WHAT IS AN ACCEPTABLE PROFIT FOR A
PUBLIC-PRIVATE WATER COMPANY?
THE CASE OF TALLINN WATER
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INTRODUCTION

PUBLIC-PRIVATE PARTNERSHIPS (PPPS) COME IN MANY FORMS

PPPS ARE HYBRIDS WHERE BUSINESS IMPERATIVES CLASH WITH THE PUBLIC SERVICE ETHOS —>
TENSIONS

PUBLIC-PRIVATE WATER UTILITIES ARE ESPECIALLY INTERESTING BECAUSE OF THE AMBIGUOUS
NATURE OF WATER AS A GOOD

KEY CHALLENGE: WHAT IS A LEGITIMATE PROFIT FOR A PUBLIC-PRIVATE WATER UTILITY?

WE EXAMINED PUBLIC DEBATES REVOLVING AROUND THIS QUESTION IN TALLINN, ESTONIA
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TALLINN WATER LTD.

ESTONIAN WATER UTILITIES ARE MAINLY OWNED AND CONTROLLED BY MUNICIPALITIES

NOTABLE EXCEPTION: TALLINN WATER LTD. ("TW™), WHICH WAS PRIVATIZED IN 2001
* 97 INDICATORS FOR MEASURING SERVICE LEVELS

TW’S MAIN SHAREHOLDERS:
* UK-BASED UNITED UTILITIES (35.3 PER CENT)
* THE CITY OF TALLINN (34.7 PER CENT)
* FOREIGN AND LOCAL INVESTORS (30 %, FREELY TRADABLE)

UNTIL 2010, WATER PRICES WERE NOT REGULATED IN ESTONIA

-> TW’S PRICES MORE THAN DOUBLED DURING 2001-2009, MAKING IT ONE OF THE MOST
PROFITABLE WATER COMPANIES IN THE EU

AVERAGE WATER BILL 1.2—-1.3% OF HOUSEHOLD DISPOSABLE INCOME
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- TW'S FINANCIAL PERFORMANCE AND INVESTMENTS
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MAIN EVENTS

END OF 2008: TW ANNOUNCED A PRICE RAISE OF 12.8 %
2009: TW ANNOUNCED A RECORD-HIGH PROFIT FOR 2008
2009: DIFFERENT SOCIETAL GROUPS BEGAN TO QUESTION THE LEGITIMACY OF SUCH PROFITS

2010: ANTI-MONOPOLY LAW AND THE ESTABLISMENT OF COMPETITION AUTHORITY TO
REGULATE THE PRICES OF WATER SERVICES

2009-2012 MOST INTENSIVE PERIOD OF PUBLIC DEBATE

2017: SUPREME COURT OF ESTONIA: TW’S PROFITS WILL BE REGULATED BY THE COMPETITION
AUTHORITY
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LINGUISTIC STRATEGIES™ USED TO LEGITIMATE -
SOMETHING (HERE: THE PROFIT OF TW)

AN ACTION OR PRACTICE IS LEGITIMATE BECAUSE:
* 'EVERYBODY SAYS/DOES SO’ (NORMALIZATION STRATEGY)

AN AUTHORITATIVE PERSON/INSTITUTION DOES SIMILAR THINGS (AUTHORIZATION)

IT IS USEFUL OR NECESSARY FOR ACHIEVING CERTAIN OBJECTIVES (RATIONALIZATION)

IT IS CONSISTENT WITH PUBLIC VALUES (MORALIZATION)

SOMETHING GOOD/BAD HAS HAPPENED TO SOMEONE WHO HAS ACTED SIMILARLY /DIFFERENTLY
(NARRATIVIZATION)

=
THE SAME STRATEGIES CAN BE USED FOR DE-LEGITIMATION PURPOSES BY TURNING THEM AROUND,
E.G. 'NOBODY ELSE DOES THIS” (DE-NORMALIZATION) \/
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2 STRUGGLE 1: MONOPOLIST PROFIT-MAKING

* ‘TW’S OPERATING PROFIT MARGIN WAS 56 % LAST YEAR! THIS IS THREE TIMES HIGHER THAN
THAT OF SIMILAR WATER COMPANIES IN WESTERN EUROPE.” (JOURNALIST;: DE-
NORMALIZATION)

* ‘THIS [56 % PROFIT MARGIN] IS ABSOLUTELY NORMAL. ...WHEN TW WAS PRIVATIZED, THE
FOUNDATIONS OF TARIFF SETTING AND OBLIGATIONS WERE DETERMINED. WE HAD TO MEET
CERTAIN QUALITY STANDARDS, WHILE ALL THE RISKS AND OBLIGATIONS HAD TO BE BORNE
BY INVESTORS. WE HAVE NOW MET ALL THE OBLIGATIONS AND EVEN EXCEEDED THEM.' (CEO;
NORMALIZATION)



- STRUGGLE 2: DIVIDEND PAYOUT (OF 14.7 MILLION ~
- EUROS)

* ‘[TW] IS MILKING THE CITIZENS OF TALLINN LIKE RAVENOUS COLONISTS ONCE DID WITH
ABORIGINES ON BANANA ISLANDS.” (JOURNALIST; MORALIZATION)

* ‘WE RECOGNIZE OUR RESPONSIBILITIES TO ALL THE OWNERS, INDIVIDUAL SHAREHOLDERS,
PENSION FUNDS, INSTITUTIONAL INVESTORS AND THE CITY OF TALLINN, AND THEIR NEED TO
RECEIVE A RETURN ON THEIR INVESTMENT THAT IS FAIR...” (CEOQ, RATIONALIZATION)



2 STRUGGLE 3: TARIFF CHANGES

* ‘SUCH A LONG-TERM CONTRACT WHERE THE WATER PRICE WOULD BE INCREASED ON A

YEARLY BASIS COULD BE MADE PERHAPS ONLY IN AFRICA.” (COMPETITION AUTHORITY;
MORALIZATION)

* ‘TO DATE, THE COMPANY HAS ACHIEVED WORLD STANDARDS REGARDING THE QUALITY OF
WATER, ENVIRONMENTAL IMPACT, AND CUSTOMER SERVICES. INCREASING COSTS ... SET A
GREAT CHALLENGE FOR US TO MAINTAIN THESE SERVICE LEVELS (CEQO, RATIONALIZATION)



3 STRUGGLE 4: REGULATORY METHODS AND =

= COMPETENCE

* ‘[TW’S] RETURN ON CAPITAL EMPLOYED WAS 16.9 % IN 2007 AND 18.1 % IN 2008, WHILE
IT SHOULD NOT EXCEED 8.3 % FOR A WATER MONOPOLY LIKE TW.” (COMPETITION
AUTHORITY, DE-NORMALIZATION)

* ‘WE BELIEVE WE ARE IN ACCORDANCE WITH INTERNATIONAL BEST PRACTICES FOR
COMPARABLE ENTERPRISES AROUND THE WORLD. BASING OUR CALCULATIONS ON THE
METHODOLOGY APPLIED BY THE BRITISH WATER REGULATOR OF WAT (...) THE COMPANY'S
RETURN ON INVESTED CAPITAL SINCE THE PRIVATIZATION IN 2001 HAS AVERAGED 9 %.’
(CEO, AUTHORIZATION & NORMALIZATION)
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STRUGGLE 5: PRIVATIZATION AGREEMENT

—

* ‘A CONTRACT CANNQOT PREVAIL OVER LAW.” (COMPETITION AUTHORITY, MORALIZATION)

* ‘IF NOW, TEN YEARS AFTER THE PRIVATIZATION, IT IS FOUND THAT MISTAKES WERE MADE
DURING THE PRIVATIZATION, THEN IT WOULD BE UNFAIR TO CORRECT THOSE BY MAKING
THOSE INVESTORS WHOQ BELIEVED IN TW AT THAT TIME SUFFER...” (ATTORNEY, PRIVATIZATION

ADVISOR, MORALIZATION)



CONCLUSIONS

THE PARTIAL PRIVATIZATION OF WATER SERVICES IN TALLINN RESULTED IN EXCESSIVE GAINS TO
THE PRIVATE SECTOR COMPANY

MANAGERIAL ACCOUNTABILITY TO SHAREHOLDERS PREVAILED OVER PUBLIC ACCOUNTABILITY
TO THE BROADER SOCIETY

THE DEBATE REVOLVED AROUND THE FOLLOWING QUESTIONS:
* WHAT IS A NORMAL PROFIT FOR A PUBLIC-PRIVATE MONOPOLY?
* WHO OR WHAT IS THE ULTIMATE AUTHORITY IN SUCH MATTERS?
* WHAT IS MORALLY APPROPRIATE BEHAVIOUR FOR SUCH A COMPANY?

THE PUBLIC NATURE OF WATER MAKES IT QUESTIONABLE FOR PPPS TO IMPOSE PRICES THAT
EXCEED THE COSTS OF OPERATION, MAINTENANCE AND CAPITAL CHARGES
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ON A RELATED NOTE...

* DISAPPOINTING EXPERIENCES WITH WATER SERVICES PRIVATIZATION/PPPS HAVE LED
NUMEROUS PUBLIC AUTHORITIES TO RE-MUNICIPALIZE WATER SUPPLY AND SANITATION, IN
OTHER WORDS RETURN THEM TO PUBLIC OWNERSHIP AND CONTROL (LOBINA ET AL., 201 4)

e SEE RE-MUNICIPALISATION TRACKER:
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THANK YOU
QUESTIONS, COMMENTS?



