolvedin the restructuring.Chapter3 presentsthe restructuring
options and, as notedabove,givesprimary attentionto developingthe consensusoption.
Chapter4 presentsthe actionplanfor implementingthe restructuring,basedprimarily on the
resultsof the Bratislavaworkshop.
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Chapter 2

FINANCING THE WATER AND WASTEWATER SECTOR

This chapterpresentsinformationon the structureandfinancialperformanceof theinstitutions
in the WS&W sector.Theinformationis basedon financIal datafrom thekey agenciesin the
sectorandinterviewswith personnelin thoseagencies.It should benotedthatthe information
basealsoincludesdatacollectedunderthe previousWASH tasksin Slovakiaandmakesuse
of information provided by other technical assistanceprojects in the sector,2 so that it

representsas completeapicture as possibleof the currentfinancialsituationin the sector.

2.1 The WS&W Financing Structure

Figure2.1 showsthe majoragenciesandfinancial relationshipsin the SlovakWS&W sector.
At the nationalministry level, therearethreemajorplayers:

• The Ministry of Soil Management(MSM), which overseesboth the four River Basin
Authorities (RBAs) andthe five regionalWaterandWastewaterAuthorities (WWAs);

• The Ministry of Environment(MOE), which overseesthe EnvironmentFund among
its many functions; and

• The Ministry of Finance (MOF), which overseesthe national budget (providing
subsidiesto the sectorthrough the MSM and EnvironmentFund), providesbudget
support to municipal governments,and regulatestax policy at the national and
municipal levels.

The financial flows in the sectorarecomplex.TheWWAs generateoperatingrevenuesfrom
userfees,althoughin thepastthosefeeshavenot beensufficient to fund all operatingcosts.
Thereforethe MSM hasprovided operatingsubsidiesto the WWAs on an as-neededbasis,
with most of the subsidiesgoing to the EasternSlovakiaWWA.

The MSM alsoprovidesfunds for new capital investmentfor all of the regionalWWAs. In
addition, the EnvironmentFundalsoprovidescapitalinvestmentfor projectsof the WWAson
acompetitivegrant basis.The EnvironmentFund, in turn, receivespart of its funding each
year from effluent feescollected locally by the River Basin Authorities andpart from the
nationalbudget.Finally, eachWWA funds somecapital investmenteachyearfrom internally
generatedfunds set asidefor depreciationof fixed assets.

2 OtherUSAID projectsincluding Centerfor CleanAir Policy (CCAP) Programfor CzechRepublic andSlovakia,

EnvironmentalLaw Institute Programfor Cenlral andEasternEurope,andthe Urban Institute Project in EasternEurope.
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Figure 2.2 puts all of these flows of funds togetherfor 1992, showing the origination and
routingof the funds. The figuresshowsthatapproximately75 percentof the total funding in
the sector,both operatingrevenuesandcapital investment, derive from local sources—either
WWA userfees or effluent feescollected by the River Basin Authorities. The total amount
generatedatthe local level in 1992 reachedKcs3.3billion.3 The remainderof Kcsl.1 bfflion
devotedto the sector in 1992 camefrom the nationalbudget In threetypes of subsidies:
operatingandcapitalsubsidieschanneledthroughthe MSM andabudgetarycontributionto
the EnvironmentFund, someof which waspassedon as grantsto local water andsewer
projects.

While the sectormayhavebeenextremelydependenton centralbudgetsubsidies in the past,

by 1992 the sector had become largely reliant on local user contributions. It should also be
notedthatmunicipalgovernmentscontributedvirtually nothingfrom theirown budgetsto the
sector.

The funds availablefor capital investmentin the sectorarealsoexpected to decrease in the
nearfuture, primarily asthe resultof nationalbudgetshortfallsandreducedeffluentfeesgoing
to the EnvironmentFund. Thereareproposalsto developsomeform of environmentalloan
fund, eitheraspart of the EnvironmentFundor asa separaterevolvingfund (Centerfor Clean
Air Policy 1993). However,thoseplansarestill in the discussion stage, and no firm plans are
in place to implementa loan program.This meansthat capital investmentin the sector will
continue to be dependenton existing grant channels (with reducedoverall funding) and
internally generatedrevenuesof the local waterandsewerauthorities.Indeed,oneimportant
aspectof the overall financingsystemforthe WS&Wsectoris thecompleteabsenceof along-
term credit systemfor anytypeof local infrastructure,not just waterandsewerservices.The
central governmenthas yet to decide how bestto proceed with filling this gap. In the
meantime,municipal governmentshaveaccessonly to short-term,commercialbank credit
which is poorly matchedto the needsof long-termInfrastructurefinancing.

An importantrelationshipin thedatasummaryin Figure 2.2 Is the proportion of annual capital
investmentto operatingexpenditures.In 1992,capitalinvestmentin thesectorreachedKcsl.8
billion or 69 percentof the amountspenton currentoperatingexpenditures(afterdepreciation
is taken out). This ratio is substantially lower than that found in the United States, where

water/sewerauthoritiesover the past20 yearshaveaveragedabout1:1 in termsof capital
investmentto operatingexpenditures.4

Giventhe currentlevel of seweragecoverageandwastewatertreatmentin Slovakia(only 50
percentof householdsaresewered),one would expectto find amuch higherproportion of

TheseñguresusethecurrencydesignationCzechoslovakcrowns(Kcs) which wasin usein Slovakia until 1993
when Slovakia createdits own currency,theSlovak crown (Sk). The value of the two currencieswasidenticalat the
time of the Sk creation, but a devaluationin July 1993 hasloweredthe value of theSlovakcrown to about90 percent
of the Czechcrown

~ SeeJamesS McCullough et a!., Financing Wastewater Servicesin DevelopingCountries,Chapter3 for a
discussionof WS&W investmentsin theUnitedStates.
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sectorexpendituresbeingdevotedto new capital Investment.By way of comparison,in the
United Statesin 1972 (on the eve of the first CleanWater Act), the proportion of annual
capital investment to operating expenditures in the WS&Wsector stood at about 116
percent—aproportion closerto whatwe might expectto seein Slovakiatoday.

The relativelylow level of capital investmentmeansthattheWS&W sectorin Slovakiacannot
makeup deficits in coverageandmaynot be ableto replaceandmaintainthe current level
of infrastructure. Clearly, any major progressin the wastewater sector wifi require major
infusions of capital beyond what is currently availablewithin the sector.

2.2 FinancIal Performance of WS&W Institutions

Figure 2.3 shows descriptivedata on the five regional WWAs. It should be noted that
Bratislava comprises a single WWA with no subdistricts; although it is operationally
independent,the BratislavaWWA does buy somebulk water from the WesternSlovakia
WvVA.

NAME . .Districts Population
served by water

Water Sold
3(1000 m )

WWA
Employees

Bratislava 1 439,498 72,039 886

Western Slovakia 11 1,228,817 117,990 3200

Northern
Slovakia 7 632,906 56,062 1788

Middle Slovakia 7 625,127 70,507 1944

Eastern Slovakia 12 1,041,172 109,669 3540

Figure 2.3

Characteristics of Regional Water and Wastewater Authorities, 1 992

Figures2.4 and 2.5 showthe costper cubicmeterof water andwastewaterover the last 3
years for the 5 regional WWAs.These calculations are based on the reported production and
distribution costsby the 5 companies.The figuresrevealseveralimportantpoints:

• The cost of water has increased on average about 26 percent per year over the three-
year period, more or less in line with inflation.

• The cost of sewerage service on average has Increased at a much slower rate, about
10 percent per year.
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Figure 2.4

Water Cost per Cubic Meter
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Figure 2.5

Sewer Cost per Cubic Meter
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• EasternSlovakia WWA has remainedthe highest-costsupplier for drinking water
throughoutthe periodand,in fact, the costgapIs wideningbetweenEasternSlovalcia
WWA and the lower-cost producers (notably Bratislava, Northern, and Middle
SlovakiaWWAs).

• While all of the WvVAs haveseenthe combinedcostof water andsewerservicerise
during the period,Bratislavahasmanagedthesmallestrise,mainly dueto areduction
in its sewer costsin 1992.

Figures2.6 through2.10showthe comparisonof operatingcostsandoperatingrevenuesfor
combinedwaterandsewerservicesfor the five WWAs over the last three-yearperiod. The
figures, takenasa group, indIcatethe following:

• All of the regional WWAs were in deficit in 1990 when operating expenditures
exceededrevenues.

• All of the companieshaveshownvirtually the samerevenueperformance,doubling
from aboutKcs3.0 to about Kcs6.0per cubicmeter over the three-yearperiod.

• The costperformanceof the companies,however,hasdiffereddramaticallyover the
sameperiod, with Bratislava holding down its costincreasesto producethe largest
operating surplus in 1992.

• Threeof the WWAs improvedfrom a deficit in 1990 to asurplus in net operating
revenuesin 1992, with WesternSlovakia WWA almost breaking even; Eastern
SlovakiaWWA remainsin asubstantialdeficit, mainly dueto verysteepcostincreases.

Thereareseveralimplicationsfrom this analysisacrossthe five regionalWWAs. First, the East

SlovakiaWWA showsdeterioratingperformancerelativeto the othercompanies,mainly on
the cost side. Second,tariff increasesin mid-1991 did not appearto reduceconsumption
dramatically, allowing revenuegrowth to remain strong. The January 1993 increasein
household tariffs for waterandsewerage,from Sk3.0to Sk7.0, would be expectedto have
a more substantial impact on consumption. Third, the fact that costs rose in line with inflation
suggeststhat therewerefew incentivesto becomemorecost-efficient,such asmaking staff
reductions,acommon occurrence in commercialenterprisesthroughout Slovakia in the last
two years.

The comparisonof thecostandrevenuedataof thefive regionalWWAsshowssomevariation
acrossthe regions. If we examinethe costsof waterproductionanddistribution on adistrict
level, we would expect to find evenlargerdifferences.This is importantsincethe WS&W
services will likely be decentralizedto the district level or eventhe municipal level.
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Figure2.11 lists the WWA districtswith the ten highestandten lowestcostsper cubicmeter
of water in 1992. There are currently 38 dIstricts in Slovakia. This list illustratesseveral
importantpoints:

• The highestcostis five times greaterthan the lowest.

• Thevastmajority of the high-costdistricts(7 of 10) arelocatedIn theEasternSlovakia
WWA.

• A substantialnumberof WWA districts in 1992 haveoperatingcosts already at or
abovethe maximumwatertariff of Sk4.0 which was Introducedin 1993.

The largenumberof districts with high costsof waterpresentsadilemma: will thesedistricts
be able to operatewithout largesubsidies?It is unclearwhy thesecosts areso high and if
operatingefficienciescanbe madeto reducethem.For the present,this should be noted as
apotentialproblemin the breakupof the regional WWAs.

Figure 2.11

Districts with Highest and Lowest Water Cost (in Sk per m3)

HIGHEST LOWEST

Rimavská Sobota 3.87 Zvolen 2.02

Velk~Krt1~ 4.64 Martin 2.17

Senica 5.07 Luëenec 2.19

Humenné 5.81 Banská Bystrica 2.23

Ro~ñava 6.35 Komárno 2.72

Trebi~ov

Bardejov

Michalovce

7.76

8.03

8.33

Prievidza

2ilina

Trnava

2.74

2.82

2.87

Stará Lubovña

SvidnFk

8.87

10.30

Dunajská Streda

Bratislava

2.98

3.04

2.3 Performance Improvement in WWAs

The data above suggest that performance improvementscan be made in the WWAs,
particularly on the cost side. Although detaileddataare not availableto judge how much
improvementcan be made, the teamwas ableto examinetwo key variables:staffing ratios
andunaccountedfor water.
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Figure2.12 showsthe staffingratios of the five WWAs in termsof numberof employeesper
1,000populationsewed.The United Statesfigure of 1.9 employeesper 1,000 population

Figure 2.12

Staffing Ratios of Water and Wastewater Authorities

Employees per 1000
Population Served

Slovakia WWAs (Total) 2.9

Bratislava 2.0

West Slovakia 2.6

North Slovakia 2.8

Middle Slovakia 3.1

East Slovakia 3.4

USA (average) 1 .9

givesageneralbenchmark,but manyfactorscanInfluencethe staffingratio including thelevel
of automation.Figure 2.12 shows that BratislavaWWA has the lowest staffing ratio, as
expectedgivenitspopulationdensity.Theregionswhich aremostspreadout havethehighest
ratios. However, comparedto the U.S. figure, the Slovaic WWAs appearto be somewhat
overstaffed,possiblyby 40 to 60 percent,evenconsideringthe differencesbetweentheUnited
StatesandSlovakia.

Figure 2.13showsthe levelof unaccounted-forwater (UFW) by regionalWWA in 1992and
comparisonswith the United StatesandCanada.(The Slovakfigures arethosereportedto

Figure 2.13

Unaccounted-for Water Rates in Slovakia, the United States, and Canada

Slovakia WWAs (Total) 27.7%

Bratislava 26.2%

West Slovakia 20.9%

North Slovakia 36.0%

Middle Slovakia 32.3%

East Slovakia 26.8%

USA (average) 11 .0%

Canada (average) 12.0%
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the MSM andreflectthe differencebetweenwaterproducedandwatersold.) Onceagain,the
muchhigherfigure in Slovakiaindicatesaperformancegapthatshould be reduced.The high
level of UFIAI is a particular problem in a country like Slovakia where constraintson new
capital investmentmakeit difficult to expandwatersupplies.This meansthatcapital invested
in new sourceworks is much lessproductive sinceabout 30 percent, on average,of any
additional supply is lost. Furthermore,measuresto reduceUFVV will adddirectly to overall
watersupply capacity, reducingthe needfor new capital investment.

2.4 RevenueImprovement Potential

In the currentfiscal climate in Slovakia, additionalrevenuesfor the WS&W sectorcannotbe
expectedfrom the centralgovernmentin the form of subsidies.Rather,additional revenues
will haveto comefrom the local level, either from userfeesor municipal revenues.

Scopefor IncreasedUserFees

Tariffswereraisedin SlovakiaIn January1993,bringing thecombined(water + sewer) tariff
to Sk 7 per cubIc meterfor households,or about US$0.25per cubic meterat the time.5
Tariffsfor industrialandcommercialconsumersarenegotiatedwithno formalpriceceiling, but
the normal rangeacrossSlovakiafor this classof usersruns from Sk 12 to Sk 22 in 1993.
Figure2.14showsacomparisonof theSlovakhouseholdratewith theprevailingaveragetariff
ratesin Hungaryandthe UnitedStates.

Figure 2.14

Comparisons of GDP/Capita and Household Water Tariffs
in Slovakia, Hungary, and the United States, 1 992

Slovakia Hungary USA

GDP/Capita US$ 1850 US$ 2990 US$ 22,240

Tariff (combined water and
sewer per cubic meter) US$ 0.25 US$ 0.71 US$ 0.80

Tariff as proportion of
GDP/Capita ($1000) 13.5 23.7 3.6

Subsequent devaluation of theSlovak crown in July 1993 has broughtthat figure to about US$0 22 in the fall of

1993.
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In absoluteterms,the Slovakrateis not high. However, by comparisonto GDP/capita,the
Slovaic rateis highbut still belowtheprevailingrateIn Hungary(which Is admittedlyquite high
by comparisonto otherEuropeancountries.)Thissuggeststhattheremaybe someroom for
furtherincreasesin Slovakia,particularlyto keepup with inflation, but thatthe householdtariff
will probablynot be ableto exceedSk 12 percubicmeter(in 1993crowns),which wouldput
the householdtariff in Slovakiaat rough parity with the averagetariffs in Hungary,adjusted
for inflation.

Pastperformanceof the WWAssuggeststhatanytariff increasesarelikely to be consumedin
operatingcostincreasesunlessincentivesfor greatercostefficiencyareintroduced.6Overall,
it appearsthatthe currentlevelof tariffs in 1993shouldbesufficientto recoveroperatingcosts
of WWAs andthatany subsequentrevenueIncreasesshould be devotedto financingcapital
investment.

Scopefor Municipal Contributions to the Sector

In most other middle-income countries, local governmentsdevotesomeincome to water
supply andwastewaterinfrastructureinvestment.In addition, sincelocal governmentshave
taxing authority, they alsohave the potential to guaranteeloans for constructionof such
infrastructure.

Unfortunately,Slovakianmunicipal governmentsdo not haveadequaterevenueauthorityat
presenteitherto contributeto waterandsewerinvestmentsor to guaranteeloans.Figure2.15
showsthe aggregaterevenuebudgetsfor municipal governmentsin Slovakiafor 1991-1993.

Figure2.15showsthatmunicipal governmentsin totalhaveexperiencedasharpdrop in total
revenues,from over20 bfflion crownslastyearto about11 billion thIs year.The 1992figures,
up from aboutKcs 16 billion in 1991, wereinflatedby temporarytransfersin order to meet
needsfor completionof housingprojectsunderconstructionandemergencyloansto municipal
governments.

Municipal governments are dependent on the national government for over half of their total
revenuein 1993. Local revenues,comprisedof local taxesand sale of municipal assets
accountfor about42 percentof their total municipal budgets. The rest comes from shared
taxesfrom the state (44 percent)andcapital investmentsubsidies(14 percent),alsofrom the
statebudget.

There havebeensomesignificant changes in local tax sources introduced in the last year
whichraisesquestionsabouthowpredictableandstabletheserevenuesmight actuallybe.The
major changesinclude: elimination of operating and capital subsidiesfor public housing
enterprises,revampingof the tax baseandmunicipal shareof the wagetax, reassignmentof
thetax on entrepreneurialactivity andmunicipal enterprisesfrom municipal to nationallevel,

6 This has been the unfortunate experience in Hungary where tariffs have been raised tremendously over the past 4

years—see WASH Field Report No. 409 WaterQuality Pre-InuestrnentStudiesin the Sajo-HemadBasin In Hungary,
1993
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Figure 2.15

Overall Municipal Revenues in the Slovak Republic
Initially Budgeted and Actual, 1991—1993 (in Kcs billions)

19911

Budget Actual

1992

Budget Actual

1993

Budget

LOCAL TAXES AND FEES 2.31 3.45 3.40

House tax .12 .13 --

Tax from agricultural land .03 .06 --

Property tax -- -- 2.70

Tax on entrepreneurial income 1 .08 1 .46 --

Local fees 1 .02 1 .69 .62

Administrative and other fees .06 .11 .08

REVENUES FROM MUNICIPAL
ASSETS

.71 1.80 1.20

Earnings tax from municipal
entities .06 .15 --

Payments on financial plan .00 .04 --

Tax on wages of municipal
employees .25 .36 --

Rev’s of budgetary, cntbty
organizations .35 1 .03 .50

Revenues from property sales -- -- .70

SHARED TAXES FROM STATE: 4.74

Share of wage taxes2

Share of tax on agricultural
incomes .68

Share of tax C)fl dependent
income -- 4.74

OTHER REVENUES -- 4.54 .28

SURPLUS FROM PREVIOUS YEAR

TOTAL”OWN~REVENUES 7.75 14.00 9.61

Rent .23

4.20

3.52

.05

4.74

3.27

1 .46
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19911 1992 1993

Budget Actual Budget Actual Budget

SUBSIDIES FROM STATE BUDGET 2.45 6.63 1.52

Nonspecific subsidies .21 .20

Specific subsidies: 2.24 6.38 1 .52

To operate housing agencies .30 .24

To complete housing complexes -- 4.20

Urban transit operating subsidies 1.10 1.09 .88

Urban transit capital subsidies .85 .85 .43

Municipal self-administration;
other .05 .21

TOTAL REVENUES 15.18 16.17 10.21 20.63 11.14

1 Only totals are reported because of data noncomparability.
2 Levied at a rate of 13 percent in 1991 and 1 8.5 percent in 1992.

and replacementof the housetax and property feeswith a single property tax (Firestine
1993). In addition to expectedproblemsin implementingthe new structure,the changesin
local taxing authority shouldresult In lessbuoyanttaxingpowersat the local level, meaning
that local revenueswill not necessarilyrise quickly onceeconomicactivity picks up. In any
event,for theneartermmunicipalgovernmentssimply havelittle revenueto contributeto the
WS&W sector.

The current low level of municipal revenueraisesseriousquestionsaboutthe proposalfor
municipal governmentsto payfor the transferof waterandsewerassets.The estimatedbook
valueof WS&W fixed assets(including distribution lines, treatmentplants,andtransmission
lines) is about Sk 24 to 27 billion.7 Were municipal governmentssimply to pay off this
obligationover10 yearsatno interest,theywould paySk2.4to 2.7 billion annually,or about
onequarter of their entire budgetsin 1992. This is clearly not feasible.

A secondquestionraisedis the relativesize of the financial managementtaskthatmight be
takenon by municipalgovernments,giventhe size of their currentfinancialresponsibilities.In
the aggregate,municipalities now manageabout Sk15-16 billion annually. The annual
expendituresof the WS&W agenciesamountto aboutSk4.5 billion. Weremunicipalitiesto

~ These estimates are imprecise because the value of inputs in the creation of the assets contained many hidden
subsidies, furthermore, there is a considerable amount of WS&W construction in progress, some of it up to 15 years old,
that is not counted.
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take on this additional responsibility, it would increasetheir financial scopeby about 30
percent.This is asizeable,but not overwhelming,increasein financial responsibility.

2.5 Implications of the Financial Analysis

The financial analysisabove has revealedfive key issuesthat must be dealt with in the
restructuring:

• Underthe currentstructure,the operatingcostsof providingwaterandsewerservices
arerising fast, without adequateincentivesor mechanismsto contain them;

• The overall level of capital Investmentis too low, andfor thenextfew yearsexisting
sourcesof grantfinancing areexpectedto shrink;

• Thereis no readysourceof long-termcredit for capital investmentin the sector,even
for financially soundprojects;

• Someportionof the localitieswifi beleft with high-costwaterandsewersystemswhich
they maynot be ableto manageindependently;and

• Municipal governmentsarehighly dependenton nationaltransfersandsharedtaxes
for current operationsandhaveno financial resourcesfor supportingWS&W sector
operationsor investmentsat present.

Needfor Cost Controls

The financial performanceof the WWAs over the pastseveralyearsis the mostcompelling
reasonfor alteringthe currentsystem.Underthe existing circumstances,the regionalWWAs
haveno incentive to control costsor to generateoperatingsurpluseswhich canbe usedto
fund capital investment.It is true that the WWAs, asagroup, havegonefrom an operating
deficit to aslight operatingsurplusoverthepast3 years.Becauseof high non-operatingcosts,
however, the WWAs still show anet loss in 1992.

Figure2.16 is the combinedrevenueandexpenditurepositionfor 1992 for the five regional
WWAs as a group. This figure shows that the WWAs spentover 96 percentof operating
revenues (tariffs) on current operating expenditures.By comparison, in a well-managed
water/sewerutility in the UnitedStates,this figure would be between70 and 75 percent.8
The WWAs also had negative non-operating revenues, giving them a loss in 1992 of 2.2
percentof operatingrevenues.By way of comparison,the net revenueposition of a well-
managed utility in the United States would be a surplus of about 25 to 35 percent.

Although the WWAs showalmost 30 percentdevoted to depreciation (and hence available
for investmentin replacementof plant andequipment),theyonly spentabout19 percenton

All percentage figures in the discussion of Figure 2.16 are given as percentage of operating revenues (tariff

charges).
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Figure 2.16

Revenues and Expenditures of Slovak Regional Water
and Wastewater Companies in 1 992

(All figures shown as % of Operating Revenues)

Slovak WWAs USA Example

Total Operating Revenues 100% 100%

Total Operating Costs
• Direct Costs
• Depreciation

96.4%
66.7%
29.7%

72.3%
55.9%
16.4%

Net Operating Revenue 3.6% 27.7%

Net Non Operating Revenue
• Non Operating Revenue
• Non Operating Costs

o Interest Expense
o Other Costs

-5.8% 4.4%
14.6%

10.0%
0.2%

Net Revenue -2.2% 32.1 %

Working Capital Needs (24.1%) (18.1%)

Available for Capital Investment -26.3% 14.0%

New Capital Investment
• From Depreciation
• From Net Revenue
• From Loans

Actual Cap Investment
(from WWA sources)

29.7%
(26.3%)

0.0%

18.6%

16.4%
14.0%
39.6%

70.0%

capital investment;the restof the capital investmentfundscomesfrom grantsfromthe central
government.The WWAs do not borrowfor capital investmentwhereasin the UnitedStates,
a typical water/sewerauthority will borrow about40 percentfor new capital investment.
Combinedwith internally generatedfunds of anadditional30 percent(from depreciationand
net revenues),the typical water/sewerauthority in the United Stateswifi fund about 70
percentof its total capital investmentneedsfrom its own resources.The rest comesfrom
contributions—acombinationof (a) grantsfrom local, stateandnationalgovernmentand(b)
facilities built by private land developersand customersof the water/sewerauthority. The
water/sewerauthoritiesin the United Statesare~bleto operatein thismannerbecausethey
generatesubstantialoperatingsurplusesfrom userfees.Thekeytothis, of course,is to control
costs while maintaining revenuegeneration.So long as operatingcosts can be contained,
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Slovalda has an excellent opportunity right now to greatlyimprovethe financial position of
WWAs, sincetariffs havemorethandoubledthis year.

IncreasingLevelsof Capital Investment

The rationalefor generatingsurplusoperatingrevenuesis to permit higher levels of capital
investment. In Slovakia for the nearterm, the only sourceof additional capital investment
appears to be from internally generated funds of the WWAs themselves.Neitherthe central
governmentnor the municipal governments are likely to be able to provide any additional
funds undercurrentfiscal constraints.

With the 1993 tariff increase,the WWAs asagroup should be ableto generatea substantial
surplus in net revenues.This surpluscanbe usedto fund capital investmentdirectly or be
“leveraged” by borrowing, with the surplus used to cover the debt service (interest and

repayment of principal) on the borrowed funds.

Figure 2.17 presentstwo different scenariosshowing the amount of capital investment
availableto the WWAs with certainchangesto the financial managementof the authorities.

Figure 2.17

Estimating Funds Availability for New Capital Investment
in WS&W Facilities under Alternative Scenarios

Actual 1992
ExperIence in WWAs

Scenario 1: Increase
net revenue to 15%

Scenario 2: Increase
net revenue to 30%

Net Revenue Surplus
• Total
• 50% available

0
0

Sk435 million
Sk218 million

Sk870 million
Sk435 million

Depreciation
• Total
• Amt devoted to

Cap Investment

Sk861 million
Sk487 million

Sk861 million
Sk861 million

Sk861 million
Sk86l million

State Subsidies
(Cap Investment) Sk900 million Sk900 million Sk900 million

RBA Effluent Fees Sk437 million Sk437 million Sk437 million

TOTAL CAPITAL
INVESTMENT Ski .824 million Sk2,41 6 million Sk2,633 million

Capital Investment as
%of Op Expenses 75% 100% 110%

% Capital Investment
Generated by WWA 27% 46% 51 %
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The changesinclude (a) devoting all of the amount set aside for depreciation to capital
investmentand (b) generatinganet revenuesurplus (afterdepreciation),with two different
levels of surplusexamined:15 percentand30 percent.In Figure 2.17we assume that only
half of the surpluswould be devotedto capital investment,with the remainderheldin reserve
andusedas workingcapital. The level of capital Investmentsubsidyfrom the statebudgetis
heldconstant(with operatingsubsidieseliminated),and the levelof effluentfeesis alsoheld
constant.

The scenariosin Figure 2.17showthat the level of capital investmentcould be increasedby
aboutonethird if the WWAs achievedasurplusof 15 percent.This would give the sector
abouta 1 to 1 ratio of capital investmentto operatingexpenditures.The increasein the
surplusto 30 percentwould addroughly Sk 220 million a yearmore. This would certainly
improve the situation with respectto the WWA facilities, but would probably not allow for
substantialexpansionof seweragenetworksor makingup the deficits in wastewatertreatment
facilities. To get amuch larger increasein capital investmentto overcomethesedeficits, it

would be necessaryto leveragethe net revenuesurplusby borrowing.

Needfor Long Term Credit

As mentionedabove,the WS&W sectorinstitutionswill require access to credit in order to
overcomethe capital investmentdeficits, especiallyin the wastewaterarea.

Therearea numberof differentmodelsfor providingsuchcredit,rangingfrom arathersimple,
one-time sector loan for wastewaterfacilities to a more elaborate infrastructure lending
institution. While the exact form that sucha credit programmight take is not clear, foreign
funding sourceswill obviously be requiredto capitalizeit.

In addition to establishinga credit channel, it is necessary for the potential borrowers to
developcredit-worthiness,whethertheybe individual municipalitiesor publicauthorities.The
key to credit-worthinessis the ability to operatein a financially sound manner.In essence,
WS&Wauthorities must be able to demonstrate that they can meet their operating costs from
operatingrevenuesandgeneratesufficientsurplusestofund capital investmentin conjunction
with reliable external support. This external support can come from dedicatedcentral
governmenttransfersor funds contributedby local government.

Financial Supportfor High Costand/or Low IncomeAreas

There are a numberof areaswherethe cost of WS&W servicesare known to be high. In
addition,thereareregionsof Slovakiawhereeconomicresourcesarenot adequateto support
high userfeesor municipal contributions.Most likely, therewifi continueto be aneedfor well-
targetedcentral-governmentsupportto the sector.

Whether this support should be grants or loans will dependprimarilyon the ability of the local
communities to borrow and repay loans. Figure 2.18 presents a simple matrix diagramwith
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two dimensions—costof service along one axisand level of local economic resources along
the other. In areaswhereWS&W costs are low and economicresourceshigh, thereis little
justification for grantsupport.At theotherextreme,poor communitieswith high servicecosts
should not be forced to borrow sincethey havelimited ability to repay. The whole credit
systemtends to be undermined when loans are forced on local governments that are not
credit-worthy. In suchcases,repaymentis not takenseriously.

Level of Local Economic
Resources

Low High

D)
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Figure 2.18

Decision Matrix for Selection of Grants vs. Loans for WS&W Investments

It is clearthatthe municipalizationof the WS&Wsectorwill resultin anumberof local systems
which will havetroublebecomingfinancially self-sufficient.The centralgovernmentmustbe
preparedto dealwith thiseventualityandhaveclearpolicies fordeterminingthe level and type
of financial supportthat will be available.

LOANS
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StrengtheningMunicipal Financesto Supportthe Sector

It is likely thatmunicipal governmentswifi assumedirectcontrol of WS&S servicesandinherit
the principal responsibility for financingtheseservices.The financial analysisof currentWWA
operationsindicatesthat overall WS&W operatingcostsshouldbe recoverablefrom userfees
andthat somelevel of outsidecontribution will still be neededfor meetinga largeportion of
the capital costs.Furthermore,there are a numberof localities where operatingcostsare
higher andoperatingcostsupport will be needed.

The principal concernof mostmunicipal governmentswill be on financingthe capitalcosts.

In many countries, local municipal governmentseither serveas the principal borrower for
infrastructure loans or provide some guaranteesfor borrowing by a WS&W authority.
Municipal governmentshavetaxing powersand/or a claim on sharednational taxes or
formula grants.Any or all of theserevenuesourcesmay be usedto back borrowing for
WS&Wsector investments, depending on the strengthof therevenueflows being pledged.
As notedearlier,Slovak municipal governmentsarenot in a goodposition at presentsince
their revenuesareneitherlargenorpredictable.To makethemcredit-worthyborrowers,the
revenue authority of the Slovak municipalities must be increased and the revenue flows must
be madesteady.

Therole of municipalitiesandthe strengtheningof municipal financesarecriticalto thesuccess
of the WS&W transformation.It wifi be virtually impossible for the WS&Ssector to overcome
currentdeficitsin seweragecoverageandinadequatewastewatertreatmentwithout substantial
loans for the sector.The WWA finances are not sufficiently strongto carry the debtburden
without the backingof municipal governments.

LinkagebetweenmunicipalgovernmentfinancesandWS&W servicesrunsin bothdirections.
In somelocalities wherecostsof water andsewerservicesarelow, the takeoverof WS&W
servicesmaybe viewedby municipal officials asafinancial windfall, particularly in cases where
currentcashflow is high. Experiencefrom othercountriessuggeststhat in thesecases,local
officials may be temptedto siphon off excesscash flow and use it for other municipal
purposes.This Invariably leadsto inadequateattention to capital investmentneedsin the
WS&Wfacilities and long-term deterioration of the systems. It is critical that steps be taken to
guardagainstthis possibility, mainly by ensuringthatasufficient level of reservesbe retained
within anyWS&W enterpriseandthatdiversion of WS&W “profits” to otherusesbe tightly
monitored.
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Chapter 3

RESTRUCTURING THE WATER AND WASTEWATER SECTOR

This chapterdiscussesinstitutional issuesinvolved In restructuringthe waterandwastewater
sector.Interviewswith mayors,WWA officials, andcentralministrystaff identified issuesto be
addressedandthe rangeof perspectivesfor the restructuringplan. This chaptersummarizes
theseissuesandpresentsthe option which supportsthe basicprinciples of the restructuring
andwhich generallyenjoysconsensusbackingof most of the actors.

3.1 Basic Principles

Eight basicprinciples for restructuringhaveemergedfrom the fieldwork. The WASH team
believesthatmost partieswould feel the restructuringplan should respecttheseprinciples.

Continuity of Service

The currentsystemprovideswaterIn a fairly reliableway. No onewantsthe restructuringto
result in asituationwhich providespoorerquality service.

Flexibility

The new systemshould permitvariationsfrom region to region andevenwithin regions. It
becameapparentduring thefield visit thatno singlesolutionexiststhat wifi be appropriatefor
the entire country. Municipalitieswant the freedomto choosearrangementswhich suit their
technical,financial, and institutional conditions.

Municipally-basedSolutions

There is broadrecognitionthat the new systemshould transferownershipandresponsibility
to the municipalities for the provision of water supply and wastewaterservices.All parties
agreethat the infrastructurefor watersupply and wastewatershould be transferredto the
municipalities.

Efficiency

Thenew companiesthatemergefrom the restructuringshould be run in anefficientmanner:
they should take advantageof modem managementtechniques,increasethe use of the
private sector, reduceoverstaffing, and improve their financial management.This type of
managementefficiencywifi keepcostsundercontrol andhelpin limiting futuretariff increases.
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CombinedResponsibilityfor Waterand Wastewater

The provision of wastewateris morecostly andtechnicallymorecomplexthanthe provision
of drinking water. Combiningthesetwo servicesallowsgreateroperationalefficiencyandthe
possibility of using internal cross-subsidies from water to wastewater.

National BudgetSubsidies

One goal to work toward is eliminating operating subsidies for all local water and sewer
services.While someform of subsidyfor capital investmentmay be continued, the amount
andconditionsneedto be madeclear.

Accessto Capital InvestmentFunds

In addition to limited statesubsidies,localwaterandsewerserviceprovidersrequireaccessto
a pool of funds for capital investment.In the nearterm, thesefunds can come only from
foreign lendingsourcesandwill mostcertainlybe madeavailablein the form of loansto local
governmentsandauthorities.

Competition

The restructruingis likely to result in the formation of anumberof smallercompanies.These
companieswill needaccessto aregional company(formed from the existingwaterworksand
sewerageauthorities)offering contract operationsand maintenances, specialized services, and
engineeringdesignexpertise.Theseregionalcompanieswill be moreefficientandcompetitive
if the new configurationencouragesandallows competitionfrom private sectorcompanies.

3.2 Issues to Address

Despite agreementon the above principles, a number of issuesremain which still need
resolution before the restructuringcantakeplace.Exceptfor the final item in the list (payment
for transferof assets), all of these issues will haveto be addressedbeforethe restructuringcan
go into effect.

Wastewater Financing

Currently, only 52 percent of the population is connected to public wastewater systems. In
addition, many of the existing systems are in need of rehabilitation, and many cannot handle
the volume of wastewaterbeing generatedand, as a result, dischargedirectly into rivers
without any treatment.The financing needsare great, but grant funds availablefrom the
Environment Fund, coupled with capital investment funds from the Ministry of Soil
Management,areinadequate.Underthe existingsystem,municipalitiesdo not haveadequate
revenue-raising authority to finance water and sewerinvestments.If municipalities are to
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assumethe main financial responsibility for WS&W services,thenstrengtheningmunicipal
financeswifi be key to increasedinvestmentin the wastewatersector.

Ownershipof TransmissionLines

Many municipalities are supplied water through common transmission lines. In Middle
Slovakia, for example, approximately70 percentof thoseservedby the WWA areserved
through onelarge,interconnectedsystem.Ownershipof the transmissionlines in such cases
must be decided.The MSM is understandablyreluctantto breakapartthe managementof
transmissionlines. Two of the optionsto considerfor ownershipandmanagementof a large
commonnetworkof transmissionlinesare: 1) joint ownershipof the transmissionlinesby the
municipalitiesandstate,with acommonbulk waterrateto all municipalitieson that system;
the statewould continueto operateandmaintainthe transmissionof the lines, to allow for
greatercross-subsidiesamongmunicipalitiesand 2) form one bulk water companyowned
either by the state or by the state and municipalities, which would sell water to different
regionalcompaniesat differentrates(dependingon distanceandelevation).

In somecases,transmissionlinesaresharedby asmallernumberof municipalities,say 20 to
25.Thosemunicipalitiesmightown andoperatethetransmissionlinesin common,alongwith
the watersupply distribution andwastewatersystems.

If the ownershipandmanagementof the transmissionlinesis transferredfrom the stateto the
municipalitiesor to abulk watercompany, the statewill continueto havean importantrole
to play.One key role that the statewifi play Is to ensurefair treatmentto thosemunicipalities
currentlynot connectedto thetransmissionlines. Another role for thestatewill be in the area
of regulation,for example,reviewingbulkwaterrates,auditingfinances,andmonitoringwater
quality.

Ownershipof MovableAssets

Movable assetsinclude heavy andspecializedequipmentthat is neededfor operationsand
maintenanceactivitiesaswell asadministration.This equipmentIs generallyvery costly, and
the municipalitiesareconcernedthey will not be ableto takeresponsibilityfor their systems
if they arenot given their fair shareof the movableassetsfree of charge.Complicatingthe.
issue is the simple fact that theremay not be enoughof certainassetsto provide to each
municipality or regional company.In this case,sometype of sharingarrangementwifi have
to be workedout.

Accessto SpecializedResources

Over time the WWAs have acquired specializedequipment and developedspecialized
capabilities, such as laboratory services. In manycases,it makessenseto providesuchservices
on a regional basiseither becauseof the costor the Infrequentneed.A systemwill needto
be developedsothesespecializedresourcescan be accessedfor a fee.

31



Design and Ownershipof New WS&WCorporateEntities

Much of the debateover restructuringthe WS&S sectorhascenteredon the new corporate
structure(s)—whowould own it and in what form. The main Issuesinclude: (a) Can
municipalities establishnon-profit corporationsunder existing Slovak commerciallaw? (b)
Shouldthe statecontinueto hold an ownershipstakein local or regional authorities?(c) How
should ownershipbe apportionedto municipalities thatjoin regional authorities?(d) What
should the rights andresponsibilitiesbe for those municipalitiesthat do not currently have
public WS&W systems?Theform andownershiparrangementsfor the new watercompanies
will haveto be resolvedsincethereareopposinginterestsandno goodexistingmodelswithin
Slovakiathat can be used.

Capability of Municipalities

Although many municipalities believethey havethe capability to managetheir own water
supply andsanitationsystems,some of the municipalitiesandthe WWAs believethat the
currentcapability is not adequate.Although it wasnot possibleto assessthe capabilityof the
municipalities in detail during the recentvisit, it is probably safeto assumethat they wifi
require somecapacity-buildingeffortsastheyassumegreaterresponsibility.Themunicipalities
interviewedintend to hire district staff from the WWAs. Although district-level staff are
qualified in operationsandmaintenance,in generaltheywill be lessqualified in such areasas
financial management,investmentplanning, andengineeringdesign.

UnservedCommunities

Approximately one quarterof the population is currently not connectedto a public water
supply system.Almost onehalf of the population is not coveredby any public wastewater
system.A certainpercentage(exactdatawerenot available)of thispopulation live in isolated
areasor small villages whereit is not financially andeconomically feasibleto servepeople
through public systems. However, there are undoubtedly communities that are suitable

candidatesfor public systems,especiallywastewatertreatment.it is importantto ensurethat
thesecommunitiesare includedin future plansandnot left to fendentirely for themselves.

Future of the Existing WWAs

If the restmcturingplan which is ultimately adoptedgivesresponsibilityto the municipalities,
the four regional WWAs will no longer function as they havein the past. (The Bratislava
WWA will continueto existin its presentform, servingonly the city of Bratislava.)Depending
on the final restructuringplan, therole of the regionalWWAs is likely to include management
of transmissionlines, provision of contract operationsand maintenance,and specialized
engineeringandsupportservices.Creatingsix regional O&M companiesInsteadof four has
alsobeendiscussed.Whateverthe final plan, the four regional WWAswill be transformed.
SincetheseWWAs contain nearly all of the expertise in the water supply andwastewater
sector,their new role andhow they arerestructuredwill require carefulthought.
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Paymentfor Transferof Assets

This Issue has been discussed at some length in Chapter 2. In sum, the municipal
governments’current low level of revenueauthorityindicatesthattheyhaveno potential for
payingfor the transferof assets.The only way this would be feasibleis If the centralincreased
financialtransfersto the municipalities so they could then make payment back to the central

government.

3.3 Restructuring Options

Many optionshavebeendiscussedoverthe pastyear.Threeoptions in particularhavebeen
considered.The box below describestheseoptions.

Options Considered for Restructuring

OPTION RESPONSE

I. One national water and sewer company
or a single holding company with
regional subsidiaries.

Not acceptable to the municipalities

II. Formation of two joint stock companies,
one in which ownership of all fixed
assets is transferred to municipalities,
and the other, owned by the state and
the municipalities, which is responsible
for operations and maintenance and all
specialized services in their service
areas.

Proposed by the existing WWAs;
not acceptable to the municipalities

Ill. Municipalities would own and manage
water supply and wastewater systems
within their jurisdiction. A regional joint
stock company would own and be
responsible for management of the
transmission lines.

Acceptable to the municipalities
with some modification.

After extensive discussions with the municipalities and WWAs, one option seemed to emerge
which respectedthe basicprinciples (Section3.1) and respondedto most of the concerns
expressed by the municipalities and the WWAs(Section 3.2). It should be emphasized that
the WASH team is not trying to promoteone option over another.However, during the
discussionsit becameclearthattherewasoneoption which camefairly closeto satisfyingthe
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concernsof all patties.This option combineselementsof the variousoptionswhichhavebeen
consideredto date.Below arethe essentialelements.

• Ownershipof infrastructurefor watersupplydistributionandwastewatercollectionand
treatmentwould be transferredto the municipalities.

• Eachmunicipalitywouldbe responsiblefor decidinghow it wantsto arrangefor water
supply andwastewaterservices.Threebasicscenariosareenvisioned:

Scenario 1: Somemunicipalities, especiallythosethat have independentsystems
(i.e., not connectedto commontransmissionlines), will own andoperatetheir own
systems.

Scenario2: Othermunicipalities,especiallythosethatshareacommontransmission
line, may form a smaller regionalcompany to own and operatethe systemfor all
municipalitiesconnectedto it.

Scenario 3: Where many municipalities sharecommon transmissionlines, as in
Middle SlovakiaandEastSlovakia,municipalitiesmaydecideto form severalsmaller
regionalcompaniesfromthe commonnetworkto operateandmanagethedistribution
systems.Ownershipandoperationof the transmissionlineswill be left to ajoint stock
companyheld by the stateandmunicipalities.

In anyof the threescenariosabove,municipalitiesor smallerregionalcompaniesmay
decideto contractout the managementof their systems.

• Unservedcommunitiesthatfall within thenewlyconfiguredserviceareasof thesmaller
regional companieswould be offered ashareIn that regionalcompany.

• Municipalities andsmallerregionalcompanieswill hire staff from the existingWWAs
to operateandmaintain their systems.

• TheexistingWWAs wifi becomeregionalcompaniesoffering contractoperationsand
maintenance,engineeringdesign,andspecializedservices.In caseswherecommon
transmissionlinesserveasignificantpercentageof the municipalities,thesecompanies
will alsomanagethe transmissionlines. Theseregionalcompaniesmaybejoint stock
companieswhoseexactnatureIs yet to be determined.it is possiblethatmorethan
four regionalcompanieswill be formedfrom the existing WWAs.

• Other qualified companieswill be allowed to competewith regional companiesin
providing operationsandmaintenanceor engineeringservices.

• Movableassetswill be distributedfreeof chargeto the municipalitiesor to associations
of municipalities that will be formed for the managementof water supply and
wastewaterservices.

• Waterandwastewaterserviceswifi be combinedin all cases.
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Figures 3.1 and3.2 show the current configuration of water supply transmissionlines in
Middle SlovakiaandEastSlovakia.Althoughthesefiguresdo not containall the transmission
lines, they do containthe majoronesandifiustrate the rangeof systemsto be addressedin
the restructuring.

Figure3.1depictsMiddle Slovakia,whereexamplesof all threescenariosdiscussedabovecan
befound. Kremnica,an exampleof the first scenario,hasits own sourceof waterandwould
like to own andoperateits systemindependently.The Previd.zadistrict is an exampleof the
secondscenario.This district, which consistsof 52 municipalities, would like to own and
operateeverything—watersupply distribution systems,transmissionlines, and wastewater
systems.Previciza is preparinga proposalto this effect. FIgure 3.1 also depictsthe third
scenario,wherea largesystemof transmissionlines servesthreeor four districts.

The largesystemof transmissionlines In Middle Slovakiacurrentlyserves70 percentof the
populationin the geographicareacoveredby the WWA. The Zvolen district, for example,
consistsof 60 municipalities,of which6 have80 percentof the populationin the district. The
municipalities in this district would like to form a regional companyresponsiblefor water
supply distribution andwastewaterservices.This new companywould buy bulk waterfrom
the statebut would not own or operatethe transmissionlines.

Figure 3.2 showsthe main transmissionnetworkin EasternSlovakiaandalsohasexamples
of the samethreescenarios.In EastSlovakiaasingle systemof transmissionlinesdominates
the region, highlighting the critical importanceof deciding on the issue of ownershipand
managementof transmissionlines.SpiskeVlachy Isan exampleof a smallmunicipality with
its own watersupply.

Theconsensusoption discussedabovecreatesasystemIn which eachmunicipalitydetermines
how it wants to provide services. It respectsthe current technical conditions in that
municipalitieswhich sharecommontransmissionlines areallowedto join togetherto form a
small regional company.It also carvesout a clearrole for the existing WWAs, one which
providescontractoperationsandmaintenance,specializedengineeringandsupportservices,
andmanagementof transmissionlineswhennecessary.

This option alsomakespossiblesome degreeof competition in managingWS&W services,
sincemunicipalities andmunicipally owned regionalauthoritiescanfreely contractwith the
O&M companiesforservices.Individual O&M companieswill be ableto competefor contracts
in any part of the country. Foreign companiesmight alsoenterthe market.
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Chapter 4

RESTRUCTURINGACTION PLAN

4.1 Introduction

Once the restructuringplanis agreedupon andofficially approved,a transitionperiodof two
yearswifi be necessary.During this time, municipalitieswill be able to preparefor their new
responsibilities,andexistingWWAswill needto transformthemselvesinto regionalcompanies
offering a rangeof operationsandmaintenanceandengineeringservices.Without a well
plannedandimplementedtransitionperiod,the restructuringIs likely to resultin disruptionof
services.Undoubtedly problemswill ariseregardlessof the effectivenessof the transition
period.Many of theseproblems,however,canbe avoidedwith carefultransitionalplanning.

Thetwo-yeartransitionperiodshouldstartfromthetimethe restructuringplanis agreedupon.
Thefirst 12 monthsshouldbeapreparationperiod,attheendof which the new structurewill
actuallygo into effect. Thenext12 monthsshouldbe astart-upperiod for thenew companies
as they assumeresponsibilityfor the waterandwastewatersystems.

This chapter recommendsactions for both the preparation and start-up periods. The
preparationperiodsuggestionsaremorespecificanddetailed.Towardstheendof the first 12
months,it will be possibleto developa moredetailedplanfor the start-upphase.

4.2 PreparatIon Period

Five broad areas of activity are discussedbelow, eachwith varioussubtasks.A sixth section
looks atreorganizationof WWAs.

4.2.1 Improve Efficiency of the Water andSewerCompanies

In orderto limit future tariff increasesandto generatesurplusrevenuesfor capital investment,
the new water and sewercompanieswill needto keep costs under control, i.e., in both
operationsandmaintenanceandfinancial management.In thepast,therewerefew incentives
for improvedefficiency.Finding waystoImprovebillings andcollectionsandcashmanagement
will improvethe financial position of the companies.On the servicedelivery side,increased
emphasison preventivemaintenanceandon modernoperationsandmaintenanceprocedures
wifi lower costs.

To getstartedin improvingefficiency,ateamof expertsshouldundertakeadetailedtechnical,
financial, and managementaudit of two water andsewerdistrictsto learn how the water
companiescurrently operateand identify specific ways to make improvements.This wifi
providethe baselineto developtraining andtechnicalassistanceprograms.Trainingprograms

39



wifi be aimedat managersof waterdistrictsandmunicipal officials. The two districts should
be selectedto gatherinformation which canbe generalizedto the restof the country.

4.2.2 Develop a Processto Assist the Municipalities in Making
a DecisionAbout What Option to Choose

Many municipalities are not well informed about the restructuringof the water and sewer
sector;somehaveonly vaguenotionsof whatoptionshavebeendiscussed.If therestructuring
conceptsuggestedin Chapter3, or some variation, is chosen,municipalities or groupsof
municipalitieswill havethe following fundamentalquestionsto answer:

• Will municipalitieswith anindependentwatersystemsetup their own municipally run
companies?

• Will neighboringmunicipalitiesconnectedto commontransmissionlinescreateregional
associationfor water andsewerservices?

• Wifi eachassociationform aregional waterandseweroperatingcompanyor will they
contractout the operationsandmaintenanceof their system?

• Will each associationwant to manageits transmissionlines (assuming it is not
connectedto a largesystemof transmissionlines) or will it want to contractout the
managementof the transmissionlines?

Once these choices are made, the associationswill have to addresssuch questionsas
ownership of the fixed and moveable assets, staffing, and organizational structure.
Municipalitieswill needaccesstoinformationandassistancein makingthesechoices.Materials
needto be preparedand individuals trained to work directly with the municipalities. The
individuals should work under the auspicesof an independentorganization,such as the
Associationof TownsandCities.Donor assistancewifi be usefulin developingthe processfor
informing the municipalitiesandpreparingthe supportmaterials.

4.2.3 Develop Training Programsfor Municipalities andfor
Future Water andSewer Authority Personnel

Two broadcategoriesof peoplearelikely to requiretraining: thosewho will staff the waterand
sewercompaniesandmunicipal officials who will be responsiblefor overseeingthe operations
of thenew companies.Initially the focusshouldbe on seniorandmid-levelWS&W managers.
Trainingwill be neededin financial managementandoperationsandmaintenance.Training
will be neededfor municipal officials in tariff setting, investmentplanning, andthe basicsof
water andsewercompanyoperation.The municipalitiesneedto be empoweredsotheycan
adequatelyrepresentthe interestsof the populationsin their areas.
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The training effort hasseveralcomponents:

• developmentof acomprehensivetraining planbasedon theneedsidentified during
the technicaland financial audit.

• developmentof training materials,i.e., coursematerialsanddesigns.

• training of trainersto deliverthesecourses.

• management of the training program including identification of participants,
preparationof the training site, logistics, andfinancial management.

It is clearthataSlovakianorganizationneedsto be identified to assumeresponsibilityfor this
effort. Externalassistanceshould be provided to supportthe local organization.

4.2.4 Develop anOwnershipPlan for the New Arrangements

Two ownershipissuesneedto be addressed:(1) infrastructureforwatersupplydistributionand
wastewatercollection and treatmentand (2) transmIssionlines, especiallywhere several
companiesarelikely to shareacommonnetwork.

The questionswhich mustbe answeredinclude the following:

• Will thesewaterandsewercompaniesbe non-profit companies,as mostbelievethey
should be?

• How will the sharesbe divided? On the basisof population, or someothercriteria?

• Will the stateretain apercentage?If so, what percentage?

This effort is likely to require establishmentof alegal frameworkin whichthe companiescan
operate. It appearsthat thereis currently no legal framework in Slovakiafor a non-profit
companywhich generatessurplusrevenuesbut doesnot paydividends(retainingthe surplus
for capital investments).

To work out the delails of the ownershiparrangements,an expertwith extensiveexperience
in this areashouldbe identified. This expertshould alsobe responsiblefor draftingprotocols
for the different ownershipscenarios.This activity will require legal expertisefrom Slovakia.

4.2.5 Establish a Mechanismfor Capital Financing

Establishing a mechanismfor capital financIng of water and wastewaterinfrastructureis
essentialif the unmetneedsareto beaddressed.In variouscountries,arangeof mechanisms
havebeenused,suchasthe establishmentof amunicipal Infrastructurebankor alow-interest
loan program. The capital financing system must addressnot only loans for those
municipalitieswhich can afford them,but also asystemfor grantsfor poorercommunities.
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Many of thesearebeingdiscussedin Slovakia,andone option, the useof a revolving fund,
hasalreadyattractedthe attentionof foreigndonors.Outsideassistancecould be beneficialin
this effort, but it would be moreusefulafterthe governmentdecidesto establishasystemfor
capital financing.

4.2.6 Reorganizethe Existing WWAs

The existingWWAswill losemuchof their operatingstaffto the newregionalwaterandsewer
companies.They will continue to provIde operationsand maintenanceand engineering
serviceson acontractbasis,perhapswith competitionfrom the privatesector. This new role
will requirereorganizationof the existingWWAs, for streamlined,costeffective operationto
competeeffectively with private sector groups. In their transition, the WWAs may request
foreign assistancefrom individuals familiar with similar O&M companies.

4.3 Start-up Period

By the beginningof the start-upperiod (the second12 months),the following changes will
hopefully havebeenaccomplished:

• Municipalitieswill know whattheir future arrangementis for waterandsewerservices.
They wifi have decided whether they want to operatethe systemthemselvesor
contractout the operationsandmaintenance.

• Ownershipagreementswill be signedand in effect.

• Staff will be reallocatedto new companies.

• Most seniormanagersandsomemid-level staff will havebeentrained.

• Existing WWAs will havebeenreorganizedandwill haveadequatestaffing levelsto
provide the servicesrequestedby the municipalities.

• Movable assetswill havebeenreallocatedto the new companies.

• A decisionwill havebeenreachedon acapital financing mechanism.

The start-upperiod will consistprimarily of threecomponents.

TechnicalAssistance

The technical assistancecomponent will continue to provide targeted help to the new
companiesas theyadjust to their new responsibilities.It is unrealisticto expectthat the new
companieswill be ableto managethesystemswithno outsideassistance.A local organization,
eithergovernmentalor nongovernmental,should be responsiblefor providing this technical
assistance.
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Training

The training componentwifi be acontinuation of what was setup during the preparation
phase.The preparationphaseshouldtargetseniormanagersof the new companies,andthe
start-upphaseshouldfocus on mid-level staffand, to the extentfeasible,operatorstaff.

Capital Financing Mechanism

The capital financing mechanismis unlikely to be in placeby the beginningof the start-up
period.If adecisionregardingthenatureof themechanismhasbeenreached,assistancecould
be provided in actuallyestablishingthe mechanism.

Although a12-monthperiod issuggestedforthe start-upperiod,start-upis likely to continue
for severalyears.Somemunicipalitieswill quickly gainthe experiencenecessaryto run their
systemsefficiently. Other wifi require assistanceover a longerperiod of time.

4.4 Monitoring the RestructurIng Program

Making the restructuringsuccessful will require a concerted,well-plannedpreparationand
start-upperiod.Externaldonorassistancewill berequiredtofund thetechnicalassistance and
to provide access to outside experts. No matter how well planned the transition period is,
however,therewill still be problems.The centralgovernmenthasan importantrole to play
in monitoring of the restructuringprogramto makesurethatproblemareasareaddressed.At
leastfor the nextseveralyears,asmallunit within theMinistry of Soil Managementmight be
formed to carry out this monitoring and coordinate the efforts of donor and Slovakian
organizations. This unit should establish a monitoring process to collect and analyze data to
trackperformance.Thesedatashouldinclude bothmacro-leveldata,suchas percentageof
people served and staffing ratios, and data on water authority performance, such as
unaccounted-for-water,operating revenues,and debt service as a percent of operating
revenues.This information will allow the unit to identify companiesin needof assistance.

Although the Ministry of Soil Managementappearsto be the logical candidatefor takingthe
leadresponsibilityfor monitoring, otherinstitutions affectedby the decentralization,such as
the Ministries of Finance,Environment,andPrivatization,should alsobe involved.

4.5 Role of External Assistance

The actionplanwill require externalassistance.Expertassistancewifi be requiredin eachof
the six areasdiscussedin Section4.2, with the possible exception of the reorganization of
existing WWAs. In addition,externalfunding will be neededto supporta local organization
to help the municipalities make an Informed decision about the new arrangements and to
provide training and technical assistance.No existing Slovak organization has sufficient
resourcesto fund the costof trainingandtechnicalassistance;outsidefinancial resourceswill
be neededfor theseactivitiesover a two-yearperiod.
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4.6 Conclusions

Restructuringthe waterandsewersectoris anenormousundertaking.Therisksinvolved have
understandablygiven pauseto thosewho areexperiencedin managingthe existing WWAs.
Nevertheless, there is widespread agreement in Slovakiathat the municipalities should own
theinfrastructureandthatthisownershipcanleadto ahigh levelof responsibilityformanaging
the system.

The governmentof Slovakiahasfollowed acareful anddeliberateprocessto decide on the
form that restructuringwill take,involving all of the key Interestgroupsin the discussion.This
processhasyielded an emergingconsensuson the form that the new structureshould take.
However, therestill remainsagreatdealof work in resolvingkey issuesandin assistingkey

agenciesin the implementation.Once the main policy decisionsare finalized, the task of
putting the new structurein placestill remains.A carefulprogramof assistancewill reducethe
problemsand increasethe chancesfor long-term success.
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WASH Operations Center
1611 N. Kent St., Room 1001

Arlington, VA 22209-2111
Phone: (703) 243-8200
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THE WASH PROJECT

With the launching of the United Nations International Drinking Water Supply and Sanitation Dethde in 1979, the United States Agency
for International Development (A.l.D.) decided to augment and streamline its technical assistance capability in water and sanitation and,

in 1980, funded the Water and Sanitation for Health Project (WASH). The funding mechanism was a multi-year, multi-million dollar
contract, secured through competitive bidding. The first WASH contract was awarded to a consortium of organizations headed by Camp
Dresser & McKee International Inc. (CDM), an international consulting firm specializing in environmental engineering services. Through

two other bid proceedings since then, CDM has continued as the prime contractor.

Working under the close direction of A.l.D.’s Bureau for Science and Technology, Office of Health, the WASH Project provides technical
assistance to A.LD. missions orbureaus, other U.S. agencies (such as the Peace Corps), host governments, and non-governmental

organizations to provide a wide range of technical assistance that includes the design, implementation, and evaluation of water and sani-
tation projects, to troubleshoot on-going projects, and to assist in disaster relief operations. WASH technical assistance is multi-discipli-

nary, drawing on experts in public health, training, financing, epidemiology, anthropology, management, engineering, community
organization, environmental protection, and other subspecialties.

The WASH Information Center serves as a clearinghouse in water and sanitation, providing networking on guinea worm disease,
rainwater harvesting, and pen-urban issues as well as technical information backstopping for most WASH assignments.

The WASH Project issues about thirty or forty reports a year. WASH Field Reportsrelate to specific assignments in specific countries;
they articulate the findings of the consultancy. The more widely applicable Technical Reports consist of guidelines or “how-to” manuals
on topics such as pump selection, detailed training workshop designs, and state-of-the-art information on finance, community organiza-
tion, and many other topics of vital interest to the water and sanitation sector. In addition, WASH occasionally publishes special reports

to synthesize the lessons it has learned from its wide field experience.
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For more information about the WASH Project or to request a WASH report, contact the WASH Operations Center at the above address.


