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Abstract. This paper investigates some general issues related to the opportunity of
regionalization, involving the aggregation of several towns for the provision of drinking
water and wastewater services, as well as some particular features and challenges of the
processin Romania. The main driver for the aggregation/regionalization of utilitiesis usually
the potential to realize economies of scale by providing services to a larger customer base
and at a lower cost, also increasing the size and efficiency of new investments by sharing
infrastructure projects and accessing international funding.
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1. Factorsfor the aggregation and regionalization of water supply and
wastewater services

A regional public water supply and wastewater wytilrepresents the entire
technological, operational and managerial systesulted from the combination of two or
more local drinking water supply and wastewatetesys. The main objective in creating
a regional drinking water and wastewater systemmatpeis to optimize the performance
of the operations and quality of supplied servitgsusing joint resources and facilities.

Therefore, the process of regionalization congistsoncentrating and integrating
the services rendered by a group of administragwetorial units. The new regional unit
covers a certain geographical area delineated bhydrographical basin and/or
administrative boundaries. It is also a strategideline that the regional operation of
water supply and wastewater services should bemeetd in an area covering at least
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100,000 population equivalents and as much urbajloagrations in a county or
hydrographical basin as possible.

For the purpose of regionalization, the aggregatioay be defined as the
grouping of several municipalities into a singlaramistrative structure for the regional
provision of a particular service.

Generally, these aggregated structures vary almeg dimensions:

1. the scale: Aggregated structures can group two neighborinmicipalities, or
several municipalities in a single region or actassoader territory;

2. the scope: Aggregated structures can provide a single serffar example, bulk
water supply) or all services, from raw water aodion to sewerage treatment;

3. the process: Municipalities may form aggregated structuresumtdrily based on
mutual interests; alternatively, a higher level gufvernment, driven by the
overall public interest, may impose or stimulate #ggregation process.

The aggregation/regionalization of water utilitiéses not take place very often
since it has a relatively high risk of failure whpalitical will is lacking, the potential
benefits are not clearly understood, or the redipaidon process is perceived as too
complex.

Water systems reforms such as aggregation and nadgiation are usually
considered when there are perceived inefficienitiethe management of water supply
and sanitation (WSS) services, either becausecseproviders are too small to provide
an efficient service and/or since former decer#adilon of public services has led to a
very fragmented water sector.

The main factors driving the consideration of aggten (regionalization) and
thus increasing the water utility’s size include:

« Increased efficiency through economies of scale

» Access to water resources and integrated wateunes® management
< Broader former decentralization processes

» Enhanced professional capacity in larger scalgefation

» Access to finance or/and to private sector pawsiogm

» Cost sharing between higher- and lower-cost sepasieas.

These main factors driving the aggregation/redipaion process of reform of
drinking water and wastewater services (as repteddan Figure 1) may be considered
also potential benefits, as we shall focus mordeitail below.



Figure 1 - The process of aggregation and regionalization of water utilities
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a) Increasing efficiency through economies of scale

Usually the main factor driving the aggregationioeglization of utilities is the
need to improve efficiency of service provisiomc& small-town water services are often
inefficient because they are too small to accedsiceservices or cannot realize the full
benefit of the infrastructure. The major motivai®rtherefore to generate economies of
scale to share total production costs over a ladlgerand base and reduce the unit costs
of production.

From the point of view of operating water servigesyould therefore be important
to identify the “optimal size” of service provisiouch an exercise is a difficult one,
however, because results depend on the specificragtances of each water service and
many factors can impact on the relative efficiemgydifferent services (employment
rules, access to international markets, topograpluonditions, water availability etc.).
Although there is evidence of economies of scalbas often been difficult to quantify
them precisely or to identify at which point econesnof scale start tailing off because of
inefficient production size.



There are still some quite recent internationallissiand research papers aiming to
find out whether there is or not a significant lib&tween the size and the efficiency of
water utilities. For instance, earlier econometteisearch (Garcia and Alban, 2001) using
data from high-income countriesoncluded that water providers may operate cost-
effectively through a range of sizes, with even Ifmidities facing economies of scale
that can be significant.

A more recent study (Tynan and Kingdom, 2005) haseninteresting outcomes
since it provides a first look at the link betwesprovider’'s size and its unit costs using
data from low-, middle-, and high-income countri€his econometric research assesses
the economies of scale facing water and sanitgtiomiders, by investigating operating
costs as a function of the size of the companyguseveral different specific indicators
(measures) of the size. It shows eventually thaematilities could reduce per-customer
operating costs by increasing their scale of opmrat

This study showed that a relatively consistentesdattor is around 0.8, which
means that a doubling in output would lead to anp8fcent increase in costs. Most
important, and in agreement with other studies iptesly carried out, it showed that
evidence of economies of scale (when increasinig $iee) is much stronger for smaller
utilities (serving less than 125,000 people) thandrger ones, for which economies start
tailing off.

The main conclusion is that neighboring small watervices providers may be
able to lower customer costs by merging and opeyats one larger regional utility. The
Regional Operating Company will therefore gain fofgp and be able to sustain further
investments and development of water infrastructsiree there are potential reductions
in investment costs from a more efficient scale.

b) Accessto water resources and/or integrated water resources management

The need to improve access to water resourcesydecd unequal access to water
resources by different localities within a regiancountry can be a strong driving factor
for the regionalization. Alternatively, managingtearesources at a higher level than the
municipal level may be required because of ovevatier scarcity or unreliability, which
creates the need for large bulk water supply scekeme

The process of aggregation and regionalization beapursued when the national
(or regional) government seeks to implement intiegravater resources management,
whether to effectively allocate resources, to asllrenvironmental considerations, to
improve the efficiency of water resources managenaed/or to implement the Water
Framework Directive 2000/60/EC.



Early (since 1974), in England and Wales, highgutgd-demand growth rates and
perceived pollution problems resulted in a cerg@lernment-led regionalization and
aggregation of more than 200 water supply compaaniesl,400 sewerage authorities into
10 Regional Water Authorities (RWAS); they were igneously in charge of integrated
water resources management and water and wasteseaige provision. The new water
authorities’ coverage areas were determined basegear basin boundaries.

To improve collection, treatment, and disposal altewater, aggregated regional
wastewater service providers can adopt a more ampsive and better-suited approach
than isolated ones can. However, it is rare ancomawt advisable to create regional water
service providers so big, based on river basin ates, since the above mentioned very
example suggests that water resources managenteseauice provision functions should
be better separated (in that case, the RWAs indalzesic “poacher and gamekeeper”
conflicts, so those functions were later split wherivate sector participation was
introduced in English water services).

¢) Broader former decentralization processes and the aggregation

It is a commonly held view that water services $thdne decentralized to the lowest
political level, i.e. the municipal level, to makeem more responsive to the needs of the
local population. However, experience has shownalind application of this principle is
unsatisfactory because most small and medium-siz@ast lack the capacity to provide
beyond a very basic level of public services. lashegly, reports on the water sector
reform around the world observe that decentrabinaith the water sector may not yield all
of its expected benefits without stronger govereasiglls at the local level and that small-
town service providers would therefore turn to agation to overcome these drawbacks.

Therefore, the aggregation/regionalization of wadervices may be the proper
choice of small towns that have acquired incregesaers and responsibilities because of
decentralization and choose to aggregate to be tabtmarry out those responsibilities
adequately. For example, in France, responsilidityvater and sanitation services belongs
to the country’s 36,000 municipalities, the majordaf which are very small. These
responsibilities are beyond what many small mualdips can reasonably provide, and
therefore local authorities have increasingly tdrteeaggregation as a means to effectively
provide those services.

d) Enhanced professional capacity inlarger scale of operation

The need for sufficient professional and skillegsart is one of the most common
drivers for aggregation and regionalization of waitdities. Although small municipalities
may have sufficient capacity to carry out routipemting and management activities for
water services, they often lack capacity for mdakesl activities (such as system planning
and design, financial management, efficient prooert, advanced maintenance and
repairs, water-quality testing, and informatiorhiea@ogy).



Usually, the lack of sufficient professional staffd skilled operatives stems from the
inability of smaller units to generate sufficiemvenue to support the type of operation
needed to provide efficient and effective watewvises. By aggregating the services and
revenue from a number of smaller towns, a critivalss can be achieved capable of
supporting the full range of functions, in the krgperational entity created (Regional
Operating Company).

€) Access to finance or/and to private sector participation

Accessing long-term finance can act as a main drif@ aggregation/
regionalization. The combination of large investimeiguirements with relatively low cost-
recovery levels is typical in the water sectorttat accessing long-term finance is a crucial
element for a sustainable development in this secto

The provision of long-term finance can be a compigite risky exercise for
financiers (central governments, international denor commercial lenders). It is often
considered more efficient to provide a larger loegn loan to a single entity than smaller
loans to a higher number of entities since thussihgle loan is subscribed by several
entities who can implicitly guarantee each othghaevent of default.

For example, in Hungary (as well as in Romania)dascale capital investments are
needed to meet the European Union (EU) environrhetitactives, especially for
wastewater treatment. In order to encourage theepsoof implementation, the Hungarian
government has determined a minimum size of loamd i@ giving a bonus for
municipalities applying as a group versus individaanicipalities.

The aggregation and regionalization may also besidered in the context of
introducing private sector participation.

In this respect, aggregating well-performing uéBtwith less successful entities may
be ordered by central governments to prevent “ghgaking” by private operators (that is,
the deliberate provision of services only in thestraitractive and profitable areas to serve)
and to increase investments to areas that othemoséd be undesirable. Regionalization
may also involve creating a large entity out of gnamaller entities because such small
entities would be unable to secure private investrhy themselves, since only a larger
demand base attracts a private operator.

In some cases, aggregation and regionalization meaybe directly linked to the
introduction of private sector participation, bihiey lay the basis for later successful
introduction. As mentioned, although it was not théinal intention, the creation of
regional water authorities based on river basimbdaties in England and Wales in the mid-
1970s created an attractive (large enough) demasel for the subsequent privatization of
water and sanitation services in 1989.

f) The cost sharing between higher- and lower-cost service areas



Regionalization in the water/wastewater sectorgihe potential to share the costs
of water services between those areas with highstscand those with lower costs.
Whether cost sharing takes place depends on whedinifis and service levels are
equalized throughout the service area of the agtgdgegional entity.

Unfortunately, in some cases, cost sharing (effelsticross-subsidization between
low- and high-cost service areas) may be seen asnatraint for the aggregation/
regionalization, because low-cost towns may regigiregating with other towns that are
more expensive to serve.

However, cost sharing has been an explicit drieertfie regionalization through
aggregation. That was the case in Scotland, fomplkg where the creation of a single
large water service provider was driven by the gavent’s political willingness to cross-
subsidize the region of Highlands and Islands (w#ry dispersed population and
expensive to serve) by other lower cost areas.

To conclude, we may say that there are some impuorbenefits of the
regionalization and aggregation of water and waatemservices, which may act as driving
factors of the process. However, each of theséndrifactors may also face some specific
constraints or perceived disadvantages, as wetshtdl summarize in Table 1 below.

Tablel

Potential benefitsand constraints of the aggr egation/r egionalization

Administrative aggregation and regionalization of water service providers

Potential benefits Potential constraints

Economies of scale in procurement and support| Existing installations may limit potential for
functions; economies of scale in designing workq efficiency gains as they cannot be redesigned;
neighboring towns resistance from labor against staff reductions

=

Better and easier access to water resources in wateck of incentives to share water; sharing of watg
scarce areas access would lead to tariff increase for water-rich|
municipalities

—

More integrated approach to water resources Administrative boundaries are often not alignedwi
management river basin boundaries; conflicts and lack of
coordination between water users

Enhanced professional capacity through transfer back of local recognition of a need for support and
management, technical know-how and expertise| potentially higher costs from external support;
distance between population centers

Access to banking finance and international donptdigher risk for municipalities due to joint liakdiks
for the loans

Access to private sector participation; can be Participation of the private sector for the prowisbf
combined with economies of scale to dramaticallyutilities may generate popular and political resise)
improve efficiency of operations

Cost sharing between high- and low-cost servicqg Resistance of communities with lower costs to
areas subsidize those with higher costs




Increased cooperation between municipalities can_Loss of democratic accountability; limited potehtia
lead to cooperation for other public services of | for direct comparative competition between servi¢e
projects providers

More effective approach to environmental proteq Political will required at central and local levels
and sustainable development in the water sectol for
the served region

Source: Own comments and synthesis, mainly based on the references

2. Expectations and challengesin theregionalization of drinking water and
wastewater servicesin Romania

One major aspect of the Romanian drinking water \adtewater sector policy,
which aims at improving sector performance throlmgtter management as well as
benefiting from economies of scale, is now theaegiization of the drinking water and
wastewater services.

The current situation of the water supply and sdiom sector in Romania and at
regional levels is critical, as we shall brieflyipoout below; inadequate water treatment,
poor sewerage network and low access to centralizddr and wastewater systems are
main weaknesses of the environmental sectors. Tdrereonly 52% of Romania’s
population is connected both to water and sewagédces and more than 70% of the
wastewater is untreated or insufficiently treated iows directly into natural receivers.

Only about 65% of the population benefit from madimgking water supply and
indoor plumbing. This includes 98% of urban popgolaiand 33% of the rural population,
quite low ratios in comparison with those in Europespectively 96 - 100% of the
population connected to public water supply netwiorlurban areas and 87% in rural
areas. This situation is mainly due to the longatender-investments in the water supply
and sewage systems.

Water pollutionis one of Romania’s largest environmental issuét) negative
impact on fish breeding, irrigation, and drinkingter supplies. Poor water quality arises
mainly from poor controls over industrial effluersad discharges and from inadequate
wastewater infrastructure.

The water utilities managemei#t often poor due to excessive fragmentation of
water systems in small and medium municipalitieat thave limited financial and
institutional capacity. Therefore, important stgitedevelopments are needed with a
view to increase the efficiency and viability oflic services providers and to ensure
adequate level of water services delivered to tpujation within affordable limits.



To sum up, the main current problemshe field of the water sector in Romania
may be described as follows:

a) quite low percentage of population connected tdraéred drinking water
supply and/or to sewerage sanitation;

b) insufficient and/or low quality of drinking water;
c) absence of / insufficient wastewater treatmentifiss;

d) water system fragmented in small and medium comiiesrand poor
management of water services.

It is embarrassing but true: proper water supply aanitation is still a
development issue in Romania, in 2008, even afteeding in the European Union. The
actual development gap of water supply and sewartilities not only hinders Romania
from fulfilling EU water quality standards but algmpardizes human and environmental
safety in some regions and areas (mostly rural) thecefore inhibits the start up and
development of new businesses, capable to plergyans enhance potential value of
local natural and human capital.

The reform and development of the water sectohénrtext years is governed by
the Sectoral Operational Programme Environment (§Q8N). The overall objective of
SOP ENV is to protect and improve the environmert Bving standards in Romania,
focusing in particular on meeting the environmemtadjuis; since Romania has become
an EU member state, it must comply with the EU &ive 98/83/EC on drinking water
quality by 2015 and the Directive 91/271/EC on wastater treatment by the end of
2018.

In order to cover a part of the measures requicedElU standard compliance,
Romania benefits from EU financing, i.e. from theh€sion Funds, but financing is
granted under the fore mentioned SOP Environmeagrpmme. The aim of SOP
Environment is to reduce the environment infragtmee gap that exists between the
European Union and Romania both in terms of quaatid quality. One of the specific
objectives is the improvement of quality and accésswater and wastewater
infrastructure, by providing water supply and westeer services in line with EU
practices and policies, in most urban areas by 2848 by developing efficient
regionalized water and wastewater management gtasct

Actually, the accomplishment of these objectivasetamany challenges since the
status and performance of many municipal wateitigglin Romania is quite poor due to:

« Lack of investments for rehabilitation / extensiof water / wastewater
infrastructure;



Inappropriate maintenance and operating services;

High volume of unpaid water caused by network lgaka(non-revenue water)
and low level of payment collection (collectionieiiéncy) from the consumers;

Inefficient management of the operating, mainteraartd personnel costs;

Lack of experienced staff for promoting, managensmd implementation of
large-scale investments;

Unclear role and responsibilities of institutiongfaorities involved in
management of public utilities;

Inappropriate institutional framework.

Therefore, the Priority Axis 1 of SOP Environmenitited “Extension and
modernization of water and wastewater systems” ijaims to:

provide adequate water and sewerage servicessedsable tariffs and adequate
drinking water quality, in all urban agglomeratipns

improve the quality of watercourses and the leveslodge management for
wastewater treatment plants ;

create new efficient water management structures.

Table 2 summarizes in several indicators some @fotitcomes expected through
the implementation of the Priority Axis 1 of SOPvEnnment in Romania.

Table2
Outcomes expected by implementing Priority Axis 1
Indicator Unit Basdline Target
(2006) (2015)

1. Localities provided with new/rehabilitated wafacilities Number 60 300
in a regional management system
2. New/rehabilitated wastewater treatment plants mbier 30 200
3. Population connected to basic water servicesregional % 52 70
system
4. Wastewater treated (of the total wastewatermelu % 35 60
5. Number of Regional Water Companies (ROC) created e¢um 10 35

Source: Ministry of Environment and Sustainable Devel opment, SOP ENV, 2007.

The strategic approach to achieve the above mentioned objectives for the
development of the Romanian water services is the process of regionalization, meaning
the implementation of an institutional frameworkthim a project area, suitable to
combine the water supply and wastewater servidaseteto the development areas in
that region, within a common operating process.



The regionalization is a key element in improvihg gjuality and cost efficiency of
local water infrastructure and services, in orgeiutfil environmental targets, but also to
assure sustainability of investments and operatioofs long term water sector
development strategy and of regional balanced droRegionalization of the water
services in Romania is also planned to overcomessiee sector fragmentation and to
achieve economies of scale.

The regionalization process consists of concengatie operation of the services
provided to a group of municipalities within a gesyghical area defined with respect to a
river basin and/or to administrative boundaries r{ioipalities, county). Actually, the
regionalization of water services aims to providat 2,600 localities of more than 2,000
inhabitants meet 2018-performance targets est&dlidty the SOP Environment, by
concentrating the management of water and wastewatg&ices in around 50 stronger
operators, set up and developed by merging thdimxisocal utilities into so called
Regional Operating Companies (ROC).

Hence, for the Romanian drinking water and wastewabperators, this
regionalization means aggregation of two or momlle usually municipal - operators
into one regionally working operator. The respextlacal councils will therefore no
longer have each an operator working solely foir tt@mmunity, but will participate in a
regional operating company (ROC) that will serveumber of towns and communities
aggregated in an Intercommunal Development AsdonidtDA).

To this end, individual local authorities will forms common shareholders the
Regional Operating Companies (ROC) and set up thealled Inter-Community
Development Associations (IDA) to whom they deleghie exercise of their shareholder
rights. The collaborative structure will allow theneficiary local authorities to control
the Regional Operating Company and to better moaitd supervise the implementation
of the water infrastructure rehabilitation and mwdteation works.

The association brings the capacity to the locaihcds to meet in the form of a
legal entity for purposes to fix, on a territomagrouping scale, their common objectives
and priorities. This aggregation of several adnhiais/e-territorial units in order to
delegate the joint management of their drinkingewaind wastewater services may also
respond to the need of balancing the developmenwet & the administrative-territorial
units and to the principle of solidarity and cobesias one of European Union’s
fundamental values with positive effects on allsumers.

Accessing EU funds for the investment needs wilth® main incentive to move
from a large number of weak services providers tinded number of big and strong
self-sustainable regional operators, capable oVigmg better services at affordable



levels of tariffs, which ensure full cost recoveapd loan reimbursement for local
authorities. In this context, the association ofghkoring localities aiming to create
regional structures able to attract internationedds for their investment needs in the
water sector (funds that cannot be attracted iddadly), is already a trend in Romania.

Actually, the process of regionalization of watesrvices was initiated by
Romanian governmental authorities since 2001 amgpated largely by some pre-
accession programmes (PHARE, ISPA), in order tastigbe local authorities in
strengthening their local capacity to control efifeely their activities and to implement
integrated multi-annual capital investment, on psy to eventually improve the
standards of municipal water and wastewater sesvice

The regionalization process in the water sectocugently in different stages:
while some areas of the country have completesbifpe others are well in progress, in
line with pre defined own action plans (the currstigige of the regionalization process in
Romania, in June 2008 is represented by the magppendix). Laws No 51/2006 on
community services of public utilities (with subsegt amendments) and 241/2006 on
water and sewerage services (with subsequent anemnghrepresent the legislation on
which basis an appropriate contractual framewosktbde established.

Creating the efficient, financially viable and awtonous integrated regional
service providers able to plan and implement imaests in the context of a process of
consolidation in the sector, in line with EU podisi and practices -may face some
additional challenges.

First of all, addressing the commitments to complith environmental EU
standards, on a background of serious under-inegsmand deficient services in the
water sector, involves high-level investment neelfiover the country. The estimated
investment needs amount to about 19 billion Euraau@018, out of which 10 billion
Euro up to 2013. Since many of the transition mkitor the EU directives are agreed up
to 2013, the next 5 years will face highest investtrpressure for the IDA and ROC, for
a rapid and sustainable development of the drinkiager and wastewater services at
regional level in Romania.

Since theEuropean funding under the SOP Environment forwéer sector is
limited to only about 3 billion Euro, theo-financingis another key challenge and all the
arrangements must be made before project applicegisubmitted for approval. Despite
stronger local autonomy, municipalities have limiteudgetary resources and their
associations will need to jointly subscribe loammsf international and commercial banks
willing to support the co-financing of projects.



A mechanism to ensure co-financing for the Stmattand Cohesion Funds should
be available in order to support the programmeiranAiing. In this respect, the Ministry
of Economy and Finance has decided that the gteskese of co-financing will be
supported from the state budget (up to 13% of ithenting gap, as compared to 2-5% of
the financing gap supported by the local auth@jti@nd a pre-financing strategy be
proposed in order to support beneficiaries to spaitkly the projects.

Besides, as former experience in the sector shihwes is a need to hurry up the
process of investment implementing, and procedmaas be clumsy during the "learning
curve” for the new established regional operatdrgiood procurement strategy and an
experienced managerial team will be required; ritbedess, one of the advantages of the
aggregation and regionalization of water utilitisghe potential to externalize some of
the procedures, by involving some PSP (Private dBe®articipation) in the
implementation and future co-financing of the wamérastructure projects.

Defining and assuming a clear role of responsyilit the management and
implementation of the projects is a most importeimillenge. A too centralized system
for the management and implementation of pre-a@megsrogrammes created many
times bottlenecks in the decision process, causi@gr delays in project implementation
and low absorption of funds. Therefore, the resijimlity of public procurement resides
now at beneficiary level, so they should become mouch more responsible and
interested in their own projects. The IDA and theledated ROCs must therefore
approve, develop and implement a Master Plan ®iiritegrated long-term development
of drinking water/wastewater systems in their dediarea.

Taking into account that the Regional Operating Ganfes will be contracted by
direct award, this newly established legal framdwbias to prove that ‘in-house’
requirements established by case law of the Euro@&zurt of Justice applies. This
means that the association of municipalities (ID#Jich is a contracting authority,
controls the ROC concerned in the same way as tln@cipalities control their own
departments, and that the ROC carries out the #iSpart of its activities together with
the controlling IDA, while being entirely in publfroperty.

Another challenge is related to the adoption ofjuaiwater service tariffs, in the
medium term, as required by the EU directives dmg allowing for the benefits of the
regionalization in the water sector (such as ecoa®rof scale, cross-subsidization etc.,
as described in the first part of this paper). €fane, to assure long-term sustainability of
the regionalized structure, the IDA together wille tROC will have to arrange the
transition of tariff systems differentiated by thgsociated municipalities to an equalized
unique tariff system.



Enhancing the professional capacity, attracting anubtivating trained
professionals and efficient transfer of know-how ahallenges for the well functioning
and development of the regional operators, as patéeneficiaries in the water sector
that represents more than 60% of the estimated BE@Rronment interventions in
Romania. Therefore, technical assistance is redyunat only to improve the institutional
capacity of the regional beneficiaries, but alsemsure better familiarization with EU
acquis requirements and principles.

Addressing the urgent needs for the wastewatemted in almost all the towns
and counties of Romania is a key challenge fordigeonalized water services, since this
issue has been neglected for too long and wastewattment requires competent and
committed staff. Usually, operation of wastewatéangs tended to be poor because
wastewater treatment was the easiest, least viglldment to be cut by the small,
inefficient water utilities, when recurrent costseeded their revenues.

The regionalization of the water services in Roraasistill ongoing and should be
completed only by the end of 2009. As a resultréfional companies are already in
place, other 15 are nearing completion of instinai set up and other 6 are in different
stages of development (see the map in the Appendix)

As stated, accessing EU funds for water sectorsinvents represents a key
element to move from the large number of weak sesvproviders to a limited number of
large-scale and strong operators, capable of prayisustainable services at affordable
levels of tariffs, which will ensure full cost reamry and further water systems
development. However, only after a few years otfioming of these large-scale regional
water and wastewater system operators we shalblgeta evaluate, using comparable
data and performance indicators, whether the egdesfficiency gains and economies of
scale and scope have been got through the aggregatd regionalization.

Despite many challenges and constraiths main benefits in operating water and
wastewater services at regional level should be at least one or more of the following:

1. Improvement of service quality;

2. Achievement of scale economies affecting the effitioperation of some cost
categories;

3. Integrated systems and more professional manageanem®xpected to result in
time in reduction of water loss, promotion of ressupreservation, optimal
investment and protection of water sources;

4. Strengthening of the capacity to prepare and imefgnmvestment projects as
well as of the capacity to negotiate financing;



5. Operation management by modern and efficient manageinstruments and
reduction of political involvement in the coursebafsiness.

The regional approach used for promoting integratater and wastewater systems
in Romania, aims to maximize cost-efficiency gdirsn scale economies in order to
optimize the overall investment costs and the dmeral costs induced by such
investments.

The core objective of the regionalization is adiutd promote greater efficiency
and higher quality in the provision of local publi@ater services, through financially
sustainable investment and independent, well-mahagerations. At the same time, the
process should also act as a factor of higher #rdtiwe regional economic growth and
sustainable social development.
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