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1 Introduction

This paper covers developments in water privatisation in the Middle East and North Africa (MENA) region. The paper will outline the operations of multinational companies (MNCs) in the water sector and discuss recent developments where privatisation has been implemented and where it is planned. 

2 General Trends and Issues

2.1 Privatisation is not widespread 

There has been little privatisation in the region in terms of the award of concession contracts. Only Morocco has undertaken substantial privatisation with the award of three long term concessions. Elsewhere privatisation has been limited to short term management contracts (Amman, Bethlehem and Hebron, Gaza) or is in the form of BOT or IWWP contracts or just turnkey construction projects.

Some municipalities have successfully provided water under public ownership (for example, Jerusalem, Tunisia, and Iran) and some have resisted privatisation (Egypt). Privatisation has proved difficult and the examples below of the attempts at finalising BOT contracts in Egypt and Oman which failed after lengthy negotiations, show that privatisation in practice can be difficult to achieve due to the need to reconcile conflicting interests. 

2.2 Desalination, alternatives and donors

Middle East countries are the biggest users of desalination technology, with over 50% of the world’s capacity. Furthermore, Gulf states such as Saudi Arabia, the UAE and Kuwait use dual-purpose power and desalination plants on a major scale. Figure 1 below shows that Saudi Arabia is the biggest user of desalinated water in the region.
  Desalination is a relatively expensive source of bulk water and it can be costly to transport it from the coastal region to the main urban areas. 

Figure 1: Desalinated water as a share of total municipal and industrial supplies [image: image1.png]Desalination in the Middle East and North Africa
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Source: ‘Urban water and sanitation in the Middle East and North Africa Region: The Way Forward’ Jamal Saghir, Manuel Schiffler, Mathewos Woldu, World Bank, January 2000

The World Bank advice is that desalination should not be viewed as a solution to the region’s water problems because of the relatively high cost. 

 “Desalination does have a role in the MENA countries as one option among others to be considered. But for the foreseeable future, economic considerations may warrant limiting its application in MENA borrowing countries to brackish groundwater and to seawater desalination on a limited scale for municipal purposes in water scarce towns in coastal areas” Schiffler et al 2000.

Despite this, desalination projects are underway or in the pipeline in a number of countries in MENA region. Several plants are being developed in Algeria. Four are planned for Sinai in Egypt; Vivendi have long-running Build-Operate-Transfer (BOT) for desalination in Israel; Libya plans to commission desalination plants and Saudi Arabia has more desalination than anywhere else in the region. 

More recently, companies have attempted to extend the desalination process, which is energy-intensive, by constructing the desalination facility as part of a power production activity (run as an Independent Power Plant) which supplies power for the desalination process and sells power to the grid under a power purchase agreement. These are known as Independent Power and Water Producers (IWPPs) which operate on a take-or-pay basis for both the water and the energy supplied. These joint water and power projects are getting underway in Algeria, Qatar, Oman and UAE among other countries and are rarely seen outside the MENA region.

When ranked alongside alternative tools for increasing water availability such as demand management and leakage reductions, it seems unlikely that desalination is the best option. So far the World Bank has not financed any desalination plants and advises against them. However bilateral donors and export credit agencies are often the source of financial assistance for these projects which are then often awarded to companies from the same country as the finance source. 

2.3 Water Trading 

Two countries have committed to water trading: Kuwait is buying water from Iran and Turkey is to sell water to Israel. In view of the water shortages in the region, transferring water from surplus to deficit areas can be beneficial. However given the water shortages in other parts of the country, the decision to export water from Iran has met with some criticism.
 

2.4 Pricing 

In all the countries in the region, tariffs for urban water supply and sanitation are subsidised and the average share of the water bill in household income is around two percent. Figure 2 below shows the status of water pricing in the municipal sector. Notably, Ramallah, which comes under the publicly-owned Jerusalem Water Undertaking has the highest average water tariff. 

Figure 2: The status of water pricing in the municipal sector
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Source: ‘Urban water and sanitation in the Middle East and North Africa Region: The Way Forward’ Jamal Saghir, Manuel Schiffler, Mathewos Woldu, World Bank, January 2000

For the World Bank, which advocates full cost recovery, prices are considered too low:

“In some cities such as Gaza, Amman and Sana’a, water and sewerage tariffs were not sufficient to cover operation and maintenance costs until recently. In other countries such as in Syria, tariffs still do not cover operation and maintenance costs. Only in a few countries such as Tunisia, Morocco and Iran do revenues generate the modest surplus necessary to partially cover capital costs. … The current average level of water tariffs in the region varies between US$.04/cubic metre in Cairo and US$1.11/cubic metre in Ramallah.  Urban water utilities thus usually depend on subsidies from the central government.” 

2.5 Efficiency

Water utilities in the region have a wide range of performance in terms of levels of UFW, consistency of supply and financial criteria. Table 1 below shows comparative indicators for a selection of utilities.

Table 1: Selected performance indicators of water and sanitation utilities
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Source: ‘Urban water and sanitation in the Middle East and North Africa Region: The Way Forward’ Jamal Saghir, Manuel Schiffler, Mathewos Woldu, World Bank, January 2000

The table shows that the variations in performance do not follow trends across public and private ownership structures. The state-owned utility in Tunis scores highly by most efficiency criteria. Casablanca was taken over by Suez in1997 and was the first of three water utilities to be privatised in Morocco. Here, UFW is high and cost recovery has yet to be achieved. Gaza and Amman were both privatised under a management contract in 1999. 

UFW includes physical losses (such as leaky pipes) as well as commercial losses incurred through weak billing mechanisms.
  Thus a reduction in UFW usually means disconnections of non-payers and termination of illegal connections. 

2.6 The World Bank and privatisation

Clearly the World Bank favours privatisation as the means by which the problems of the water sector in MENA can be addressed. 

“The Bank’s strategy in MENA is to support private-public partnerships which will gradually increase the role of the private sector in service delivery management and investment. A phased approach is being considered in different countries including Algeria, Jordan, Lebanon, West Bank and Gaza and Yemen. It consists first in the introduction of the private sector in the operation and management of the utilities or commercialisation of the operations. For example, in the Gaza Strip, a private operator has been contracts in 1996 by the Palestinian Authority under a performance-based management contract to improve the drinking water supply and wastewater systems. Similar contracts have been concluded for Algeria and Yemen. And Lebanon is moving toward contracting private operators for maintenance”. 

In part the Bank’s faith in privatisation stems from its dissatisfaction with attempts at reform of the public sector. 

“The difficulty of improving the performance of public utilities without such fundamental changes has been shown by four decades of experience with donor-assisted efforts including substantial financial support to expand and rehabilitate systems, extensive technical assistance and innumerable covenants stipulating tariff increases. These efforts have helped to expand the coverage of water and sanitation infrastructure but they have largely failed at making urban utilities financially sustainable and at improving the technical efficiency of their operations”. 

The privatisation process means that the cost of investment will have to be met through higher tariffs and thus paid for by users. It is assumed that efficiency gains will be achieved by privatising and these will ease price increases: 

 “The private sector can contribute to increasing the operating efficiency of utilities and thus alleviate the need for tariff increases. It can also inject private capital and thus help to defer the need for tariff increases but ultimately the return on the private capital injection will have to be earned through higher tariff revenues”  

The Bank acknowledges that the region is perceived as a high risk area for investors and they will be looking for guarantees. The Bank has already intervened in this area: 

“Concessions and BOT projects are the most appropriate PPI instruments to generate cash injections to the water and sanitation sector. However the risks associated with these projects are high. Therefore the Bank may provide partial risk guarantees to some BOT projects including the Awali Conveyor Project in Lebanon, the Disi-Amman Water Project in Jordan and the Greater Tunis Waste Water Treatment Plant.”  
  In the late 1990s, the Bank financed a management contract in Gaza with Lyonnaise des Eaux in its entirety because the risk was perceived as so high that no private investors would be willing to participate in the project. 

3 Current water contracts

3.1 Concession / management contracts

Table 2 below shows that few countries in the MENA region have actually undertaken utility privatisation to any degree. Jordan and West Bank and Gaza have signed four year management contracts with Suez and Vivendi.  These contracts are heavily supported by the World Bank which provides finance for rehabilitation (and for the paying the contract fee in the case of Gaza). While these may be intended as an introduction to privatisation and a prelude to a more lengthy concession arrangement, these are relatively low risk for the firms involved and do not constitute a major shift of responsibility to the private sector. Only in Morocco has the government instigated a major shift to privatisation, signing three long term concessions. The picture is dominated by Suez and Vivendi. Saur which are big players in sub-Saharan Africa are noticeable absent in the MENA region.

Table 2: Concession / management contracts

Country
Company
Location
Project
%
Date
Partners
Parent

Jordan
Ondeo
Amman
4 year water management contract

1999

Suez

Morocco
Redal
Rabat 
30 year concession for water, electricity and waste management

1999

Electricidad de Portugal* (30%), Pleiade (30%); Dragados (30%), Alborada (10%)

Morocco
Elyo
Casablanca 
30 year concession for water and power in Casablanca
59
1997
EdF, Endesa
Suez

Morocco
Vivendi
Tetuouan and Tangiers
25 year concession for operation of water, wastewater and electricity services

2001
HQI (Canada), ONA (Morocco), Somed (Morocco/ Saudi Arabia), 
Vivendi

West Bank & Gaza
Vivendi
Bethlehem and Hebron
4 year management contract

1999
Khatib & Alami
Vivendi

West Bank & Gaza
Suez
Gaza
4 year management contract – subsequently renewed on annual basis

1996
Khatib & Alami
Suez

Source: PSIRU database, www.psiru.org

*EdP has reached a deal to sell its share in Redal to Vivendi

3.2 BOT / IWPP / Construction contracts

Table 3 below shows that there have been a number of desalination and IWPP contracts awarded in the past two years. However, BOT contracts which are widely used in other parts of the world have not been used to a great extent in the MENA region.

Table 3: BOT / IWPP / Construction contracts 

Country
Company
Location
Project
%
Date
Partners
Parent

Algeria
Alstom and Dragados
Beni Haroun
Water pumping station

2002
-
GEC and Alcatel both have a 24% stake in Alstom

Algeria
Black and Veatch 
Arzew 
IWPP - desalination
80
2001
Algerian State Energy companies – Sonelgaz and Sonatrach 


Algeria
Eaux de Marseilles
Algiers
Water network rehabilitation

2001
-
EdM is a 50/50 joint venture between Vivendi and Suez

Algeria
Degremont
Bredeah 
Desalination Plant

2001
-
Suez

Iran
Sidem
Iran
EPC contract for water plant including desalinated water

2002
-
Vivendi

Israel
Vivendi
Ashkelon
Desalination BOT
50
2002
IDE technologies (25%), Dankner Ellern (25%)
Vivendi

Jordan
Ondeo
Al-Samra
Waste water treatment plant

2002
Morganti (US)
Suez

Jordan
Vivendi
Ramtha
Wastewater treatment plant upgrade and extension

2001
-
Vivendi

Oman
AES
Barka 
IWPP-desalination
85
2001
Local partner
AES

Qatar
AES
Ras Laffan 
IWPP- desalination
55
2001
Qatar Petroleum,  Gulf Investment Corporation (Kuwait), Qatar Electricity and Water Company
AES

UAE
Thames Water / Black & Veatch
Ajman Sewerage company
Waste water network

1999
-
RWE owns Thames

UAE
CMS Energy / International Power
Shuweihat
IWPP - desalination
40
2002
Abu Dhabi Water & Electricity Authority (60%)
CMS in owned by Cap Gemini

Source: PSIRU database, www.psiru.org

4 Country developments

4.1 Algeria

Following elections in May 2002 the Algerian government stated its intention to push for  privatisation but this may be constrained by lack of investor interest:  According to Gerling NCM's North Africa underwriter Anthony Barrett:  "Privatisation is a key aim for the present government, but the effects of civil unrest and violence could well dampen the appetite of potential foreign investors."

Both the IMF and World Bank have been critical of the country’s slow progress with privatisation. After the elections, Abdelhamid Temmar, Minister of Participation and Investment promotion, said in his first press briefing: "We are for privatisation and globalisation, but there will be no company privatisation operation without consulting with social partners and employers."

In the water sector, the government has opted for privatisation in the long term and has restructured the water sector to reflect this. In 2001, the Algerian government established a new utility operator, Algerienne des Eaux, that will focus on water management and supply and will set up a bureau of water treatment and clean up, the Office National de l'Assainissement with the mandate of operating water treatment plants.
 The country has suffered from unprecedented drought since 1999.

The government has started several private desalination projects in the water sector. There have been contracts awarded for the first IWPP at Arzew and desalination plant at Bredeah to Black and Veatch and Degremont. They have been supported not by the World Bank but by Export Credit Agencies of countries whose companies have won the contracts, such as France and Japan. 

A contract has been awarded for the overseeing of the water network rehabilitation (to a Vivendi-Suez joint venture) and for construction of the Beni Haroun pumping station (to French-Spanish group, Alstom and Dragados).  Two bids have been received for a proposed new desalination plant at Hamma. 

4.1.1 Arzew IWPP

Algeria’s first combined water and power plant in the oil terminal town of Arzew is due to be developed by a joint venture which is 80% owned by the South African arm of US firm, Black and Veatch. The remaining 20% will be split between the two Algerian state energy companies Sonelgaz and Sonatrach.  Total project costs for the 314-MW, 88,000-cubic-metre-a-day plant are $400 million, of which some $280 million will be debt financed. The developers hope to have as much of the debt package as possible covered by export credit agencies (ECAs). The sponsors have approached Export-Import Bank of Japan and France's Coface.
 The water will be sold to Sonatrach under a 25-year, 100 per cent take-or-pay agreement, while Sonelgaz has signed a similar agreement for the power offtake.

At the start of 2002, a Japanese consortium of Itochu Corporation and Ishikawajima-Harima Heavy Industries was awarded the $260 million engineering, procurement and construction (EPC) contract for the project.

4.1.2 Bredeah desalination plant

In 2001, Suez subsidiary, Degremont, was awarded $17.6m contract to build a 38,000-cubic-metre-a-day desalination plant, to supply drinking water for the residents of Oran facility including 25km pipeline to start operations in 2004.
 A Degremont official said he hoped that the construction contract might lead to a 10-year operation and management contract.
   The project has been financed by loan to Algeria’s banque de l’Agriculture et du Developpement Rural (BADR) from the French Development Agency.
 

4.1.3 Algiers – Water network rehabilitation

A management contract for the rehabilitation of the capital’s water network began in April 2001 when a French group led by Societe des Eaux de Marseille (Vivendi – Suez 50/50 joint venture) won the $23m, 40 month contract. Work will be carried out on a 50-kilometre section of the network with the aim of reducing leakages to 20 percent from 50 percent.

4.1.4 Beni Haroun water supply scheme 

Construction was due to start in January 2002 on Beni Haroun pumping station. The €110 million ($98 million) engineering, procurement and construction (EPC) contract and the €32 million ($28.5 million) operation and management (O&M) contract for the plant were awarded to French/Spanish group of Alstom and Dragados in December 2001.

The pumping station is the first of three elements in a project to supply drinking water to six provinces in the northern El-Milia area. It is expected to come on stream by the end of 2004 and will provide each local resident with a minimum of 150 litres of water a day.

The project is supported by a loan from the Arab Fund for Economic and Social Development (AFSED) which awarded $103m initial tranche for the scheme. The second tranche ($99m) was released in May 2002.
 It is a 22-year loan at a 4.5 percent interest rate, with repayment to begin in five years.
  

4.1.5 Hamma desalination plant

In June 2002 two consortia submitted bids for the new desalination plant at Hamma, a coastal suburb of Algiers.  The sea water desalination plant, located at Hamma, Algiers will have a capacity of 130,000 to 150,000 cubic metres a day.  The successful bidder will form a joint venture development company with state-owned Algerian Energy Company (AEC) (a joint venture between Sonatrach and Sonelgaz – both state owned) and the water offtaker, Algerienne des Eaux (AdE). AEC and AdE will between them hold 30 percent of the company. It is reported that the desalination plant will be organised on the same lines as the Arzew-Skikda IPP so presumably the project will be underwritten by a take-or-pay contract with the offtaker.

The bidders were Italy's Ansaldo Energia and a US/Spanish consortium including Kansas-based Black & Veatch. However, the Italian firm's offer may not be considered valid as it was not accompanied by a bid bond, in which case, project sources say it would be difficult to proceed on the basis of just one bid, as this would contravene tender regulations.

4.2 Egypt

So far in Egypt, private participation has been limited to construction contracts and most of the new project activity remains reliant on aid finance, especially the US Agency for International Development (USAID).
  An attempt to privatise using a BOT framework in Ramadam City failed because of firstly a questionable legal status of the project and secondly, the financial status of the project was not clear because of a possible devaluation of the currency – see below.

In August 2002, the Egyptian Prime Minister stated that there would be no privatisation of utilities. Dr Atif Ubayd said that water, sanitary drainage, roads, bridges, schools, hospitals, electricity networks, railways and public transport shall remain the property of the state in full in order to protect people of low-income. Services will be provided for them in the light of their financial abilities and not according to cost. Speaking at the inauguration of new road and water projects, the Prima Minister also said that pure drinking water will be made available to all parts of Egypt within three years in compliance with the directives of the President, Husni Mubarak. 

4.2.1 Ramadam City - privatisation fails

In June 2002 it was reported that the first effort to involve private finance in a major water supply project in Egypt had failed, following the decision not to proceed with a scheme to supply water to the city of Suez on a build-operate-transfer (BOT) basis.  A consortium led by SNC Lavalin of Canada was selected for negotiations about the estimated $120m, 33-year concession in April 2000. However, after two years of talks, the Housing, Utilities & New Communities Ministry has decided to cancel the project. 

The scheme was abandoned in part because of doubt about the demand projections for the water to be supplied, project sources say. The water was to be piped from treatment plants in Ramadan City to the new Suez special economic zone. However, industrial development in the zone has not been as extensive as originally planned, and there is sufficient water available from an existing pipeline from the Nile.
 There were also a number of issues relating to the financial and legal framework that were going to be difficult to resolve.
 The financial calculations were affected by the devaluation of the Egyptian pound.
 It was also reported that the project suffered from a lack of clear definition from the start about the terms of reference for the BOT contract.

4.2.2 Resort waste-water plants

Vivendi subsidiary Permutit was awarded two contracts for the construction of water and wastewater facilities at coastal resorts in Egypt. At the tourist resort of Sahl Hasheesh on the Red Sea, the company was to construct a waster water unit. The client was the Egyptian Resorts Company, owned by a group of local business interests.  At the El-Malha resort in South Sinai, Permutit won a contract for a water treatment plant and a wastewater unit with a capacity of 3,500 cm/d. The contract was valued at about $1m. The client is the local El-Malha Touristic Services Company.
  (Permutit was formerly owned by Thames Water and sold to US Filter in 1996. US Filter was bought by Vivendi in April 1999, and so permutit became part of Vivendi.)

4.2.3 Construction Contracts with USAID

USAID has provided substantial aid to Egypt. Critics have pointed to the political rather than economic motivation on the donor projects. According to Nader Fergany, director of the Cairo-based Al Mishkat Center for Research: "Of course the U.S. aid was useful in improving infrastructure but the vast majority of aid money went back to the States, for goods as well as for consultants. The most important impact on the political economy here was the creation of a group of Egyptian businessmen loyal to U.S. interests."
 In the water sector, USAID is a major contributor, for example:

Middle Egypt
Three US firms bid in August 2002 for the Middle Egypt contract to build water and waste water facilities, focusing on the three cities of Beni Suef, El-Fayoum and El-Minya on the basis of a fixed local currency component of #E 120 million ($26m) and a variable dollar component. The lowest bid came from ABB SUSA, with a dollar component of $96m, followed by Contrack International at $101m and Morganti at $113m.

 USAID is backing this project. 

Alexandria 
In August 2002 it was reported that five US companies have applied to pre-qualify for USAID funded project to upgrade water treatment and distribution systems in Alexandria.  Project costs are estimated at some $100m.

Mansoura

USAID is drawing to the close of a secondary cities water and wastewater programme, backed by $315m in grants. The latest contract for which bids have been submitted is the second phase of works in Mansoura, mainly entailing wastewater facilities. US-based Morganti, submitted the lowest price.

4.2.4 Other developments

The European Investment Bank is financing a project for the expansion of the Kalag and Khossous pumping stations, part of the east bank section of the Greater Cairo Wastewater project. A team of Germany's Hans Brochier and the local Alexandria Construction Company submitted the lowest price of #E 78 million ($18.6m), ahead of France's Degremont, with the local Arab Contractors (Osman Ahmed Osman & Company). A contract award is expected during the first quarter.

 In July 2002 the Minister of Housing Dr Ibrahim Sulayman said that four water desalination stations will be inaugurated in south Sinai within the coming few weeks. He added that these stations cost LE Egyptian pounds 150m.  He said the capacity of the four stations amounts to 25,000 cu.m. per day.

4.2.5 Waste management – Alexandria

This is not a water contract but is significant as it involves a division of Vivendi. In September 2001, Alexandria signed a 15 year contract with Vivendi waste management subsidiary, CGEA Onyx, for cleaning beaches and urban areas as well as handling household, commercial and medical waste. The contract was the first in a series aimed at bringing private capital into urban waste management.
 Operations started on 1 October 2001 in seven Alexandrian districts. 

There have been improvements in cleanliness in some areas. However critics point out that many of the back streets are not as pristine as the tourist areas. Estimates suggest that about 40 per cent of solid waste in the city is still left uncollected.
 The task has proved challenging for Onyx. Frederic Duvelle, the managing director of Onyx, told Al- Ahram Weekly: "We clean and then in three hours the place is dirty again and we have to start all over again."
  The most contentious aspect of the contract is the price. At a cost of $446m for the treatment of one million tons of waste per year over the next 15 years, the governorate is paying LE100 for every ton of waste -- almost 10 times what it was paying before. The pricing mechanism has caused significant protests. Based on an elaborate index determined by the type of property, a certain percentage of each electricity bill is added as a garbage collection fee. The percentages are not based on property value or income, but on whether the property is a house, a flat, a business, a factory and so on. As the consumption of electricity increases, the more the garbage collection fee increases.
 

Onyx have washed their hands of this aspect of the deal as, according to Duvelle, the way the governorate collects the money for Onyx's fees "has nothing to do with us. We only deal with a public authority, and not directly with the people."  In response to public protests, the governate of Alexandria has introduced a subsidy and reduced fees for small commercial projects.
  Workers have also been complaining that they also lost their medical insurance by leaving government employment although Onyx says that the company observes the law by providing a company social and medical insurance plan.
 

Other waste management contracts have been awarded to two Italian firms. In Cairo the contract was awarded to AMA. (Unlike Onyx, above, AMA is not required to hire the employees who used to work for the governate.
) and in Giza to Jacorossi.

4.3 Iran

In Iran water has been successfully provided by the public sector.  In 2000, 95 percent of Iranians had access to an improved water source and 81 percent had access to sanitation.
 The share of the urban population receiving a water supply has increased from 90% in 1991 to 96.5% in 2000.  The urban population served by wastewater facilities increased from 8.6% in 1991 to14.8% in 2000. In 2001, some 38 wastewater treatment plants were under construction throughout the country. In both water supply and sanitation, overseas investors would have to operate within the limitations set under Iranian law providing for "the public ownership of national water resources." A condition to the participation of foreign operators is establishment of a joint venture majority-owned by an Iranian partner.

Iran is listed (along with Morocco and Tunisia) as one of the few countries where water tariffs are such that they allow a modest contribution to capital costs (unlike most other countries in the region which do not even cover running costs).
 The country has more natural water resources than most of the rest of the region but has suffered from drought in recent years. The private sector has been used for construction contracts and in July 2002, a contract was awarded to Vivendi subsidiary SIDEM for the construction of a large-scale water plant (see below).

4.3.1 Selling water to Kuwait

A consortium led by UK based Gulf Utilities Company is in the process of tying up the paper work on a proposed 540km long pipeline to carry water from a dam in Iran to the coast of Kuwait, across Iranian territory and under the sea. It is expected to cost about $2bn, and will eventually supply around 200 million litres of drinking water a day to Kuwait.  Officials say the new pipeline will enable Kuwait to rely less heavily on desalination, which is believed to be causing environmental damage to the coastline
 Given the water shortages in other parts of the country, the decision to export water to Kuwait has met with some criticism.

4.3.2 Desalination contract – Vivendi 

In July 2002 it was reported that the Iran Power Plant Projects Management Co. (Mapna) awarded a construction contract for a planned large-scale water plant to SIDEM, a subsidiary of Vivendi Water Systems. According to the terms of the award, the French company will be responsible for the provision of engineering, procurement and construction (EPC) services. Construction plans call for building a complex with installed production capacities of: 7,500 cubic meters per day (cmd) of desalinated water; 31,000 cmd of dematerialized water; 1,800 cmd of drinking water.

4.3.3 Wastewater treatment plant

In August 2002, four companies were competing for the contract to build a wastewater treatment plant in Tehran, following the submission of bids to Tehran Sewerage Company (TSC) in July 2002. The plant is part of a larger scheme to install a comprehensive sewerage network in the capital aimed at providing services to more than 2 million residents in the poorer southern suburbs of the city by 2006. 
 

The bidders for the estimated $70m contract are VA Tech (Austria), Vivendi subsidiary Generale des Eaux and Suez subsidiary, Degremont, both of France, and Germany's Walter Bau. TSC is now reviewing the bids before submitting its recommendations to the World Bank, which is part-financing the scheme. A contract award is expected to be announced by the end of 2002.  Implementation costs of phase 1 of the wastewater scheme are estimated at about $ 340 million, $ 145 million of which will be provided by the World Bank. The World Bank in May 2000 agreed to resume lending to Iran after a gap of seven years and despite US pressure. TSC is providing parallel financing of $195m.
 

4.4 Israel

Israel has started restructuring the water industry to open the sector to private investment. The restructuring will encompass the loss of about 250 jobs. So far private participation has been centred on a desalinated water BOT plant with a consortium that includes Vivendi. Other than that, private participation has been limited to construction of desalination facilities. 

4.4.1 Restructuring of the water sector

In August 2002, the Finance Ministry said that the reform of the water industry had been completed after Acting Infrastructure Minister and Prime Minister Ariel Sharon and Finance Minister Silvan Shalom signed a seven-year agreement with state-owned utility, Mekorot, to restructure the company and open the industry to private investment.

Under the agreement a state-owned holding company will be established to control three new subsidiaries, the National Water Carrier Company, an asset management firm, and a development company. All three firms will operate side by side with Mekorot Ltd.

As part of Mekorot's restructuring plan some 250 workers are expected to lose their jobs. In addition the company also committed itself to reducing annual spending by 1.5 percent, while pledging to operate its subsidiaries on a strong business model based on private sector investments rather than direct government transfers.

A Knesset inquiry report on the water crisis recommended that, given the increasing danger to Israel’s water sources, the state owned Mekorot Water Company be given greater authority to build and operate desalination facilities. The Report also says that the pricing mechanism for urban consumers in unacceptable.
 The Water Commissioner is proposing to increase prices in order to curb consumption of water. The current crisis is only expected to ease in 2004 with the entry of desalinated water into the network.

To deal with water shortages the government resolved in March 2002 to import 50-100 million cubic meters of water from Turkey and to double the quantity of desalinated sea water produced to create 400 million cubic meters a year.

4.4.2 Ashkelon BOT

In September 2002 construction started of Ashkelon desalination plant, a 25-year BOT under which the consortium will be responsible for constructing and managing the plant and will sell the water produced to the government over a set period of years at a guaranteed price.  
  It is the first BOT contract for bulk water supply in Israel. The consortium consists of Vivendi Environment (50%), Israel’s IDE Technologies (25%) and Dankner Ellern Infrastructure Ltd (25%). The $200m project is financed by Israel’s Bank Leumi.
 

The Ashkelon plant is to be the first of a series of four other seawater desalination units in Ashdod, Palmahim, Kishon, and Caesarea, which altogether will produce some 305 million cubic meters of desalinated water a year. Additional projects are planned which would raise the total amount produced by desalination units to over 400 million cubic meters per annum.
  The plans were approved by the government in 2001 after the Treasury dropped its opposition to desalinated water projects in light of lower production costs and the worsening water crisis.
 

The average price of $0.47 is relatively low for desalination. The consortium claims that this is becasue it uses new technology, and because one of the consortium members owns a dedicated energy supply source rpoviding cheap energy. 

4.4.3 Haifa desalination facility – contract awarded

In August 2002, Carmel consortium, compromising Baran Engineering and Projects Ltd., Dor Chemicals Ltd. and US-based Ionics, was awarded a contract to construct a 30-million cubic meter desalination facility in the Haifa area. The build, operate, and transfer (BOT) project is expected to cost $90m. According to a statement released by Baran to the Tel Aviv Stock Exchange, each of the three corporations will control a 33 percent stake in the project. Baran, however, will invest 40% of the total amount needed to build the desalination facility.

4.5 Jordan

Jordan is one of the few countries in the region that has privatised the capital’s water utility. However, rather than a long-term concession, this is more in the style of a management contract which only runs for four years. A contract was awarded in April 1999 to a Suez-led consortium. While the government announced plans to adopt the same approach in other parts of the country, no further concessions had been reported by September 2002. Elsewhere, private participation has been in the form of large donor-financed water engineering projects such as the Disi water conveyance project and the Amman water supply rehabilitation scheme 

4.5.1 Amman water 

In April 1999, the Ministry of Water and Irrigation awarded a four-year management contract to a consortium comprising Suez Lyonnaise des Eaux (75%) and an equal joint venture between the UK’s Montgomery Watson and local Arabtech-Jardench (25%) for the management of Amman’s water distribution system.
   The contract came into effect in August 1999. They beat sole competitors, Vivendi (then known as Generale des Eaux).

Under the contract, which took effect in August 1999, the consortium assumed responsibility for operating and maintaining the governate’s water and waste water networks and local resources as well as managing billing, collection and customer services and providing training.
  The ownership of the assets remains with the water authority, and the government of Jordan is responsible for the water tariffs and associated fees. The company was also required to reduce water leakage in the 55 year old network and replace some parts of it under the deal financed by the World Bank. The rehabilitation was financed by a $55m loan from the World Bank to the Jordanian government. The water authority will monitor the consortium's performance of the operation during the contract period.
 In October 2000, the government indicated that it aimed to extend the private management of water and wastewater systems to all the kingdom's main towns
 - although no further concessions had been reported by September 2002. 

For Lyonnaise, the new concession in Amman was described as “the door to the Middle East”  by Christian Prot, executive vice- president for MENA at Lyonnaise des Eaux.
 

This first major concession has been a learning experience for Jordan according to senior  adviser to the ministry of water and irrigation, Faisal Abboud Salem. In an interview with Global Water Report he said…”one of the lessons we have learned is that four years is not long enough, perhaps 6-8 years would be necessary…” A four year contract in the first stages of privatisation was necessary because of “trepidation about the unknown”

Privatisation has resulted in unexpected outcomes. In order to pave the way for privatisation, the ministry sought to secure considerable savings in demand by increasing water tariffs. But there has been an unexpected result from the increases in water prices that were implemented. According to Faisal Abboud Salem, “Big hotels and big commercial enterprises decided to start supplying their own water through water tankers and would truck it in. They were able to buy it cheaper and avoid paying wastewater charges because they were no longer metered.” Tanker water is cheaper on a short-term basis. The water comes from private wells which are beyond government regulation and which are likely to dry up in the next few years.

4.5.2 Ramtha wastewater treatment plant

In October 2001, a joint venture between Vivendi Water of France and local firm El Concorde was awarded an $8.6 million contract to upgrade and extend the Ramtha wastewater treatment plant. France will provide a $6 million concessionary loan towards the project, which will increase the plant's capacity to 16,200 cubic metres of wastewater a day from 5,400 cubic metres a day. The project, is expected to be completed in 2005.

4.5.3 Al-Samra wastewater treatment plant

In July 2002, a US/French consortium operating under the name of Samra Plant Consortium (SPC) was awarded a contract to build a new wastewater plant in Jordan. The partners in the project include Ondeo, Ondeo-Degremont and Morganti of the US. 

The $154.5m contract is for the construction of a new wastewater treatment plant. The Khirbet Al Samra Wastewater Treatment Plant will be constructed on a 25-year build-own-transfer basis and is considered the first public-private wastewater infrastructure partnership in Jordan.

According to the BOT contractual arrangements, SPC will operate and maintain the plant for 22 years before the ownership goes to the government. Construction work is scheduled to begin some time during the year 2003 and operational start-up is scheduled for three years later. The project will be financed as follows: Government of Jordan $8.9m; USAID grant $66m (43%) SPC $79.5m (51%). The Swedish International Development Agency (SIDA) offered technical assistance to the ministry and will continue to do so during the first two years of operation.

4.5.4 Disi water conveyance project – bids to be invited

The government was expected to invite bids in the summer of 2002 for the $625m Disi water conveyance project. Disi will involve building a 325-kilometre pipeline to transfer water from the Disi aquifer, in the south of the country, to Amman. Five pre-qualified groups submitted comments on the technical and financial aspects of the tender in May. Bids were expected to be invited in 2002.

4.5.5 Amman water supply rehabilitation scheme

The scheme has fifteen packages financed by different donors including the World Bank, the European Investment Bank and USAID. The Italian-financed part of the programme (including construction of a new 700-litre-per-second pumping station) was awarded to Italy’s EMIT under a $19.5m contract.

4.6 Kuwait

4.6.1 Sulaibiya wastewater treatment plant: 

In June 2002, finance was secured for the Sulaibiya plant. The 30 year $390m BOT concession was awarded to a joint venture between local company, Al-Kharafi and Sons (75%) and US firm Ionics (25%). The project is to recover and upgrade tertiary treated wastewater from Kuwait city and the surrounding areas.
 The scheme involves the  construction of wastewater treatment plant.



The $377m financing deal was signed between the Utilities Development Company (UDC), National Bank of Kuwait (NBK), Gulf Bank and The Bank of Kuwait and the Middle East. The loan is being provided under limited recourse project finance facilities. It is the first time in the region that a transaction of this type has been funded by domestic banks only. The project is believed to be the world’s largest and the region’s first wastewater treatment plant to be implemented on a BOT basis. Denomination in local currency has helped mitigate foreign exchange risk.

4.6.2 Subiya

In August 2002, Kharafi & Sons won a contract for the installation of a pipeline running from the planned desalination plant at Subiya to the water storage facilities. The 30-month water storage and distribution project is being tendered in six packages. The project involves the supply of up to 96 million g/d of water to residents and industrial users in Subiya, Mutla and West Funaitees. The project is estimated to cost KD 145 million ($467million).

4.7 Lebanon

While there has been little private sector participation in the country, the government has appointed consultants to advise on the privatisation process and is receiving donor finance for the rehabilitation of the water sector which will include participation by the  private sector. In April 2002 a contract was awarded to Societe Generale of France and its affiliate Societe Generale de Banque au Liban (SGBL) to advise the government of the Lebanon on the privatisation of the water and wastewater sectors, according to Energy & Water Minister Mohammed Beydoun. A joint team from both companies will prepare an initial feasibility study and act as financial, technical and legal advisers to the ministry.

4.7.1 Donor finance to support PSP

In July 2002, the French government granted $1m for development of the water supply, according to Energy and Water Minister, Muhammad Abdul Hamid Baydhan. One of the aims of the project is to fund the development of a water supply system for the city of Tripoli (Lebanon) by means of the creation of a private company for this purpose.

In May 2002, the World Bank extended $43.5m in loans to Lebanon for the development of potable water and sewerage projects in the Ba’albeck region. Loan will be channelled through the bank’s Council for Development (CDR). Private sector will be involved in the operation and maintenance of the new water and wastewater facilities.
 

4.7.2 The Ba'albeck Water and Wastewater Project (BWWP) 

In June 2002, the World Bank approved a $43.53 million loan to the Government of Lebanon to upgrade water supply and wastewater collection and treatment in the ancient Roman city of Ba'albeck and its vicinity, 85km northeast of Beirut. The BWWP will bring in private sector partners, and is intended to extend the water and  sewerage coverage in Ba'albeck and Nabi Chit, and to introduce water metering and subscriber payment for water and wastewater services, and so cut consumption of water. 

4.7.3 Waste water plants

In June 2002, the Council for Development & Reconstruction (CDR) issued an invitation to international contractors to apply to pre-qualify for the construction of a wastewater network in the West Bekaa region. Funded by the Islamic Development Bank, the project will involve laying sewerage pipelines and constructing pumping stations and two wastewater treatment plants.

In June 2001 it was reported that the implementation of a French-financed project to design, build and operate five wastewater plants had been delayed since September 2000  because of the need to have the installation of pipelines in place before proceeding ahead – a condition of French financing of the project. As a result, construction start-up was then expected to begin some time around August or September 2001 but there have been no further developments. The contract was to be implemented by a French joint venture between Suez subsidiary, Degremont, and Vivendi subsidiary, OTV. These are to be located in the cities of Chekka, Batroun,  Jbeil, Nabatieh and Ras Naby Younes. The cost to complete the infrastructure works is in the region of $35m.
 
 

4.8 Libya

In November 2001, Vivendi subsidiary, Sidem, was reported to be the frontrunner for the contract to build the 40,000- cubic-metre-a-day (cm/d) Zuara desalination plant. The project forms part of the government's plan to commission 11 plants with a combined capacity of 700,000 cm/d over the next ten years. The General Electricity Company of Libya (Gecol) was also evaluating proposals from international companies for contracts to build three other plants.

4.9 Morocco

The state water utility, Office National de l’Eau Potable (ONEP), has been reorganised, under managing director Ali Fassi Fihri who was previously based at the electricity utility, ONE. ONEP has cleared some MD 180 million in back taxes in 2001 and built up financial reserves, brought in new management and financial procedures.  Further reforms are being debated including converting ONEP into a holding company / regulator with operations hived off into new subsidiary companies. According to Fihri, Onep lacks the resources to provide sufficient resources for the country and ‘Public/private partnerships are thus the order of the day.’
  

Morocco has embraced privatisation of the water sector far more than other countries in the region having signed three major combined water and electricity concessions in Casablanca, Rabat and Tangiers.  Three more are planned in Fez, Marrakech and Agadir.
 

4.9.1 Casablanca Concession

On 28th April 1997, a consortium known as Lyonnaise des Eaux de Casablanca (Lydec) was awarded a 30 year concession to run the power and water distribution system in the Moroccan city.  The consortium was to invest 18bn francs ($3.1bn) in its first year of operations. The contract serves 3.5mn inhabitants.  The shareholders of Lydec are Lyonnaise des Eaux (now known as Suez) – 35 percent; Elyo (a Suez subsidiary) 24 percent; EdF 18 percent; Endesa 18 percent; Aguas de Barcelona (also a Suez subsidiary) 5 percent.
 The joint company was set up with FF480m ($82.7m).

Soon after the signing, Elyo said it expected the contract to be profitable in nine years, adding 100m FF to net income in 2007, after losses in the first two or three years.

The award followed two years of protracted and often contentious negotiations over the scheme. A draft contract was awarded in 1996. Much of the controversy arose because the contract was directly negotiated rather than competitively tendered. The late King Hassan was involved, meeting with the French company's president, Jerome Monod. 

There was also opposition to the sharp price increases in water and power that were planned for the concession. The consortium said that the price rises were needed to pay for an extensive investment programme. In the compromise deal, prices were to be fixed for the first year and then rise in the course of the next two years. The final award came after a vote by the Casablanca prefecture in mid-April 1997.
  

The contract stipulated that the French company invest on average Dh1 billion ($100m) a year throughout the 30 years of the concession of which nearly 50 percent would be paid for by the consumer through price rises. One year after the contract was awarded, Lydec had raised prices on electricity twice and on water three times.

Two years after the contract was awarded it emerged that the larger electricity side of the business was subsidising investment in the smaller water division. According to an executive of Lydec, Mohamed Sajid in 1999, the electricity division accounted for 70% of total turnover (GBP 250m) while the water and sewerage business accounted for the remaining 30% (GBP 100m).
 Despite this, the power business saw only 40 percent of the investment, with the rest going to water. Sajid said that Lydec was increasingly looking to harness synergies in the market through the provision of joint services for water and power customers.
 

Among the economies of scale and synergies reportedly achieved were a ‘unique’ customer information data system for both disciplines and a 60% shared workforce (15% in business services and 45% in operations).
 Billing and collection processes provided the most striking evidence of the synergies, according to Sajid. This included meter readers trained for both services and bill collectors able to distribute both water and power bills and collect roughly 60% of all payments (the other 40% is paid directly into Lydec branches), as well as a common data system. According to Sajid, collection costs now amounted to less than 1% of total Lydec turnover.

However, Lydec’s industrial customers are less happy with the company’s performance as they have not benefited from promised reductions in electricity prices. According to Mr. Driss Benhima, managing director of the state-owned National Electricity Office (ONE), since 1997 the office has been carrying out its price reduction process, which aimed to reduce charges by 20% over a five year period. He added that a reduction of 11% had taken place by May 1999. However industrial companies in Casablanca have not benefited from this reduction. This is because charges applied to industry are dictated by the Casablanca utilities concession, Lydec, and not by ONE. For now any price reduction applied by ONE will not be automatically carried on to the consumer.

Three years later two Suez subsidiaries, Lyonnaise des Eaux and Elyo were awarded a 30-year water supply contract by the Moroccan government to provide one third of the drinking water needs for the city
 and will involve investment of about FF 200 million ($29 million) for the rehabilitation and modernisation of the facilities. Financing will include loans from local banks. The project covers the supply of some 55 million cubic metres a year of drinking water which, Suez Lyonnaise said in a statement, is expected to generate revenue of FF 2,000 million ($292 million) over the 30-year concession.

This further cements the position of Suez in Casablanca which has been managing the operation of the water supply for 50 years through its subsidiary, Elyo.
 As well as running the power and water utility, Suez also has a contract for waste management in the city.

4.9.2 Suez – Sita in Casablanca

Smarcolect, a local subsidiary of Sita, Suez’ waste division, was awarded a Ffr6.5m ($!.3m) refuse collection  contract in 1996 by one of Casablanca's largest communes, Ain Sebaa. Suez say this is a separate contract to the one above.  The contract was seen as a first - 'opening a breach' in the wall of opposition that local communes had erected against private sector participation.

4.9.3 Rabat Concession

In January 1999 a 30-year concession agreement came into effect with a consortium know as Redal for the management and operation of the electricity, water and waste water systems serving the greater Rabat region
 which is expected to experience substantial growth in power demand over the length of the concession. The contract calls for investment of $1,370m over its 30 year duration.

The Redal consortium was led by Electricidad de Portugal (EdP) (30%), Pleiade, also of Portugal (30%), Spain’s Dragados & Construcciones subsidiary, Urbaser (30%) and local firm Alborada (10%). The consortium started negotiating in summer 1997 after the award of the Casablanca contract to Suez.  Like Casablanca, the plan was for the agreement to contain a clause to share profits above a certain limit with the local community. Consortium members said that prices would be lower in Rabat than in Casablanca partly because the supply networks were in a better state.

The consortium expected that the combined turnover of the electricity and water systems would exceed the equivalent of $6bn with investment required of $1.35bn. Most of the investment was required by the waste water system. The project did not entail investment in power generation but spending was required on the electricity distribution system.

The signing of the contract was delayed due to opposition from local elected representatives and the Confederation Generale des Enterprises Maorcaines (CGEM) employers organisation who expressed concern at the way the bidding was conducted. As with Casablanca, the Rabat contract was negotiated directly between the authorities and the companies rather than through international competitive bidding procedures.

Local deputies argued that they should have had a direct input into the project by creating a joint venture with the operators rather than by giving the international group an outright concession. Politicians were concerned about the effect on the electorate with water and electricity prices set to rise by 4.5% in the first phase with another 4.5% in second year. And for the first time in Rabat, waste disposal was to be charged. 

Following the row over the agreement, water and electricity tariffs were expected to be frozen for the 12 months following the conclusion of the agreement with a review scheduled after the first year if inflation was over 3%. As a guarantee to ensure the continuation of the concession services, 2.5% of the firm’s receipts, estimated to be around $300m, was to be kept by the government.  Additional terms of the agreement included structures for controlling the shareholders and founders of the concession to cede 39% of the company’s capital to Moroccan institutional investors over a three year period, beginning in the fifth year of the concession.

However, the concession soon began to run into problems. In March 2002, EdP reached a deal to sell its 29% stake in Redal to Vivendi for $38.9m. EdP said that this was due to shedding of non-essential assets
 and the company’s expansion in Brazil.
   However, local sources revealed that EDP incurred heavy losses after thousands of citizens protested against the company's method used to calculate consumption bills.
 It also seems that there was dispute between the investors following the protests.
  Consortium members also were reported to complain of harassment and delays from the Ministry of Equipment.

4.9.4 Tangier and Tetuouan concession

In December 2001, negotiations were concluded for a 25-year concession to operate water, wastewater and electricity services for the local authorities in Tangiers and Tetouan. After the direct contracts awarded in Casablanca and Rabat, the authorities wanted to ensure that the Tangiers contract was competitively tendered and a Vivendi-led consortium was named as the preferred bidder for the contract in February 2001. Total investment in the scheme was to be around $665m Just over 51% of the total investment will be in Tetouan with the remainder in Tangiers. Wastewater projects were to account for 43% with 33% allocated to power and the remaining 24% to drinking water.  Vivendi said revenue were expected to reach €105m in the first year of operation rising to €130m in the sixth year.

Other consortium members were Hydro-Quebec (Canada); ONA (Morocco’s largest private company) and Somed (Moroccan / Saudi Arabia). ONA has impeccable credentials as local partner. It operates as a holding company with interests include a wide range of industries ranging from a supermarket chain to mining.
 The royal family has a stake in it
 and it was led by former finance minister Mourad Cherif.

The concession was seen as an essential element in efforts to revive the economy of Tangier and the impoverished north of the country where the conditions were less promising than the locations of the first two water concession awards, Casablanca and Rabat.
 

4.9.5 Vivendi in Morocco

Vivendi seems to be making a major play for dominance in Morocco. After the award of the Tangiers water and electricity contract, the company made considerable effort to buy into the Redal consortium for the Rabat concession.  In December 2000, Vivendi made a substantial investment in Maroc Telecoms sector, buying a 35% stake for $2.2bn with plans to set up a strategic alliance to invest in Africa and the Arab world.
 Although other international players expressed interest in the share offer, Vivendi emerged as the only bidder.  The company put in a bid that was 15 percent higher than the floor price set by Morocco (20 billion dirhams - $1.7bn). The Vivendi cheque made a substantial contribution to the balancing of the national budget.

In March 2002, Vivendi subsidiary Onyx won a contract worth €2.6bn in annual turnover for a period of six years, to provide household waste and cleaning services in Rabat-Hassan, an area of the Moroccan capital.
 The company will be responsible for the collection of household and green waste, street and beach cleaning and the eradication of unauthorised dumps, paying "particular attention" to prestigious sites such as the Royal Palace. Onyx has also pledged to recruit staff and train 150 individuals provided by the municipality in order to ‘professionalise urban cleaning.’

Vivendi has partnered the Moroccan electricity utility, ONE, in bids in Niger and Senegal.

4.9.6 EU finance and water tariffs

In 2002, the EU signed a €120m ($103m) loan intended to underpin the Moroccan government’s reform programme by channelling funds into water and sewerage projects. The 36-month programme is intended to strengthen water sector management and institutional structures, moving the kingdom towards a new more market-oriented water tariff regime. The management of this structural adjustment loan is considered innovative because a significant proportion of the paperwork will be processed through the EU delegation in Morocco rather than in Brussels and the European Commission delegation in Rabat will process dossiers for projects to be supported from the facility.

4.10 Oman

In July 1999, the government of Oman appointed a consortium led by ABN AMRO to advise and assist the Government on the privatisation of the electricity and water supply industry in Oman. Since then, there has been little progress in the water sector.
  Following the breakdown of negotiations in Muscat after more than six years of negotiations, the government has changed its sector reform strategy. Now it is proposing to fund network expansions itself and hand over completed infrastructure to private investors at a later date. 

4.10.1 Muscat – failed negotiations with Biwater / Cascal

In October 2001, the government broke off negotiations with Biwater / Cascal for the Muscat wastewater project after failing to reach an agreement, despite extending the deadline. Negotiations over the project began in 1994. Biwater became involved in 2001 when Ogden – a member of the previous consortium - withdrew due to changes in ownership and corporate strategy. The estimated $250m project called for a private investor to build, operate and finance a new wastewater treatment plant and associated network serving the capital but the costs were deemed too high.
 

Following the breakdown in negotiations, it seems that the government’s strategy is to fund infrastructure projects itself directly in the initial phase before handing over projects to new government companies that will eventually be commercialised. The plan now is for the government to fund the Muscat project from public finances. At a later date, the network will be commercialised. 

4.10.2 AES – Barka IWPP

The Barka power and desalination plant, the biggest in the Sultanate of Oman, is likely to be commissioned early 2003, according to official sources. The $411mn plant will supply 427 megawatts (MW) of power and 20 million imperial gallons per day (MIGD) of desalinated water. Commercial operations are expected in April 2003. In May 2002, AES Barka SAOC, a subsidiary of the US-based AES Corporation, entered into a loan agreement with ANZ Investment Bank and Arab Banking Corporation acting as lead arrangers, securing $ 348.6 million in bank financing for a plant. AES holds an 85 percent interest in the business with Multitech, a local partner holding the remaining interest. The electrical and water output from the facility will be sold to Ministry of Electricity and Water under a 15-year power and water purchase agreement on a build, own and operate (BOO) basis. Gas will be supplied by the Ministry of Gas under a 15-year natural gas supply agreement.

4.11 Qatar

4.11.1 AES: Ras Laffan IWPP

This is the first private power and water project in Qatar. The $718.4m Ras Laffan plant has been designed with an initial capacity of 750MW, producing 40m gallons (182m litres) of desalinated water a day. The plant is scheduled to be commissioned in April 2003 year and to be operational in May 2004. A second phase is calculated to double the output of electricity and water, both of which are supplied free to all citizens and for which expatriates pay a nominal fee.

The project will be operated by AES, with 55% of the equity, with 3 local partners: Qatar Petroleum and the Kuwait-based Gulf Investment Corporation have 15% each, while the Qatar Electricity and Water Company (QEWS) holds 25%. The output of the company will be sold to the Qatar General Electricity and Water Corporation, which holds a 25-year power and water agreement with the private, venture.

In March 2002, the project was named runner-up for the project finance deal of the year because, while many projects were delayed, the AES Ras Laffan Power Company signed a $570 million syndicated loan to enable the construction of the first stage of the project and the first international project financing to sign since September 11. The credit agreement was signed in London in November 2002 and the first stage of the plant will begin operating in March 2003.

4.12 Saudi Arabia

Saudi Arabia’s water system is reported to need major attention. Aside from government estimates that much new desalinated water production capacity needs to be added, there are serious concerns over the networks' condition. Leakage is very high at the distribution level and sewerage and wastewater treatment services are increasingly unable to cope with rapidly growing urban populations.

The government’s plans to introduce private sector participation in the water sector have been delayed by the need to introduce significant reforms of the sector which will include the creation of a new water ministry – expected by the end of 2002.
  As of January 2001, the Saudi Water Corporation was allowed to buy water from the private sector. The intention is clearly to encourage BOT projects in both power generation and water desalination. 

Several private plants are under consideration by the General Investment Authority which has granted Japan’s Sumitorno Corporation a licence to build a $2.2bn plant in Jubail. Other desalination schemes are being studied by Vivendi water and Ondeo services and by South Korea’s Doosan Heavy Industries and Construction Company.

Local firms have participated in the privatisation initiative in Saudi Arabia. In June 2002, it was reported that five national and foreign companies had submitted tenders for the construction of desalination plants, according to Dr Abdullah Bin Abdul Aziz Bin Muammar, Minister of Agriculture and Water. The minister also revealed a plan to gradually increase water tariff, although they are to be fixed for the next four years.

4.12.1 Jeddah BOT

In May 2002 a consortium of local firms won the BOT contract to rehabilitate, operate, maintain and upgrade the wastewater system of the Jeddah Industrial City. This is Saudi Arabia’s first wastewater sector BOT and was prepared with assistance from the World Bank. Investment of $32m is envisaged. The consortium will hold the contract for 20 years. Technical consultant for the project is DHV – Netherlands and legal adviser was Baker McKenzie of US.
  

4.13 Syria

In August 2002, Syria agreed to provide Jordan with three million cubic meters (mcm) of water.  Syria has helped Jordan with its constant water deficit on a number of occasions and provided Jordan with a total of 13mcm of water over the last four years.
 However, Syria suffers from its own water problems and takes part of its own water supply (500 cubic meters per second) from Turkey. In Damascus there are severe water shortages and drinking water is cut off at 1 p.m. and does not return until late evening.

Damascus Bulk water supply: In July, 2002, the government has hired two groups of consultants to start work on parallel studies. One will examine the feasibility of tapping groundwater resources in the northern coastal region; the other study will look at laying a pipeline from Lake Asad to the capital.

4.14 Tunisia

The water sector in Tunisia is managed by two government agencies:  the Société Nationale de Distribution et d’Exploitation de l’Eau (SONEDE - Tunisian Water Corporation) and the Office National de l’Assainissement (ONAS – National Waste Water Management Agency).
 The performance of these agencies has been impressive by a number of criteria – for example Tunis has one of the lowest rates of unaccounted-for-water in the region; it is one of the few utilities that generates sufficient revenue to contribute to capital costs and even the World Bank says it has performed ‘relatively well from the beginning.’ Despite this, the World Bank is encouraging private sector participation in the water sector.

Until now this has been limited to the construction of turnkey water projects such as the Gabes desalination plant constructed by Tractebel (Suez’ energy division), commissioned in 1995. The scheme was part-funded by a concessionary loan from the Belgian Government, a Dutch government grant and by commercial credits from Belgian and Dutch banks.

4.14.1 Donor finance for water projects

The French Development Agency AFD has lent Tunisia €25m (dollars) to help finance a project to double drinking water supplies in parts of the country, official sources July 2002. An accord was signed by AFD director Serge Michail of, Tunisian International Cooperation Minister Fethi Merdassi and Abdelaziz Mabrouk, head of Tunisia's national water company. The loan goes towards a 280 million dinar (€196m) project to double the drinking water supply between north western Grombalia and Sousse in the centre of the country.

The European Investment Bank is providing 129.8 million dinars and the Islamic Development Bank 48.7 million dinars towards the scheme. The AFD has provided 26 loans to Tunisia totalling 473 million euros since 1994.

4.14.2 World Bank: Water Supply and Sewerage Project

The World Bank is supporting an ongoing project to develop the water sector in Tunisia. The objectives of the project are to: “(a) implement a demand management and an institution building program that would enhance water resources management and strengthen SONEDE and ONAS operations and finances; (b) provide and increase adequate and safe water supply and sanitation services in urban and rural areas; and (c) encourage private sector participation in the water sector.”

4.15 United Arab Emirates

UAE has recently rapidly expanded private participation in the water sector by introducing tenders for a several Independent Water (and Power) Projects in the past two years. Notably, private firms are usually invited to bid for just 40 percent of project companies, establishing a joint venture with the Abu Dhabi Water & Electricity Authority. 

Water is heavily subsidised in the UAE.  For example the cost of water under the country’s first independent water and power plant (IWPP), Taweelah-A2, is $3.18/ 1,000 gallons Non-national consumers pay $1.36/1,000 gallons and locals still receive their water for free.
  With substantial government revenues, Gulf states are under less pressure to reduce the high level of subsidies.

4.15.1 Shuweihat IWPP 

In August 2002, a US/UK joint venture of CMS energy and International Power signed a 20 year power and water purchase agreement for the scheme’s first phase which involves the construction on a build own operate basis of a 1,500MW, 100 million gallon per day grassroots plant. The companies
 hold 40% of a utility company which will build and operate the plant. The other 60% is held by Abu Dhabi Water & Electricity Authority. Earlier in 2002, EdF was awarded a 39 month contract to supervise the detailed design, development and installation of facilities at the project

4.15.2 Umm al Nar IWPP 

Eight international groups have been invited to submit proposals by 22nd September 2002 for Abu Dhabi’s Umm al-Nar independent water and power project for which the client is the Abu Dhabi Water and Electricity Authority. They are International Power with Mitsui and the Tokyo Electric Power company; Korea Electric power Corporation, Marubeni Corporation; RWE; TotalFinaElf of France; Belguim’s Tractebel with Italy’s Enelpower and AES. The selected developer will take a 40% stake in a new project company which will purchase 70mg/day of recently built capacity at Umm al-Nar. It will install 1,500 MW of new generating capacity and up to 25m gallons per day of new desalination capacity.

4.15.3 Taweelah Independent Water Project

In July 2002, evaluation of technical proposals for the region's first independent water project (IWP) started at Abu Dhabi Water & Electricity Authority (ADWEA). Three groups submitted technical bids on 10 July for the Taweelah reverse osmosis (RO) project, which centres on the construction of a 50 million-gallon-a-day (g/d) plant. The bidders were France's Ondeo Services, Japan's Mitsui & Company with France's Vivendi Water, and Cadagua of Spain. The next major milestone in the project's implementation is scheduled to come in mid October, with the submission of commercial proposals.
 

Bidders for the RO scheme are competing on the basis of taking a 40 percent stake in a new project company, which will build, own and operate the facility. The proposed plant will run on power supplied by existing capacity at the Taweelah complex. The RO plant will take advantage of spare power-generating capacity in the winter months, when demand can be as low as 35 percent of the peak summer level. The water is expected to be used to meet agricultural demand in the Al-Ain area. 
  

4.15.4 Qidfa power and desalination plant

In August 2002, nine companies pre-qualified to bid for the operation and maintenance (O&M) contract covering the power and desalination plant under construction at Qidfa in Fujairah. They are: AES International, CMS International, both US, ESB International of Ireland, Babcock Borsig Power of Germany, Japan's Electric Power Development Company, Enel Produzione of Italy, Sogex Oman, Thames Water of the UK, and Belgium's Tractebel. A tender for the O&M contract, which will last between three and five years, is expected to be issued by mid- September. The client is the local Union Water & Electricity Company. The 656-MW, 100 million-gallon-a-day power and desalination plant is being constructed by South Korea's Doosan Heavy Industries & Construction Company under a $802m engineering, procurement and construction (EPC) contract awarded in June 2001.

4.15.5 Ajman sewerage company

In December 1999, a consortium including Thames Water and Black and Veatch International signed an agreement with the Ajman government for a 27.5-year concession. The new utility company, the Ajman Sewerage Company will invest about $130m in building and operating a wastewater network to serve 300,000 customers in Ajman. 

Initially, Black & Veatch and Thames Water will be equal shareholders in the entity. However, the shareholding base will be expanded once financial close has been reached to take in several regional partners and the Ajman government, which is expected to hold a 20 per cent stake. 

In addition to investing in the scheme and acting as co-developer, Thames Water will be responsible for operation and maintenance, while Black & Veatch will be the engineering, procurement and construction (EPC) contractor. 

The network will be expanded in phases. Phase 1 will involve the construction of a 48,000-cubic-metre-a-day sewage treatment plant, the installation of 300 kilometres of sewerage lines and the construction of 15 pump stations. Within 30 months of the beginning of construction, the co-developers are looking to have the treatment plant fully operational and 60 per cent of all those registered for connection by month 24 to be connected to the network. By 48 months, the target is to have all customers registered as of month 42 connected. 

As well as building, operating and financing the network, the concession company will be responsible for revenue collection. In June 2002, the company started registering properties to be connected to the proposed $140m network. The 14 week exercise is aimed at covering over 40,000 properties and is in accordance with the sewerage law passed in early May.

4.16 West Bank and Gaza Strip

West Bank and Gaza has seen both well run public sector utilities (the Jerusalem Water Undertaking – JWU) and two privatisation contracts for management of water utilities in the late 1990s. The volatile security situation has meant that private sector participation has required World Bank security and that concessions have been short – four years – although the one that has finished has been renewed on an annual basis. 

Donors have been active in supporting reform of the water sector in West Bank and Gaza. The World Bank has financed the two concessions in the country with support from the EIB. In November 2001, USAID called for expressions of interest from US companies for the engineering, design and construction of a wastewater treatment plant in Hebron. The project was expected to cost more than $10 million.
 French, Norwegian and other donors are all active in the region. 

4.16.1 Gaza  - Suez management contract

In 1996, a company known as LEKA consisting of France's Lyonnaise des Eaux (now Suez) and Khatib & Alami was awarded a four-year contract to manage the water and wastewater system in the Gaza Strip. Khatib and Alami went on to partner Vivendi in their Bethlehem and Hebron concession – see below.  The contract is for assisting the local government service providers and the Palestinian Water Authority to improve water services. Five international consortia submitted bids.

Under the fee structure of the contract LEKA was to be paid a $6m fixed fee plus $750,000 a year if they met performance targets.
  The total incentive payment was up to $3m over the four years of the contract duration. The company was also provided with $12m in working capital as the Bank established a $12m fund to invest in the operational capacity of water and sanitation infrastructure.  LEKA had considerable flexibility in determining immediate investment needs and was able to procure goods and services as needed.
 

The contract was not funded by revenue from water and sanitation services but from a US$25m credit from the World Bank.  According to the Bank, such guarantees should not normally be necessary: “Sector reforms should raise revenues enough to cover all or most of the costs of a management contract thereby increasing private sector interest in such arrangements. In Gaza, however, political and security concerns would likely have dissuaded operators from taking on such a large assignment without the support of the Bank credit.”
 

According to the World Bank the contract resulted in financial improvements and better water quality. Between 1995 and 1999, UFW fell from 50% to 31%, and 2000 leaks were repaired; revenue collected increased from 1.1m NIS in 1995to 30.7m NIS in 1999. 80 % of the system was mapped; 11,000 illegal connections were identified, and 10,000 connections were replaced; 7,000 meters were repaired and 8,000 replaced
 

The contract was supposed to be a temporary arrangement. By the time the contract ended, the Palestinian Water Authority was intended to be able to make an informed decision on future private participation in infrastructure and regulatory arrangements.  “At that point an alternative means of private sector involvement – such as a lease or a full performance management contract – is expected to be implemented”
  However, when the contract finished in 2000 it was renewed for a year until 2001 and then again for a further year until June 2002.
 In view of the current security situation in the region, such rolling contracts may be expected to continue for some time.

The World Bank criticises the contract for leaving disconnection decisions in the hands of local authorities: “The contract leaves the implementation of management decisions in the hands of the local authorities, limiting the benefits of improved management. For example, although LEKA has identified nearly 11,000 illegal connections, resolution is left to municipalities and the Palestinian water Authority – and to date action has been limited.” 
 

The Bank is also critical of the target system for the award of the incentive payment which is calculated according to 31 performance targets grouped under four main contract objectives (which are grouped and weighted). For example, reducing UFW was weighted the highest of any target. The Bank finds that some criteria were not sufficiently challenging (metering, system disinfection). Performance targets for institutional and procedural development objectives have generally not been met – either because of different interpretations of actions taken or the operator’s prioritisation of other benchmarks.” 
 The briefing recommends that fewer and better defined indicators are used as was the case in subsequent contracts in Amman, Jordan and for the Bethlehem and Hebron areas of the West Bank. 
 

The use of performance targets allowed the operator to focus on benchmarks that would generate a higher performance payment. As a result, less attention was given to benchmarks that were perceived as being harder to achieve or worth too little in terms of return such as training and public relations. 
 

The Palestinian Water Authority had limited resources to regulate the contract effectively and so contracted Deloitte Touche of Norway (following competitive bidding) to conduct an audit of the company’s reported performance, on which the incentive payment was paid. 
  At the end of the first year, D&T found in their audit that compliance had been poor according to three criteria where LEKA had reported full compliance. As a result the incentive payment was reduced from the $498,000 initially claimed by LEKA to $444,000 following the audit.
 

4.16.2 Bethlehem and Hebron – Vivendi contract

In mid-1999, a four-year management contract was signed with Vivendi and Lebanese-Palestinian engineering company Khatib and Alami, known as Geko.  (The same company also partnered Suez in their WB&G concession – see below.)  The four-year water management contract followed a tender launched at the end of 1998 (although it is not clear if there were any other bidders). The company was required to manage the supply of drinking water, from well to tap, for an estimated 600,000 inhabitants. The main focus was on the Bethlehem governorate, where the venture was put in charge of operating the system on a daily basis. In the Hebron area, it provided only technical assistance to the municipality and surrounding villages. 

The contract’s scope covered improvements in the physical infrastructure by installing new meters and pipes, and reducing network leakages and waste as well as improving the management and institution structures, along with the introduction of better billing and maintenance procedures. 

The contract is financed by the World Bank, It includes $5m in fees and $10m more in investments to improve operations.  Total Bank funding for the project comes to a $21m proposed credit and covers the management contract fixed fees and an operating investment fund to cover essential operations and maintenance expenditures not covered by the collected revenues. In parallel the EIB is providing $36m for capital investments.
 
 

Geka's performance is judged on an annual basis against set targets. This in turn determines the size of bonus it receives. The company said that it realised more than 75 percent of its first-year goals and achieved a significant improvement in water quality and a 50 percent decline in customer complaints about supply disruption. It also estimated that in parts of Bethlehem accounted-for water rose to 80 per cent from 50 per cent. In the second year of the contract, activities were curtailed by the intifada. While customer service issues and water monitoring continued, system upgrade virtually ground to a halt. The news in February 2001 was that the contract would be extended by one year, meaning year two was to begin in September 2001 rather than September 2000. 

This is part of the World Bank’s Southern Area Water and Sanitation Improvement Project (SAWSIP) which consists of $21m from the World Bank and €30m from the EIB. SAWSIP consists of the provision of an international operator (Vivendi) to implement a service improvement programme; the provision of operating investment funds for the operator built into the management contract to finance essential operations and maintenance expenditure not covered by revenues  collected and which are required to achieve the yearly performance targets in the management contract; funds to implement capital improvements and provision of technical assistance to support strengthening of PWA and WSSA for monitoring the project.

4.16.3 Sogea

The Palestinian Water Authority is also receiving support from French donors. With $2m  of French aid, French construction company Sogea is providing water advisors to Hebron and Bethlehem as well as 20,000 new water meters and other equipment. In Bethlehem alone, the project plugged 625 leaks and cut 308 illegal connections.

4.16.4 Jerusalem Water Undertaking

The JWU is located in the Ramallah and Al-Bireh Governate of the Palestinian Territories which includes major urban areas and about 100 villages and refugee camps.  JWU employs about 207 staff and serves about 230,000 people.
 The JWU is described by the World Bank as one of the public water and sanitation utilities that ‘have performed relatively well from the beginning.’ UFW, at about 25%, conforms with the World bank’s view of industry good practice. It has one of the highest tariffs in the region.

4.17 Yemen

In May 2002, it was reported that the World Bank/IDA was intending to invite companies for prequalification for a lease contract for the provision of water and wastewater services in Sana'a.

In August 2002, the World Bank agreed last week to earmark $130m to finance the services of water and sewage systems in Yemeni cities. The total cost of the project is $150m, of which $20m will be provided by the government, while the remaining $130m will be paid by the Bank at normal terms with a 10-year tolerance limit and 40 years due period. The World Bank office in Sana'a said the loan that will be provided by the Bank's International Development Corporation comes in accordance with the Yemeni government strategy concerning reforming the water sector through eliminating service centralism, achieving self-efficiency, improving financial status and encouraging the private sector to participate.

5 Multinationals in MENA water companies

Table 4 below lists the main on-going contracts undertaken by MNCs in the MENA region. A number of the contracts below are with energy companies operating desalination and water contracts such as AES in Oman and Qatar, and CMS energy. The water supply contracts are dominated by the two largest water multinationals, Suez and Vivendi. Saur and Thames Water – which have some contracts in other regions -  have little presence in MENA.

Table 4: MNC operations in MENA region

Company
Country
Location
Project
%
Date
Partners

AES
Oman
Barka 
IWPP
85
2001


AES
Qatar
Ras Laffan 
IWPP
55
2001
Qatar Petroleum,  Gulf Investment Corporation (Kuwait), Qatar Electricity and Water Company

Alstom
Algeria
Beni Haroun
Water pumping station

2002
Dragados

Black and Veatch
Algeria
Arzew 
IWPP
80
2001
Algerian State Energy companies – Sonelgaaz and Sonatrach 

Black and Veatch
UAE
Ajman Sewerage company
Waste water network

1999
Thames Water

CMS Energy
UAE
Shuweihat
IWPP
40
2002
International Power / 

Abu Dhabi Water & Electricity Authority (60%)

Dragados

(Redal)
Morocco
Rabat
30 year concession for water, electricity and waste management
30
1999
Electricidad de Portugal (30%), Pleiada (30%), Alborada (10%)

Dragados
Algeria
Beni Haroun
Water pumping station

2002
Alstom

Eaux de Marseilles (Suez / Vivendi)
Algeria
Algiers
Water network rehabilitation

2001


Electricidad de Portugal

(Redal)
Morocco
Rabat
30 year concession for water, electricity and waste management
30
1999
Pleiade (30%), Dragados (30%), Alborada (10%)

Pleiade  (Redal)
Morocco
Rabat 
30 year concession for water, electricity and waste management
30
1999
Electricidad de Portugal (30%), Dragados (30%), Alborada (10%)

Suez
West Bank & Gaza
Gaza
4 year management contract – subsequently renewed on annual basis

1996
Khatib & Alami

Suez (Degremont)
Algeria
Bredeah 
Desalination Plant

2001


Suez (Elyo)
Morocco
Casablanca 
30 year concession for water and power in Casablanca
59
1997
EdF, Endesa

Suez (Ondeo)
Jordan
Amman
Water management contract

1999


Suez (Ondeo)
Jordan
Al-Samra
Waste water treatment plant

2002
Morganti (US)

Thames Water
UAE
Ajman Sewerage company
Waste water network

1999
Black and Veatch

Vivendi (Sidem)
Iran
Iran 
Construction of large-scale water plant 

2002


Vivendi
Israel
Ashkelon
Desalination BOT
50
2002
IDE technologies (25%), Dankner Ellern (25%)

Vivendi
Jordan
Ramtha
Wastewater treatment plant -upgrade and extension

2001


Vivendi
Morocco
Tetuouan and Tangiers
25 year concession for operation of water, wastewater and electricity services

2001
HQI (Canada), ONA (Morocco), Somed (Morocco/ Saudi Arabia), 

Vivendi 
West Bank & Gaza
Bethlehem and Hebron
4 year management contract

1999
Khatib & Alami

Source: PSIRU database: www.psiru.org

6 Conclusion

There has been little substantial progress in water privatisation in the MENA region. However, many governments – with ‘support’ from the World Bank – have stated that they plan to privatise. However, the experience of Oman and Egypt with failed BOT projects shows that this may be difficult to achieve. 
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