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The aim of this report is to analyse water tariff prices applied to industries in four selected European Countries: France, Germany, Italy and United Kingdom (England and Wales).

The analysis is structured at different levels : after a brief description of legal enforcement that constitute the regulation framework (with attention to the level of responsibility for different steps of water policy), we describe tariffs and charges respectively for water services, sewerage services and abstraction/discharge activities. 

Abstraction and discharges charges are particularly interesting as attempt of central or local government to internalize environmental externalities in water prices.

Results of this report are useful and interesting in order to define a correct and exhaustive benchmarking of sustainable water tariff policy strategy in the selected countries. This benchmarking will constitutes the base for the elaboration of best practices for textile industries in Europe. 
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1. Natural availability of water 

The natural availability of water in Germany is approximately 182 billion m³(1998). The largest portion (26.4 billion m³) was used as cooling water in thermal power plants for public power supply. Industry was supplied with 8.9 billion m³ and agriculture 0.2 billion m³. Public water supply requires 5.5 billion m³, of which 23% supplied directly to consumers as "clear water" without any previous treatment, and 77% supplied as raw water into drinking water treatment plants.

There has been a net increase in industrial abstraction from surface water, as compared with groundwater abstractions. Most industrial water users are connected to municipalities’ sewage network; there appears to be relatively self-treatment at present. In fact, approximately 92% of industrial water is sourced through direct abstractions, with the remaining 8% drawn from the public supply system. Power plants are the larger water consumers, followed by the three industrial branches of chemicals, mining and iron and steel, with together make up more than two-thirds of industrial water use for manufacturing activities.

In the long-term average, the water balance displays a surplus of water. Currently, nearly 2% of the natural water resource, in reference to precipitation, is used for public water supply. However, in regions where there is a large demand for drinking water, yet at the same time a poor quality of raw water, it is quite possible for a temporary, regional shortage situation to develop. Regions of water shortage are offset by regions of water surplus by means of long-distance water supply lines. Long-distance water supply lines are located, above all, in Bavaria, Baden-Württemberg, Lower Saxony, Saxony, Saxony-Anhalt, Thuringia, in the Ruhr area, and in the area surrounding Frankfurt/main. 

2. Legal enforcement

	Public water supply
	Ownership
	Management
	Economic regulator
	Environmental regulator

	Inter-municipal

Municipal

Regional
	Public/Private
	Public/Private
	Municipal/Regional
	Regional


Germany is a Federal Republic consisting of 16 individual Federal States (Länder) which have variable administrations, and a high degree of autonomy, including legislative powers. 

Environmental laws are generally passed at Federal level (as Framework Laws) as are some implementing regulations. Some Federal laws apply throughout Germany (e.g. health related ones relating to drinking water), others have to be transposed by the individual States (in particular water pollution legislation). This makes for rather complex legislation with variable requirements throughout Germany, although quality and emission standards tend to be uniform across the country. Local authorities and the Federal States also have the right to introduce and enforce more stringent technical and quality standards than stipulated by national or EU legislation Since the unification of Germany in 1990, the five ‘New Länder’ (former East Germany) have undergone fundamental changes in their governmental structures and legislation, both of which have gradually been adapted in line with the former West Germany and with EU legislation.

Principal Laws/Ordinances relatively to water supply and wastewater
 charges

· Federal Water Act : The responsibility of water lies with the 16 Federal States (Länder). The Federal Water Act (Wasserhaushaltsgesetz) gives only the framework, that means that each Federal State has to control its water quality and quantity according to the general rules of the above mentioned federal act. To harmonize the water management in Germany the Federal States have created the Federal States Working Party on Water (LAWA).
· Effluent Charges Act (1976 – last amended in 1994): makes the provision that a  charge must be paid for the point source discharge of treated wastewater into a water body.
· AVB Wasser Ordinance: Regulates contracts between water suppliers and customers, including prices and specifying consumer rights and responsibilities.

· Ordinance on Waste Water (Abwasserverordnung 1997): This ordinance lays down general requirements for the waste water quality, in more than 50 annexes there are special requirements for specific sources such as urban waste water or various industries and other activities within the scope of municipal handling of wastewater and implements European requirements for the protection of water bodies. Wastewater Ordinance sets technical standards, such as legally binding pollutant limits, which are for various kinds of wastewater. The ordinance was one of the first measures for the implementation of the sixth amendment to the Water Management Act, which took effect in November 1996. Altogether, there are 54 appendices with specific regulations for domestic wastewater and for various industries. 

· Drinking Water Ordinance: The Drinking Water Regulations (under the Food and Epidemics Law) apply throughout Germany; they are broadly in line with the EU Drinking Water Directive with some additional parameters. This has been published in May 2001 and will be enforced from 01.01.2003.

· Municipal Law: Covers laws concerning the interests and general services of municipalities. It includes regulations on the principle of cost recovery for utility services (es: wastewater charges) and it places limits on the ability of municipality companies to operate outside the geographic confines of any one municipality.

3. Industry’s tariffs and charges

3.1) For Water Services

	Tariff structure
	FCR
	ND
	MC
	DTS
	Special tariffs
	Subsidies

	Fixed + volume based 
	Yes
	Yes
	Yes
	Yes
	Large users

Contract based
	No


For networks under the exclusive responsibility of municipality, prices are subject to the local rates law of the Länder, which stipulates that pricing policies must abide by the following principles:

a) Tariff structure: is a two part tariff, which take account of cost structure with a fixed charge, added to the variable component (volumetric charge). Water prices are set by each water distribution network, generally under the supervision of capital-owners (i.e. the municipalities and the Cartel office, the latter of which controls unfair practices).

b) Full cost recovery: municipality must comply with a set of basic pricing principles and one of these is that water charges must cover all costs (full cost recovery) including an appropriate return on capital and the depreciation costs of existing assets. full cost recovery water tariffs are calculated in Germany. The water customer ensures through the payments that not only the operational costs but also the capital costs (amortization and interest of the investments) are completely covered. This does not mean that public subsidies are not paid. In particular for the reconstruction of infrastructure in the new states in former GDR substantial special funding by the federal government and the EU was made available. In addition to this, there are varying funds available according to the individual states and regions to overcome "disparities" - in order to minimize the difference in the price for water even in areas with low population density in comparison to cities . 

c) Non discrimination: industrial customers pay charges which are sufficient to recover costs engendered by the supply of water services to their particular customer class. As a result of the second principle, water prices for industrial water consumers can be considerably lower than for households, since delivering water to one large plant is cheaper than supplying the same amount to a number of households. There can also be special agreements between customers and water suppliers for lower rates when they are buying water outside of peak times. Increased demand may led to so-called “jump costs” which must be allocated to their source.

d) Marginal cost pricing: tariff volume based are fixed at a level of marginal cost.

e) Different tariff structure: industrial customers have a different tariff structure compared with other customers.

f) Special tariffs: special contracts are offered in the more industrialised areas in the north, where industrial users are concentrated.  Many of these special tariffs are confidential. There can also be special agreements between customers and water suppliers for lower rates when they are buying water outside of peak times.  Increased demand may lead to so-called “jump costs”, which must be allocated to their source.  

For other types of water utility, prices are controlled by contracts. Industrial water consumers generally sign contracts with water providers. The conditions for these special contracts differ and start for minimum consumption levels of 3.000 m3 and go up to 600.000 m3. They are mostly offered in northern Germany. Many of these special tariffs are confidential.

3.2) For Sewerage services

	SC
	Tariff structure
	FCR
	ND
	MC
	DTS
	Subsidies
	Special tariff

	Yes
	Based on water volume or surface area
	Yes
	Yes
	Yes
	Yes
	No
	Rebates if less discharges than water used


The financing of the sewerage network and sewerage treatment is fully integrated into the budget of municipalities, which levy a sewerage charge based either on the volume of clean water consumed or on the surface area covered by the industrial concern, especially when a rainwater charge is added.

a) Surface charge: there is a separated sewerage charges.

b) Tariff structure: in Germany, both tariff elements are used (volumetric and fixed) but generally only one is used at a time. The fixed charge is based on the surface covered by the property (or the industrial estate) as a proxy indicator of the related surface drained by rainwater. The charge is levied in order to cover the costs of treating rainwater.

c) Full cost recovery: charges are set at cost recovery rates. This principle applies to wastewater services in the same way as it does to water services.

d) Non discrimination: charges reflect the benefit a user derives plus the costs incurred in providing the service;

e) Marginal cost pricing: tariffs are normally fixed at marginal cost level.

f) Different tariff structure: industrial users have a tariff structure different from which applied to other customers.

g) Subsidies: there are no subsidies for investments.

h) Special tariffs: industrial water users can obtain a rebate if they are discharging a much smaller amount of sewage than their water intake (e.g. in the case of water used for cooling).

3.3) 
Abstraction charges

	Destination
	USE
	Variations
	TR

	Administrative costs
	Yes 
	Source, locations
	No 


a) Destination: first abstraction charge was introduced in Baden-Württenberg in 1985, following considerable debate. In total, 11 Länder have now introduced abstraction charges through their Länd water acts.  Charge levels are very low, and are not intended to have a large incentive effect on users.  Groundwater abstraction charges tend to be higher than surface water abstraction charges. For example, in 2000 the groundwater extraction fee in Berlin amount to € 0.30 / m³ groundwater).

b) USE: abstraction charges have different regimes between types of users.

c) Variations: there are other variations in the regime of abstraction charges due to different sources and locations.

3.5) Discharge charges

	Levied by
	Based on pollution content
	Fines

	Lander/municipalities
	Pollution content (definition of pollution units for each pollutant) 
	Yes 


In a densely-populated industrial nation like Germany, the reliability and quality of a water supply system and of water protection is extremely important. Germany's level of technology and logistics is comparatively high; however, so are the costs, which are largely paid by the consumers by means of water tariffs and wastewater fees (full cost recovery).

Wastewater charges

a) Levied by: the Länder. The 1976 German Effluent Charges Act (amended in 1994) obliges the Länder to impose effluent water charges for discharges to surface water, groundwater, and the sea.  The Länder are responsible for implementing the federal legislation and for passing their own laws; they may also delegate the collection of charges to the municipalities. Wastewater charges are levied on industrial and municipal direct discharges into rivers, lakes, the sea and groundwater. Indirect discharges are not charged. Charges are levied on: chemical oxygen demand (COD), heavy metals, nitrogen, phosphorous and halogenated organic compounds. In addition, a parameter is included for the potential toxicity to fish of the discharge. 

b) Based on pollution content: Effluent charges for point sources are based on "damage units" dependent on quantities and types of pollutants. One damage unit is defined as 50 kg organic matter (COD), 3kg phosphorus, 25 kg inorganic nitrogen, 2 kg halogenated hydrocarbons (AOX), 20 g mercury (and compounds), 100 g cadmium (and compounds), 500 g chromium, nickel or lead (and compounds), 1 kg copper (and compounds), or 3,000 m3 of wastewater divided by T(f), where T(f) is the dilution factor by which the waste water must be diluted in order to lose its acute toxic effect on fish. Separate assessment methods are used for stormwater and for discharges from inhabitants not connected to the sewage system. The charge amounts per damage unit have increased from 12 DM at the introduction of the charge to a current level of 60 DM .Charge assessment is based on discharges allowed in state-issued permits. Dischargers without permits or with permits lacking discharge limits pay charges based on their declared discharges. If permitted discharge limits are surpassed, charges are raised accordingly. Most monitoring is left to polluters with random spot checks by the authorities. However, if a polluter declares in advance that its discharge levels will be at least 20% below levels allowed in its permit over a period of at least three months, the charge is assessed on the basis of the projected reduced discharge level.
The charge amounts can be reduced in several ways. If a discharger uses Best Available Technology for hazardous pollutants and Generally Agreed Technology Standards for non-hazardous pollutants, its charge per damage unit is reduced by 75%.
In addition, investments in treatment facilities are rewarded by reduced charges for a period of three years prior to completion of the new facility, provided that the facility will reduce pollution by at least 20%. The reduced charges are based on the discharge levels anticipated after completion of the facility. If the facility is not completed and operated as planned, the polluter must pay back the charge reductions. Municipal authorities expanding or constructing sewage treatment facilities are eligible for a 3-year charge exemption provided that the new plant will meet public sewage treatment standards.
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As the design of the charge is nationally uniform, the pollution unit, discharges covered, target groups, the administration of the charge, and the charge rate do not vary across the country. 

Aim of the charges 

The charge's burden falls on firms and sewage treatment stations which are discharging to open water. It introduces an incentive to abate pollution but is also intended to reinforce the existing command-and-control regulatory system. Charges are reduced if the discharger meets or goes further than the generally-recognised technical rules or BAT and also if treatment plant is constructed or significantly improved. An incentive to adopt the processes is given by the pre-announcement of increasing charges in the following years.

The charge is aimed both at revenue maximization and to ensure compliance to the conditions set out under the permit and BAT emissions standards. Charge revenue accrues to the Lander and is hypothecated to water pollution abatement policies.

Evaluation

Studies have found it hard to separate the effects of the charges from those of other features of regulation. The Federal Government reported in 1994 that the charges had "a positive effect on water quality and have led to a marked improvement in the implementation [of water law]". In terms of economic efficiency, there are several deficiencies that are apparent in the German system and which could be also cited in the case of other countries:

· because the system is linked to regulatory requirements in the permit, the least cost pattern of abatement is unlikely to be achieved 

· this is exacerbated by the lack of regional differentiation in the charge to reflect differential impacts of pollution, and by the lack of weighting of pollutants according to the relative damage they cause 

· only direct discharges are covered, giving rise to possible distortions between indirect and direct discharges 

· "deadweight" costs may arise as firms who would have undertaken the measures without subsidies receive assistance 

· charge reductions for over compliance, and hence for residual pollution, may reduce the dynamic incentive effects of the charges. 

Wastewater charges have an influence on waste water fees. On a practical level, there are various subsidies and steering instruments which may in part have a counterproductive effect. In this context it is difficult to determine exactly whether the full cost recovery of the water supply and waste water management sectors in Germany are only present in a business perspective or also on a macro-economical level. Calculations which are available in current literature estimate that the current water and waste water fees cover approx. 80% of the total costs.

Others states levy further taxes and fees:

· The Waste Water Charges Act regulates charges, that is to be levied on those who discharge effluents into bodies of water and imposes a tax that is in addition to the charge. The tax is based on the quantity and quality of discharges and provides a financial incentive to reduce pollution loads, especially as charges may be charged against investments for treatment plants. The tax is mainly levied on municipalities and industrial concerns and the municipalities apportion this to the users of the system, including domestic premises. The purpose of the tax is to encourage the implementation of state of the art technical solutions that go beyond the BAT-standard. Evidence of technologically based investment would cause some rebates on this tax.
France
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1. Legal enforcement
	Public supply
	Ownership
	Management
	Economic regulator
	Environmental regulator

	Municipal
	Public
	Public/Private
	Municipal
	Central government


At a national level overall responsibility for water lies with the Home Office, the Ministry of Environment (water resources and quality) and the Ministry of Health (drinking water quality). 

The main responsibility for the provision of water and sewerage services is at the local level.  There are 36 500 municipalities in France, and this fragmented structure results in a highly decentralised management of water services and pricing policies. The municipalities own the infrastructure and mayors are responsible for the quality and the reliability of supply. 

Municipalities can organise water and wastewater services in a number of ways (régie, délegation – affermage or concession).

Principal Laws/Ordinances relatively to water supply and wastewater charges

· The Water Act 1964 created the six River Basin Agencies (Agence de l’Eau), which are an executive organ for managing water resources territory, under the supervision of the Ministry of the Environment.

· The Water Act of 1992 is the legal framework for the implementation of EU legislation and the provision of water services in France. 

· Other relevant legislation includes the 1976 Act, which covers the licensing of industrial discharges, and some articles covering drinking water quality, recently codified in the Public Health Code.

River Basin Agencies (Agences de l’Eau)

Water management in France is carried out through water agencies set up under the 1964 Water Act.

They have been at the heart of water policy in France for more than thirty years, due largely to their original structure based on permanent consultation between elected representatives, water users and state agencies.

Their priorities are:

· To ensure user compliance with new EU directives related mainly to the collection and clean-up of domestic and industrial wastewater. This should lead to restoration of the quality of rivers, groundwater resources and coastal waters;

· The financial autonomy through the “polluter payer principle”, for a financial support (specially for investments).

In detail they finance:

· pollution: sewage treatment plant, new process in industries, sewage water collection, etc..

· water resource: spillage control in irrigation, leak control in cities, sustaining a seasonal low flow, drinking water supply plant;

· river restoration: remodeling, solid flow, flood plaints, etc.

· studies, masterplans, assessments, etc.

· To guarantee adequate water reserves to meet everyone’s needs;

· To engage, alongside the farming community, in the control of pollution arising from agriculture, in accordance with the EC directive on pollution caused by nitrates.

They collect revenue from the municipalities and invest in wastewater treatment and water resource protection infrastructure programs through what is called “investment

aids”.

As the Agencies obtain their funds from water pollution and abstraction charges, which are levied with respect to the provision of water services, they can be considered to contribute to full cost recovery. Between 10 to 20% of the water price is collected on behalf of the Agencies.

-
Water bill - The basic price of water  

The basic price of water corresponds to the drinking water supply. This one is competence of the communes which can either ensure management directly of it, or to delegate it to a private company distribution of water. They have obligation to balance the corresponding budget. 

The basic price of water is perceived by the water distributor. In addition, generally, the distributor perceive a charge for the maintenance of the connection and the hiring-maintenance of the meter. Moreover, when the network is leased, we could have a surcharge perceived by the distributor on behalf of the local community, calculated on the investment done. 

2. Industry’s tariffs and charges

2.1)    For Public Water Supply

	Tariff structure
	FCR
	ND
	MC
	DTS
	Special tariffs
	Subsidies

	Connection + fixed + volume decreasing blocks
	Yes
	Yes
	Yes
	Yes
	Contract based
	Yes


The basic price of water is perceived by water distributor. In addition, generally, the distributor receive also a sum for the maintenance of the connection and the hiring-maintenance of the meter. Moreover, when the network is leased, a communal surtax perceived by the farmer on behalf of the local community, corresponds to the load of investment of this one, distributed between the users. 

Virtually all domestic and industrial users of water services are charged on the basis of metered use. A number of tariff structures are used, with the most popular being based on a fixed charge and on a proportional charge on the basis of the actual consumed volume. Tariffs are set by the municipalities:

on a yearly base for the part of the price which is received by the municipality, and for the whole duration of the contract for the part of the price which is the operator’s revenue. In general tariffs are expected to cover the costs of water services.

Pricing principles

Water prices from the public system are determined by the major in each municipality. In the case of direct management, water prices are defined annually according to a vote by the local council. In the case of delegate management, a price is negotiated between the local authority and the water supply operator for the duration of the contract. Due to the need for equality in the provision of services, all the customers with the same consumption profiles and/or condition of service should be charged identically. However, local authorities have substantially flexibility in setting their pricing structures: they can adopt seasonal tariffs, and they can apply different tariff structures to different types of users, categorized by meter diameters. Different tariffs for different classes of customer can only be justified on the basis of varying cost structures, since municipalities are not meant to discriminate between customer classes. In particular, the discounted price granted to any user within a customer class should be offered to all other customers within that class. The most frequently used tariff structure for industrial users is decreasing block tariffs with no seasonal variations.

Tariffs are usually comprised of a fixed yearly charge; a charge by cubic meter of water supplied (water is normally metered), and a charge by cubic meter of sewage processed (this volume is not metered and is usually assumed to be the same as the amount of water supplid).

In addition to the basic price of water specified in the contracts, tariffs include a variety of other components: surcharges to finance the activities of the River basin Agencies (abstraction and pollution fees), levies for other state agencies (Rural Development Agency and National River Agency) and VAT (albeit at a reduced rate – 5.5%) which applies to the entire bill.

Marginal cost pricing is rare, but exist in a few instances. For example, the canal of Provence company levies charges for water at a marginal rate, based on lung-run marginal costs, to municipalities, agricultural and industrial users. Tariffs depend on whether use is regular or not, on the season of use, and on how far users are from the abstraction point.

a) Tariff structure: Tariffs are usually comprised of a fixed yearly charge; a charge by cubic meter of water supplied (water is normally metered); and a charge by cubic meter of sewage processed (this volume is not metered and is usually assumed to be the same as the amount of water supplied).  In addition to the basic price of water specified in the contracts, tariffs include a variety of other components:  surcharges to finance the activities of the River Basin Agencies (abstraction and pollution fees), levies for other state agencies (Rural Development Agency, and National River Agency), and which applies to the entire bill. The most frequently used water tariff structure for industrial users is decreasing-block tariffs, with no seasonal variations.

b) Full cost recovery: charges reflect the full cost of providing water services.

c) Non discrimination: due to the need for equality in the provision of services, all customers with the same consumption profiles and/or conditions of service should be charged identically.

d) Marginal cost pricing: is rare, but exists in a few instances.  For example, the Canal of Provence company levies charges for water at a marginal rate, based on long-run marginal costs, to municipalities, agricultural, and industrial users.  Tariffs depend on whether use is regular or not, on the season of use, and on how far users are from the abstraction point.  Different tariff structure: industrial customers have a different tariff structure compared with other customers.

e) Special tariffs: local authorities have substantial flexibility in setting their pricing structures: they can adopt seasonal tariffs, and they can apply different tariff structures to different types of users, categorised by meter diameters.  Different tariffs for different classes of customer can only be justified on the basis of varying cost structures, since municipalities are not meant to discriminate between customer classes.  In particular, the discounted price granted to any user within a customer class should be offered to all other customers within that class.

2.2) For Sewerage Services

	Separate charge
	Tariff structure
	Special tariffs

	Yes 
	Percentage of water bill
	Contract based


a) Separate charge: there are separate sewerage charges.

b) Tariff structure: sewerage service costs are calculated as a percentage of water bill. 

c) Special tariffs: municipalities could apply contract based tariffs.

2.3) Abstraction charges

	Destination 
	CAP
	ACT
	USE
	Variations
	TR

	River Basin Agencies 

Environment
	Yes 
	Yes 
	Yes 
	Source, locations
	No 


The six river basin agencies must receive users’ declaration for the use of groundwater in excess of 8 m3/hour and the use of surface waters above 2-5% of the flow.

a) Destination: There are two distinct charges: an abstraction charge, based on  volumes declared by users in advance and a use charge, which varies according to the actual level of consumption. The six River Basin Agencies must receive users’ declarations for the use of groundwater in excess of 8 m3/hour, and the use of surface waters above 2-5 per cent of the flow. Volumes declared by users then serve as the basis for the calculation of an abstraction and a consumption charge, paid annually to the Agencies.  Abstraction charges are calculated in order to guarantee “best resource management” policies. These vary according to the volume and type of water used, as well as to the geographical area. Rates are determined by the Agencies, in consultation with the Basin Committees, in order to allow sufficient funding for agencies’ intervention programmes, and for the “best use” of resources. Abstraction charges differ according to the type of use.  They are divided between a small abstraction charge and a use charge, with the latter varying according to the assumed level of consumption.  Consumption factors vary according to the type of water use and from one zone to another, in order to foster the best allocation of resources

b) Charge is based on the capacity granted to the industrial users.

c) Charge is based on the actual use of water by the industrial users.

d) Abstraction charges regime is differentiated between types of uses.

2.4) Discharge charges 

	Levied by 
	Based on pollution content
	Fines 

	River Basin Agencies 
	Charge per pollutant vary according to user. Regional variations.
	Yes


Levied by: pollution charges apply to direct discharges, and are levied by the River basin agencies.

a) Based on pollution content: charges are calculated on the basis of a pollution load defined by industry, and then modified by a “zone factor”.

Generally, the mission of the River basin Agencies is to perceive a tax proportionally to the pollution that industries rejected ; moreover, they help industries (at financial level) to adopt technologies aimed to reduce pollution.

Relatively to the “0 reject”, the River Basin Agencies have an “aide bonifiée” for projects that adopt the right technology.

In this way, industries are incentiveted to adopt best tecnologies available in order to:

· benefit of ”aide bonifiée” for investment and

· benefit of tax reduction.

The six River Basin Agencies levy annual pollution charges, according to the quantity and characteristics of pollution produced by consumers.
  The proceeds of these charges are paid to operators of sewage treatment plants to recover treatment costs.  

For each of these pollutants, an allocated pollution load is defined by industry, to which a specific charge is applied.

In addition each river basin agency is divided into a number of zones, each of which are given a grading, to differentiate between up-stream and seaside pollution. The coefficient corresponding to each zone will affect the level of the pollution fee levied on emissions in that zone to promote pollution control.

A flat rate charge is levied on every building based on the "pollution discharge of a normal day of the month of the maximum discharge" and the number of people in the building. The formula and charge rates vary between water basin agencies although there are national standards for measuring the parameters. Coefficients are also included in the charging formula to account for the town size from which the discharge is made; the assimilative capacity of the receiving waters; and to allow the company to raise funds for the provision of waste water treatment and sewerage services.

Small and medium sized firms, as well as households, pay the charge through their water bills. Direct discharges equivalent to at least a population of 200 have a permit issued constraining expected volume and concentration of discharges. The permit itself does not determine the pollution charge. This is determined through standard unit charge coefficients attached to the pollutant, and calculated on an industry by industry basis. If the company or Agence de Bassin believe that the charge based on this calculation is either too high or too low, the effluent is tested directly and the charge reset if necessary. Industrial discharges are also offered reductions, or credits, on the basis of treatment coefficients of applied technologies therefore giving an incentive to adopt BAT.

The charge initially related to just two pollution parameters: suspended solids and BOD. The scope has now widened to include: salinity, nutrients, toxic and other metals, and halogenated hydrocarbons.

Actually, pollution charges are usually determined as a standing charge based on allocated pollution loads, although users can specifically ask to pay a volumetric pollution charge. Industrial users are classified into groups and each group of industries is listed in the relevant rule, together with the values of the pollution parameters to be used in calculating the charges. The charge is calculated as a function of pollution produced in a normal day, during the period of maximum activity.  

The six river basin agencies levy annual pollution charges, according to the quantity and characteristics of pollution produced by consumers. The proceeds of these charges are paid to operators of sewage treatment plants to recover treatment costs.

Pollution charges are usually determined as a standing charge based on allocated pollution loads, although users can specifically ask to pay a volumetric pollution charge. Industrial are classified into groups and each group of industries is listed in the relevant rule, together with the values of the pollution parameters to be used in calculating the charges.

The charge is calculated as a function of pollution produced in a normal day, during the period of maximum activity.

The following substances are taken into consideration when determining the charges: 

· MES: suspended solids (kg/day)

· MO: organic matter 

· MI: toxic substances, measured with the Daphnes test

· [image: image5.wmf]SE

kgAOX

TkgAOX

SE

kgCr

SkgCr

SE

kgCu

RkgCu

SE

kgP

ZkgP

SE

kgN

YkgN

SE

kgCOD

XkgCOD

W

/

2

/

5

.

0

/

1

/

3

/

25

/

50

+

+

+

+

+

=

SS: soluble salts (in mho/cm x m3)

· NR: reduced nitrogen (kg/day)

· AOX: halogenated hydrocarbons (kg/day)

· METOX: heavy metals

· P: total phosphorus

Aim of the charges 

The objective of the French charging system is primarily to raise revenue for investment in wastewater treatment and other water pollution abatement projects. Subsidies, though, only make up a small part (eg 9-11%) of the costs involved.

Evaluation

It is difficult to disentangle the effects of the discharge charges from the effects of the rest of the regulatory system. It seems to be accepted that the level of the charge has been too low to affect behaviour significantly. Since 1992, charge rates have been doubled in order to improve its incentive properties. 

Italy
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1.  Natural availability of the resource

Water in Italy is relatively abundant, although its availability varies a lot across regions. Despite the high rainfall level, its seasonal and regional variability is extremely high, like in all Mediterranean countries, being influenced by natural as well as by technical factors.

Availability of water resources in Italy

	Hydrologic area
	Rainfall
	Storage capacity
	Surface water available
	Underground water available
	Total water available

	Po Basin
	71.800
	2.194
	16.118
	4.468
	20.586

	North est
	42.900
	1.069
	10.939
	1.721
	12.660

	Liguria 
	6.400
	29
	372
	307
	679

	Romagna-Marche
	20.700
	212
	995
	620
	1.615

	Toscana 
	20.900
	141
	543
	440
	983

	Lazio-Umbria
	24.100
	452
	1.399
	1.126
	2.525

	Abruzzo-Molise
	11.900
	603
	2.454
	248
	2.702

	Puglia 
	13.200
	397
	523
	325
	848

	Campania 
	23.200
	77
	1.237
	929
	2.166

	Calabria-Lucania
	24.000
	1.131
	2.514
	595
	3.109

	Sicilia 
	18.800
	718
	738
	1.151
	1.889

	Sardegna 
	18.800
	1.403
	1.841
	217
	2.058

	Italy
	296.700
	8.426
	39.673
	12.147
	51.820


Source : IRSA 1999 (values are expressed in thousand cubic metres)

The quantity of water which can be actually used depends on the available infrastructures and storage capacity, which vary according to the nature of the landscape. The mountainous nature of a large part of the Italian territory reduces the

scope and technical feasibility of internal water transfers, forcing many regions to rely

on their own water resources due to the high costs of accessing water otherwise. In fact mountainous and hilly regions cover over 75% of the whole territory; furthermore the country shows an hydrographic grid essentially made of a high number of torrential streams with very short branches.

Focusing on the qualitative aspects of Italian waters, the situation is again very differentiated throughout the country. It is possible to identify a number of cases which contribute to the general deterioration of the water quality. These critical cases mainly occur when medium or small streams drain areas with high urban and industrial concentrations. It is worth mentioning the case of the river Lambro, draining the area of Milan, still poorly equipped in terms of sewage treatment capacity, the case of the Venice lagoon, the reaches of the rivers Po, Arno and Tevere, respectively downstream with respect to the cities of Turin, Florence and Rome.

The presence of industrial activities with heavy environmental impacts, such as the tanning and textile industry in the North, the food industry in the South, also represent an important source of severe water pollution.

Civil uses of water essentially rely on underground water. This applies particularly to the North, where underground and springs account for 90% of household water supply.

On the other side in Southern Italy and especially in the Islands water supplies are obtained for 15-25% from the surface, reservoirs and transfers. Surface waters in the North are used essentially for irrigation purposes, generally in association with an intensive development of river basins for hydropower generation nearby the mountains.

The hydropower network, consisting of some hundreds of reservoirs, inter-basin transfers and by-passes, later transfers the water to downstream reservoirs intensely used to supply the irrigation system.

A further 10-25% of water for irrigation however is derived from the underground, small streams, small rainwater storage systems. In the North, this occurs particularly in mountain and hilly regions during the winter, in order to prevent damage from hardfrost; in the South and the Islands, on the contrary, underground water is used intensively during the summer, either inland or along the coastal plains.

2. Legal enforcement
	Public supply
	Ownership
	Management
	Economic regulator
	Environmental regulator

	Municipal
	Public
	Public
	Central and regional governments
	Central and regional governments


Responsibility for the management of water resources is fragmented in Italy, with various layers of management at the provincial, regional, river basin, and national governmental levels. 

Water supply services as well as the operation of supply and sewerage networks have traditionally fallen under municipalities’ control. In practice, many municipalities have formed inter-communal groups, such as consorzi, to oversee the management of these services. Pollution control is the responsibility of Regions through Regional Environment Agencies. Finally, industrial users can also use dedicated collective networks, especially in industrial districts where most firms use the same technologies and have the same requirements with respect to water quality.  

Principal Laws/Ordinances relatively to water supply and wastewater charges

C.I.P. Deliberation 1974 and 1975: definition of water tariff structure for domestic and non domestic users;

L. 183/89, definition of the River basin authority;

Law 36/94 (Galli Law), for the reform of the organization and the financing of the sector; introduce the full cost recovery principle for water supply, sewerage, depuration and wastewater activity;

Dlgs 152/99, aimed to adopt at national level the Water Framework Directive

Water price determination

The method of determination of water price - for domestic use and not - draws origin from provisions of C.I.P. (Comitato Interministeriale Prezzi -Interdepartmental Committee Prices) n. 45-46 of 1974, whose modalities of execution have been better defined from an ulterior provision, n. the 26 of 1975. 

Category of users

We have different categories of users:

· civil users; 

· productive users; 

· particular users. 

Civil users: 

This category includes:

· domestic users and of communities, which use the water to satisfy the typical needs of families;

· not domestic users (schools, hospitals, barracks, stations, storees, offices, lodge, restaurants and supermarkets); 

· flats users;

Productive users: 

· industrial users;

· agricultural users: 

Particular users

· fountain, hoses, hospitals, etc..

3. Industry’s tariffs and charges

3.1) For Water Services

	Tariff structure
	FCR
	ND
	MC
	DTS
	Special tariffs
	Subsidies

	Two part tariff

Fixed + volume based (increasing blocks)
	Yes*
	No
	Yes
	No
	Industrial networks
	Yes


a) Tariff structure: prices are generally charged on a volumetric basis, since most users are metered.  Non-metered users pay a fixed amount, based on an indicator, such as the price of their property.  The largest networks typically use a two-part tariff structure, with a fixed charge (meter fee) and a volumetric charge, which increases in relation to consumption.  The volumetric charge therefore generally follows an increasing-block structure(with the blocks set within each municipality), favoring lower consumption level.

b) Full cost pricing: the full cost recovery principle has been introduced in 1994 by L. 36 (Galli Law
) and defined in 1996 by the « Metodo Tariffario Normalizzato ». nevertheless, actually, is not yet completely applied.

c) Non discrimination: an increasing block tariff structure enables water companies to offer a subsidies tariff to domestic users for the lower consumption blocks.

d) Marginal cost pricing: tariff are fixed at a level of marginal cost.

e) Different tariff structure: industrial customers don’t have a different tariff structure compared with other customer.

f) Special tariffs: industrial and commercial users do not qualify for the lower-block subsidised tariffs that are available to domestic users (the tariffa agevolata), and they are generally charged much more than households for the flat rate part of the tariff (tariffa base), which is set to reflect average costs.  As a result, industrial users drawing water from the public system pay more on average than householders, thus they cross-subsidise domestic water users.  In addition, they generally do not require water of potable quality (as supplied through the public system).  Thus,  industrial users generally prefer to abstract water directly. 

3.2)
For Sewerage Services

	SC
	Tariff structure
	FCR
	ND
	MC
	DTS
	Subsidies

	Yes 
	Based on water volume
	No
	No
	Yes
	Yes
	Yes


a) Surface charge: there is a separated  sewerage charges.

b) Tariff structure: municipalities which are responsible for sewerage networks apply a tax proportional to the volume of water delivered for sewerage services to the public system.  The price of sewerage services is established on the basis of quantity and quality criteria.

c) Full cost recovery: charges are not set at cost recovery rates. 

d) Non discrimination: charges don’t reflect the benefit a user derives plus the costs incurred in providing the service.

e) Marginal cost pricing: tariffs are normally fixed at marginal cost level.

f) Different tariff structure: industrial users have a tariff structure different from which applied to other customers.

g) Subsidies: there are subsidies for investments.

Art. 14 L. 36/94 

Sewage and depuration charges

14/4. For the industrial users the sewage and depuration tariff is determined on the base of the quality and the amount of water discharged. There is the possibility to determine a tariff reduction tariff for the users that supply directly to the depuration and that use the public sewage.  

4-bis. In order to incentive the recycling of wastewater, the for industrial users is reduced in function of uses in the wastewater production used in the production cycle. The reduction is determined applying to the tariff a corrective coefficient that holds account of the amount of wastewater used.

Actually, sewage and depuration charges are defined as a fee (tax) and are included in the water bill.

3.3)
Abstraction charges

	Destination
	USE
	Variations
	TR

	Administrative costs
	Yes 
	Source, locations
	No 


In theory, records of licensed surface abstractions are kept by licensing authorities (such as the regions and some departments of the Ministry of Public Works), but it is understood that these records are often absent or of poor quality.  Abstraction charge levels (“canoni di derivazione delle acque pubbliche”) vary according to the type of water use (irrigation, public supply, power production, industrial processes, etc.) and are based on the licensed levels, not on actual abstractions. If the abstraction is multi-purpose, the highest charge applies. 

Art. 18 L. 36/94 “Canoni di derivazione delle acque pubbliche”

From 1° January 1994 the annual charges for public water, previewed from article 35 of Testo Unico sulle acque pubbliche approved with regal decree 11 Decembers 1933, n. 1775, and successive modifications, constitute the price for the uses of captured waters and therefore are established: 

d) for every water module to industrial use (assuming every module equal to three million annual cubic meters), Liras 22 million. The charge is reduced of 50% if concessionaire recycle wastewaters in the production process or if he gives back waters drained with the same qualitative characteristics of those captured. 

f) for every kilowatt of nominal power granted or recognized, for the concessions of derivation to hydroelectric use, Liras 20.467. 

2. The amounts of charges cannot be lower to Liras 500,000 for derivations for human consumption and not lower to Liras 3 million for derivations for industrial use. 

3 There is a special fund for financing adoption of water saving technologies and for recycling of wastewaters. The greater revenues deriving from application of this article and those deriving from eventual augmentation of are conferred to the fund at the present article. The sums are shared with revenues perceived applying law n. 183 of 1989. 

1.3 Discharge charges

For dealing wastewater, the distributor supports variable costs from zone to zone of the user river basin, that depend on the greater or smaller weight of the productive takeovers regarding the civil user. In order to avoid that the final cost of the service comes indifferently between all customers, it is asked to industrial customers to pay a particular tariff, that is correlated to the complexity and variety of water treatment made and, moreover, is based on the link between the quality of waters discharged from the industry and those discharged from the collectivity. 

The national laws established an parametric formula in order to calculate the burden of debit for customer and periodically (holding account of technological changes) regional laws determine the coefficients of the formula. 

In the formula, the parameters  dv,  db  and  df  are  variables, related to the type of system used in the zone in which wastewater are discharged (as an example, for tariff classes 1 and 2 in the Emilia-Romagna Region  dv  can assume value 0,20 or 0,3;  db  it can assume 0,35 or 0,45). 

Industrial tariff = F2 + [ f2 + dv + K2(Oi/Of*db + Si/Sf*df) + de ] * V 

In short, being V the volume of wastewater and F2 the fixed minimal cost for the user, the tariff amount will depend from the following parameters: 

f2 = coefficient of average cost for the service sewerage; 

dv = coefficient of average cost of the primary treatments; 

K2 = coefficient between 0 and 1 related to the weight of the cost of treatment 

Oi/Of = ratio between the quality of discharges from the industrial plant and totals discharges for parameter COD ( question oxygen chemistry);

db = coefficient of average cost of the secondary treatment that depends from the complexity of the system used; 

Si/Sf = ratio between the quality of the discharges from the industrial plant and totals discharges for the parameter  material in suspension; 
df = coefficient of average cost of wastewater treatment; 

de = coefficient to apply for particular polluting. 

UNITED KINGDOME (ENGLAND and Wales
)
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1. General Background to the UK

The UK, being predominantly an island, is in the rare position that it is able to manage its rivers from source-to-sea. There are only a few shared waters between Northern Ireland and the Republic of Ireland.

In the UK there is no ownership of water, however, there is a right to use water. A license is required to use water including the abstraction of water and the discharge of effluents but also for fishing and navigation. A riparian owner has rights to use the river to its mid-point, provided he does not obstruct the flow of the river. He is allowed to abstract up to 20m3/d. The same rights apply to groundwater.

Legislation in the UK is laid down in Acts of Parliament which provide the legal power for the Secretary of State to issue Statutory Instruments (generally called Regulations) and guidance in the form of Circulars and Code of Practice which, although not legally binding, can form the basis of prosecutions if they are not complied with.

The UK water services system is a mature system with 99% of the population connected to public water supply, and 96% to the public sewerage system. Only 85% of the sewage discharged to the sewerage system receives treatment, of which 75% receives secondary treatment, Table 1. Public water supply, which also provides water for smaller industries and commerce, is the main water user whereas agricultural use is small. However, in local areas during the summer, agriculture can be a major water user.

2. Legal enforcement
The legal and regulatory systems underpinning the provision of water services in England and Wales are clear and robust. The legislative base is predominantly provided by the Water Act 1989 (and subsequently the Water Industry Act 1991).

Economic regulation for prices and customer service is provided by the Office of Water Services (Ofwat).

Drinking water quality is covered by the Water Supply (Water Quality) Regulations 2000 in England and the Water Supply (Water Quality) Regulations 1989 in Wales for the time being; it is regulated by the Drinking Water Inspectorate.

Environmental water quality is covered by the Water Resources Act 1991 and the Environmental Protection Act 1990 and is regulated by the Environment Agency. The Environment Act 1995 placed a duty on companies to promote the efficient use of water by customers.

The Water Industry Act 1999 amended the Water Industry Act 1991 by removing companies’ ability to disconnect domestic customers for non-payment of charges. It also gave Ofwat powers to approve companies’ charges schemes and allows for the protection of vulnerable customers. Its main purpose was to encourage metering by giving all customers the choice to move to a meter at no cost and no risk to themselves.

Since privatisation in 1989, water and sewerage services in England and Wales have been provided by private-sector water companies, each of which has a regional monopoly.  There are ten water and sewerage companies, and about twenty water-only companies.  Recently, the prospect of competition between alternative suppliers has been introduced for very large water users (those consuming more than 250 000 m3 of water per year). 

The prices and service quality of all companies are regulated by the Office of Water Services (Ofwat), by means of a limit on the average increase in charges in any year, and through the monitoring of specified levels of service.  This limit is applied to a “tariff basket” of charges for water and sewerage services (including trade effluent charges), covering both business customers and households. 

In synthesis, the key principles of the current system are:

· a strong central framework with national regulators, Environment Agency, DWI, OFWAT;

· limited power or responsibility for Local Authorities;

· integrated catchment-based water management (but less strong links between land-use);

· integrated environmental protection/licensing;

· clear separation between the regulators and the regulated;

· cost recovery by regulators.

The centralized system in England and Wales, allows policies, legislation and regulation to be co-ordinated at the national level and help to ensure a level playing field by minimizing the effects of local political pressures. However, one of the key criticisms of centralized systems such as that in England and Wales is the absence of local democratic control and that local influences are not taken into account.

Local environmental conditions are, however, taken into account in England and Wales through the use of locally set environmental quality objectives involving public consultation, and the lack of local democratic control is to some extent compensated by the wide use of public consultation in many decision making processes and the many statutory committees which have been set up to advise the Environment Agency and OFWAT.

In England and Wales there is a clear separation between the regulator (e.g. Environment Agency) and the regulated (e.g. water industry, industry).

The need to separate these roles was one of the major driving forces behind the institutional changes in England and Wales in 1989. Before 1989 the regional water authorities were major polluters as the operators of sewage treatment works, but were also responsible for consenting and enforcing effluent discharges, including their own and those of industry. Lack of a clear separation can:

· introduce unfair political pressures;

· lead to inconsistencies in licence conditions;

· weaken the ability to enforce conditions;

· create a bad image with the public.

Integration of water management, both at the policy level and for the implementation of policies, has been largely achieved in England and Wales. One ministry (Department of the Environment, Transport and the Regions - DETR) has the main responsibility for water and environmental management, with only minor involvement of other ministries. In contrast, in many other European countries several ministries have important roles in environmental management, although one ministry usually has the lead role (generally the Ministry of the Environment or Water Management).

For the implementation of policies the Environment Agency has multi-disciplinary and environmental sector responsibilities. Its responsibilities cover water quantity, water quality, flood defense, navigation, recreation and conservation for all inland, coastal, ground and surface waters but also air pollution and waste disposal control. This integrated approach is seen as one of the strengths of the UK system.

3. Industry’s tariff’s and charges

3.1)
For Water Services

	Tariff structure
	FCR
	ND
	MC
	DTS
	Special tariffs
	Subsidies

	Connection + fixed + volume based 
	Yes 
	Yes 
	No 
	Yes 
	Large user tariffs 
	No 


a) Tariff structure: Water charges for industrial users are generally made up of two components: a fixed (standing) charge, based on the size of the supply pipe; and a variable charge which varies according to the level of consumption.  Most business customers (75 per cent) are metered, non-metered business customers are those occupying quasi-domestic premises, such as small shops or small hotels.  Additional charges are levied to cover the costs of providing new mains water supplies, or connections to public sewers.  

b) Full cost recovery: all cost which results from legal and administrative obligations placed on the service provider are recovered through charges.

c) Non discrimination: tariff for industrial customers reflect the cost of the group.

d) Marginal cost pricing: tariffs aren’t fixed at marginal cost pricing level.

e) Different tariff structure: industrial customers have a different tariff structure compared with other customers. In particular, domestic users are charged on the basis of the value of their property, while industrial users are metered.

f) Special tariffs: partly in response to the prospect of competition for such customers, most water companies have introduced “large user tariffs” to better reflect the lower costs actually imposed by large users on the water supply system. These discounts reflect, for example, the cost-savings that result if a large user does not make use of the local distribution network. 

g) Subsidies: no public subsidies are allowed.

3.2) For Sewerage services

	SC
	Tariff structure
	FCR
	ND
	DTS
	Subsidies
	Special tariffs

	Yes
	Based on water volume. Surface and highway drainage
	Yes
	Yes
	Yes
	No
	Large user tariffs


a) There’s a separate sewerage charge.

b) Tariff structure : Sewerage charges for metered users are based on the volume of water delivered, less a small allowance (typically 5 per cent) for water not discharged to the sewer.  Sewerage charges also contain elements for surface drainage (run-off from properties) and highway drainage (run-off from roads and pavements). Businesses which discharge trade effluent into a public sewerage system are charged for the treatment given on a volumetric basis, modified by factors which relate to its strength Charges are averaged across regions, and are therefore unlikely to reflect costs incurred at any one treatment works. 

c) Full cost recovery: all cost which results from legal and administrative obligations placed on the service provider are recovered through charges.

d) Non discrimination: tariff for industrial customers reflect the cost of the group.

e) Different tariff structure: industrial customers have a different tariff structure compared with other customers. Abstraction charges

f) Special tariffs: large user tariffs are offered to industrial users (independently of the trade effluent charge) by some water and sewerage companies.

The Ofwat regulation: price limits and bills

Ofwat regulates water and sewerage charges by setting a limit on the average increase

in charges that a company can impose in any year. This limit, also known as the K factor, for the 23 water (and sewerage) companies in England and Wales. K is the amount by which a company can increase (or must decrease) its average charge above (or below) inflation each year to finance its services and meet its legal obligations.

When inflation is included, this is commonly referred to as the ‘price limit’.

K is applied to the basket of regulated charges – the tariff basket. This covers both measured and unmeasured water and sewerage services as well as trade effluent charges. Within the price limit, companies can increase or decrease average charges for individual basket items by different amounts. A company can, for example, increase charges for unmeasured sewerage services by a greater percentage than charges for measured sewerage services.

A company has the option to increase its overall average charge by less (or decrease them by more) than its K. If the company decides not to take the full available increase for any particular year it can carry forward this unused K to future years. 

Companies were given the opportunity to ask for their K factors to be re-examined by the Competition Commission under the terms of their licenses.

Interim determination of K factors

Under certain conditions a company (or Ofwat) can request an interim determination

of K (IDoK) where a ‘relevant item’ causes significant changes in costs or revenues. Condition B of each company’s licence defines a relevant item as a relevant change of circumstance or a notified item.

A relevant change of circumstance can occur where there is:

· a new or changed ‘legal requirement’ (as defined in the licence);

· a difference in the proceeds from land disposals compared with those assumed for the last set price limits;

· a failure by the company to deliver an output for which price limits allowed when they were last set; or a change in the construction price index compared with that assumed;

· An increase in the number of customers opting for a free meter compared with the assumptions made for the last set price limits. 

· The effects of the prohibition of disconnection of household supplies on non-payment of charges.

· The cost of administering the statutory scheme for abatement of metered charges to domestic customers in vulnerable groups.

Large user tariffs

As far as practicable, companies should base large user tariffs on a robust allocation of accounting costs over the classes of customers concerned

The principles underlying the approach to large user tariffs are that:

· Unit charges should not be lower for large business customers simply because they use a large amount of water.

· Charges can reflect the lower costs of delivering large quantities of water to a single point of delivery, which does not require the use of all levels of the distribution system.

· Tariffs should be structured to avoid incentives to waste water.

The majority of companies structure their large user tariffs with a higher fixed charge and a lower volumetric rate for all water consumed. A few companies have introduced a tariff with a lower volumetric rate for all consumption above a certain threshold, generally with no fixed charge additional to the customer-related standing charge. Both structures are designed to avoid the incentive to use more water solely to qualify for the tariff.

Tariffs for large users must also be consistent with robust estimates of long run marginal cost (LRMC). This is particularly important in areas where water resources are constrained.

Long run marginal cost of supply

The use of LRMC is particularly relevant to the balance between volumetric rates and

fixed/standing charges. Volumetric rates should reflect LRMC as closely as possible to provide appropriate incentives for efficiency in the use of water and to recover the costs of continuing supply. Its use also ensures that, when their demand falls, large users enjoy bill reductions that reflect their suppliers’ cost savings. Ofwat also regards the use of LRMC as a key reference point for decisions in other major policy areas, in addition to large user tariffs.

Ofwat noted that, for some companies, the long run marginal cost of supply (either zonal or regionally averaged) may exceed equivalent average accounting cost measures. It may then be difficult to reconcile LRMC related volumetric rates with a significant average accounting cost discount.

In these circumstances, we believe that companies should consider alternative methods for aligning the recovery of average allocated costs while maintaining incentives that are consistent with long run marginal costs. These methods could include the following.

· Introducing seasonal or interruptible tariffs, especially where peak demands are important investment drivers.

· Introducing innovative rising block or capacity reservation tariff structures.

· Restricting the discounted tariff to large users located in relatively less constrained resource zones.

For other companies the long run marginal cost of supply (either zonal or regionally

averaged) may fall well below equivalent average accounting cost measures. It may then be difficult to reconcile LRMC related volumetric rates without a significant average accounting cost discount.

Seasonal tariffs

Currently only three companies (Bournemouth and West Hampshire Water, Tendring Hundred Water and Severn Trent Water) have seasonal tariffs for large users. For Ofwat the difference between the peak and off-peak volumetric rates for the seasonal tariff should reflect the absolute difference (p/m3) between the peak and offpeak long run marginal costs. 

Subscribed demand tariffs

This type of tariff (which is also known as a capacity reservation tariff) usually comprises three main elements.

· An annual reservation charge (£ per year per Ml/d), that is generally based on a customer’s peak daily demand.

· A reserved volumetric rate (p/m3), which is applied to the volume up to that which the customer has reserved.

· A penalty volumetric rate (p/m3), which is applied to all volumes taken that are in excess of the reserved quantity.

Customers have to assess the level of their peak daily demand for the coming year (Ml/d). Because each customer has to reserve capacity at the beginning of the year, customers need to talk to their supplier about likely future demand. Companies say they have found this dialogue useful as a means of establishing a serious discussion about water use (and the potential for water conservation) with their large users. Some companies have argued that this type of tariff provides customers with a strong incentive to manage their demands.

Interruptible tariffs

To date, four companies (Severn Trent Water, Yorkshire Water, Anglian Water and Wessex Water) have introduced interruptible tariffs, but only a handful of customers have opted for these tariffs. Both Severn Trent Water and Yorkshire Water offer it to customers using not less 250 Ml/year on a medium-term (24 hours) basis. Anglian Water offers it on a short-term (4 hours) basis to customers on the new industrial interruptible tariff.

Wessex Water has also introduced a short-term interruptible tariff (four hours) for its

intermediate users.

Ofwat agreed operating rules with these companies to ensure that interruptible customers are capable of managing supply interruptions. For example, requiring that companies conduct at least one test interruption per customer per year. Other companies considering introducing such tariffs should refer to the appropriate charges schemes. However, at the current time customer interest is limited.

Reservation/stand-by charges

Customers who have access to another supply (eg a bore hole or effluent treatment plant onsite) may only require back-up from the incumbent for potential outage in their own water resource/treatment systems. These customers have particular cost characteristics and, as a distinct customer class, may require a dedicated suite of reservation/stand-by charges.

Reservation charges and stand-by charges are being synonymous. The customer ‘reserves’ system capacity that can be used at any time during the year and the company is on ‘stand-by’ to supply the service required by that customer.

Six companies have introduced reservation charges (Anglian Water, United Utilities Water, Severn Trent Water, Yorkshire Water, Bournemouth and West Hampshire Water, and Three Valleys Water) in their charges schemes. 

United Utilities Water has also introduced a reservation charge for trade effluent customers who pre-treat their effluents but require back-up treatment at the local sewage works.

Three types of reservation charge are currently applied in England and Wales:

· via a meter size related standing charge17 (£/year);

· via a volumetric rate (p/m3) that is applied to the volume potentially reserved over  the whole year (possibly split between peak and off peak seasons); and

· via a specific reservation charge (£/Ml/d) based on a maximum daily take.

Non-potable water

Some companies have a tariff for the supply of non-potable water to industrial  customers. 

Volumetric charge will be lower than that for a comparable potable supply because it does not include the cost of treatment.

Sewerage and trade effluent

The principles that companies should apply when setting large user tariffs for water should also apply when a company sets any large user tariff for sewerage or trade effluent.

It is likely, therefore, that a reduced charge for large users would be based on a customer making less use of the reception and conveyance part of the service. This is

consistent with the way large user tariffs for water have developed. In structuring the

tariff, companies should refer to the long run marginal cost of collecting and treating

sewage/effluent.

Special agreements and bulk supplies

Many companies have arrangements with particular customers where typically the customer pays a non-standard charge to reflect their individual circumstances. For example, the customer may have made an initial capital contribution to the company.

These non-standard charges are commonly known as special agreements and, although they are outside the tariff basket, those agreed or renewed since 1989 are subject to condition that ensures that there is no undue preference or undue discrimination.

3.3)
Abstraction and discharge charges

Under the Water Resources Act 1991, the Environment Agency is responsible for administering a system of abstraction licensing for both surface water and groundwater. 
All abstractions in excess of 20m3 a day require a license, which normally states: the source of supply; the means of abstraction; the amount of water that can be abstracted; the timing of abstractions over the year; specified water uses; the land where the water can be used.
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� The term "wastewater" defines water that ends up in the sewer system and has come from one of these sources: water that has been altered, in particular contaminated, through domestic or commercial use, surface run-off, or rainfall (cf. WHG, AbwAG, DIN 1045). There are thus two kinds of wastewater: contaminated water and meteoric precipitation. 


Contaminated water originates, for example, from clean water that has been altered in its chemical or physical properties through use as wash or rinse water. In the Wastewater Charges Act, the distinction is often made whether the alteration of the water is ecologically detrimental, inconsequential, or even advantageous. Regarding the term "contaminated water", it is irrelevant where the water originates that is, whether it was taken from groundwater before alteration through use, from surface waters, or from a water supply line. 


If the water, however, is extracted only for storage purposes and is discharged again (e.g. at excavation sites), it does not fall under the term "contaminated water", unless it was used for another purpose (e.g. as wash water or for flotation purposes) before it was discharged.


�.	These charges are also paid by domestic consumers, through the public supply system.


� Law No. 36/1994 provided for self-financing of water services, with a new charging system which must finance the long-run cost of services.


� This paragraph is largely based on information collected by the Office For Water Regulation.


� See OFWAT tariff structure and charges 2003-04 e 2004-05 report.
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