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Abstract

This study aims to provide a detailed and critical analysis of Services of
General Interest and Services of General Economic Interest in the 27
Member States and their regions and the scope of EU regional policy in
their financing. In particular, the study discusses the different definitions
and traditions in place, the main issues at stake in the policy debate, the
levels of provision in the different countries and regions and the scope
and use of Structural Funds to support the provision of those services.
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1.0. Background information

a) Country | Austria

b) Region Styria

c) Full Project Title “MEMIET"” drinking water out of sewage water

d) Duration 2001-2002

e) Programme Styria Objective 2 Programme 2000-2006

f) Total Cost EUR 265 589.56

g) EU Contribution ERDF 34.9%

h) National Contribution 19.8% (Styrian Government)

i) Private Contribution 45.3%

j) Sector Environment

k) Sub-Sector Management and distribution of water

1) Beneficiary Municipality of St. Peter ob Judenburg

Municipality of St. Peter ob Judenburg in cooperation with
the engineering consultant company EnviCare

m) Implementing body

1.1. National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

Since accession to the EU (1995) the European Structural Funds (SF) have been of great
importance for Austria’s regional policy. The implementation of the SF programmes is the
task of various bodies at federal and regional (“Ldnder”) level. The programmes are mainly
carried out on the basis of co-financing within existing national guidelines. The main
document at federal level is the “National Strategic Reference Framework™ (NSRF, in
Austria called “STRAT.AT").!

The STRAT.AT provides the goals and the basic strategic framework for the eight
operational programmes on the objective “Regional competitiveness and employment®, one
“Convergence Phasing-Out”-programme for Burgenland, one national programme on
“Employment growth” and for several regional programmes on Objective 3, “Territorial
cooperation”. STRAT.AT comprises a total of approx. EUR 1.5 billion of Structural Funds.
Services of General Interest and Services of General Economic Interest, respectively
(SG(E)D)-in particular its sub-sector environment or municipal public services-are not
mentioned explicitly in the national strategy. The main task of STRAT.AT is to implement
the objectives corresponding to the Lisbon strategy. However, some of the SF-funded
measures will clearly provide an impulse to SG(E)I. Figure 1 shows the global distribution
of ERDF programmed expenditure to the various SG(E)I relevant economic sectors in
Austria. In both programming periods Austria’s environmental sector is among those
sectors which benefit most from ERDF (2000-2006: 18.5% and 2007-2013: 13.5%).

As regards the operational programmes on the objective “Regional competitiveness and
employment", Styria benefits more from SF than any other Austrian region. It receives the
biggest share, totalling EUR 155 million and 10.6% respectively. This allows for approx. 1
000 projects, with an investment volume of approx. EUR 1 billion and 1 800 additional
jobs.?

The central goal of the current Styrian operational programme is to improve regional
competitiveness. It consists of three axes of priority:

e strengthening of innovation and knowledge-based economy (according to the Lisbon
strategy);

t C")sterreichist__jhe Raumordnungskonferenz, OROK (2006). STRAT.AT 2007-2013-Nationaler Strategischer
thmenplan Osterreich 2007-2013, Wien. }
2 Osterreichische Raumordnungskonferenz, OROK (2006).
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e strengthening of attractiveness of regions and municipalities (according to the
Gothenburg strategy);

e governance and technical support.

Managing authority of the Styrian operational programme is the Styrian government (“Amt
der Steiermarkischen Landesregierung, Abteilung 14-Wirtschaft und Innovation”). It is
responsible for programme planning, coordination of programmes, and programme
monitoring. Programme monitoring is guided by a common monitoring committee
(“Begleitausschuss™) for all eight regional SF programmes and is coordinated by the
Austrian Conference on Spatial Planning. The allocation of funds is implemented and
monitored by five Styrian funding agencies. According to information from Dr. Gratzer
(Head of the Department for Strategy and Development of the Styrian Government,
Section 14 “Economy and Innovation”) SG(E)I were not on the agenda while setting up the
Styrian operational programme 2007-2013. However, the review of the relevant central
document® shows an explicit reference to SG(E)I, particularly the environmental sector, in
the 2™ axis of priority. One section (“Aktionsfeld 9”) addresses environmental investments.
For the programming period 2007-2013 projects approved in this section amounted to EUR
5.4 million (3.5% of total Styrian SF). The following objectives are outlined: dissemination
and commercialisation of energy and environmental technology (e.g. the networking
initiative “Eco World Styria”*), strengthening of energy efficiency, and implementation of
innovative pilot projects in the area of environmental technology.Compared to the former
programming periods 1995-1999 and 2000-2006, the central decision criterion to qualify
for the current Styrian operational programme is the degree of innovation. Accordingly,
“standard tasks” and bigger infrastructure projects lie outside the scope of the operational
programme 2007-2013.° Although not mentioned as an explicit goal, a considerable part of
the regional programmed ERDF is distributed to SG(E)I relevant sectors (approx. 9%). The
main beneficiaries are the information and communication technology sector, the RTD
infrastructure sector, and the biomass sector.®

Figure 1: 2000-2006 and 2007-2013 ERDF programmed expenditure for
SG(E)I
2000-2006 2007-2013
Social
Social Environ-  infra- Transport

infrastructures

5.18%
Environmental
18.48%

Telecommu-
nications
infrastructure
and information
society
27.22%
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10.72%

mental structures
13.53%

12.46%
0.59% 6%

Telecommu-
nications

infrastructur
eand
information
society
28.42%

Energy
38.40%

Source: Authors processing of DG Regio data

3 Amt der Steiermérkischen Landesregierung, Abteilung 14-Wirtschaft und Innovation (2009). Regionale
Wettbewerbsfahigkeit Steiermark 2007-2013, Version 2, Graz.

4 “Eco World Styria is the globally leading business cluster in energy and environmental engineering. Styrian
companies have already become international technology and market leaders. To further strengthen and extend
this position, Eco World Styria supports these companies and Styria-the World’s Green Tech Valley-with services
and projects focusing on innovation, know-how, and new markets.” (http://www.eco.at/cms/223/English/)

5 Amt der Steiermérkischen Landesregierung, Abteilung 14-Wirtschaft und Innovation (2009), p. 34.

6 Amt der Steiermérkischen Landesregierung, Abteilung 14-Wirtschaft und Innovation (2009), p. 102.
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1.2. National framework in the provision of SG(E)I

Although there is no general legal definition of SG(E)I in Austria, it is generally accepted
that municipal SG(E)I (in German called “kommunale Daseinsvorsorge”) are mainly the
responsibility of local governments. They have to guarantee these services, aiming to
ensure the necessary general social living conditions of citizens.

In principle, legislation in the area of water supply and waste-water treatment is a federal
matter. The responsibility assignments for the federal and regional governments are based
on an agreement within the Environmental Support Act.” According to this agreement the
key tasks of water supply and waste-water treatment are regulated by regional law as a
core task of municipalities. However, they are not a part of their mandatory tasks.
Moreover, the scope of these public services is not clearly specified in most regional laws.
This applies in particular to the absence of explicit quality standards (except statutory limits
in various areas of SG(E)I, e.g. for waste-water treatment).®

Waste-water treatment is provided mainly by municipal purification facilities (only 2% by
private entities). In Styria there are about 500 purification facilities (in Austria there are
approx. 1 500). The public sanitation level amounts to 91% (2003; Austria 89%). Since
implementation of the “Styrian Waste-Water Treatment Plan” the sanitation level has
increased by 24% points.

Although almost all purification facilities are property of municipalities, in some cases
services, or at least maintenance of the facility, were provided by a private company as
part of a public-private partnership. Additionally, it is also possible that the private
company remains the holder of the plant and the municipality pays only a fixed amount per
cubic metre waste water and has no risk in terms of power consumption, chemical
consumption, service, lifetime of membranes, etc. Normally the relationship between the
municipality and the company is based on a long-term contract under private law.

(Public) water supply is provided by municipalities, water associations (“*Wasserverband”),
and water cooperatives (“Wassergenossenschaft”). The annual water demand (without
industrial demand) in Styria is 70 million cubic metres and the public supply level amounts
to 87% (2002; municipalities 68.0%, water associations 9.6%, water cooperatives 8.4%,
other municipalities 1.0%).°

As pointed out in the previous section, water supply and waste-water treatment are not
mentioned explicitly in both the national and Styrian operational SF programmes. However,
business development in this area has a long tradition in Austria and is mainly based on
national and regional funding schemes. In doing so, public funding has been an
indispensable prerequisite for the high quality and quantity of water supply and waste-
water treatment.

Based on the Environmental Support Act, federal (up to 15% of the investment volume)
and regional governments (up to 10%) may support water supply facilities.!® Water
purification facilities can get a maximum of 30% by the federal government and also 30%
by the regional government.!! All in all, public funding in this area generates an investment
volume of EUR 600-1 400 million per year in Austria.?

7 Umweltférderungsgesetz-UFG 1993, BGBI. Nr. 185/1993.

8 péschmann, Gerhard (2007). Rechtliche Absicherung von Dienstleistungen im allgemeinen wirtschaftlichen
Interesse in der dsterreichischen Rechtsordnung. Schriftenreihe des Verbandes der Offentlichen Wirtschaft und
Gemeinwirtschaft Osterreichs, Heft 1/2007.

° http://www.wasserwirtschaft.steiermark.at/.

10 http://www.verwaltung.steiermark.at/cms/beitrag/10024002/545773/.

11

http://www.verwaltung.steiermark.at/cms/dokumente/10039031_755865/df729e48/Einzelabwasseranlagen.pdf.

2 Bundesministerium fiir Land- und Forstwirtschaft, Umwelt und Wasserwirtschaft (2008). Kommunale
Abwasserrichtlinie der EU-91/271/EWG: Osterreichischer Bericht 2008, Wien.
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1.3. Project description

The project was funded within the Objective 2 Programme Styria 2000-2006, main focus 2
“Support of Competitive Regions and Preparation for the Information Society”!3, measure
2.2 “Inter-Company Research and Innovation”. This measure is divided into two parts:
Expansion and further development of R&D infrastructure and promotion of R&D and
innovation. The second part of the relevant measure is the basis for project funding. In
particular, funding is provided to pilot and demonstration projects. Eligible for funding
under this measure are non-profit research organisations, inter-company technology
transfer organisations, and municipalities only. Maximum support by SF in this area is
50%.*

The objectives of the project are twofold. On the one hand, the adaptation of the sewage
plant (1 500 inhabitant equivalent value) of St. Peter ob Judenburg®® provided the
possibility of demonstrating the function of a new technology, especially to demonstrate the
extraction of drinking water out of municipal waste water. On the other hand, the
municipality had the opportunity of finding a cost-efficient alternative to the existing
conventional natural-pond-sewage plant to comply with statutory limits of waste-water
purification.

At the end of the 1990s it was necessary to adapt the 1989/1990 built sewage plant. The
main reason was that the existing sewage plant didn't met the statutory limits of
purification anymore. During winter times the values of COD (Chemical Oxygen Demand)
and particularly ammonia exceeded the statutory limits by a large factor.® The alternative
was a conventional extension of the existing sewage plant or a conversion to a sewage
plant with a microfiltration membrane.

The final beneficiaries of the project are all inhabitants and businesses of St. Peter ob
Judenburg and the companies involved, due to the gain of know-how with respect to the
production of drinking water from waste water using membrane technology.

Based on the membrane technology (an innovation in several fields of waste-water
treatment) it was decided to expand the existing natural-pond-sewage plant with a
microfiltration membrane. It is called MEMJET process, developed by the company Rotreat
(a member of “Eco World Styria”; see Section 1.1), in cooperation with the engineering
consultant company EnviCare. It is the first sewage plant in Austria based on membrane
technology.

The main advantages compared to a conventional purification process are:

e smaller treatment volumes;

e no wash-out of biomass due to 100% withdrawal of biomass on membrane surface;
e enhanced biological degradation due to highly specific biomass and high sludge age;
e no influence of peak flows on quality of permeate; and

e germ free effluent.

13 While the current Styrian operational programme 2007-2013 consists of three axes of priority, the Objective 2
Programme Styria 2000-2006 consists of five main focuses.

4 Amt der Steiermdarkischen Landesregierung (2008). Ziel 2 Steiermark 2000-2006, Ergédnzung zur
Programmplanung (EZP), Graz, pp. 21-23.

15 A typical agricultural municipality in “Upper Styria” in the west of Graz with 1 124 inhabitants.

8 The statutory limits were updated in 1996. The emission limits for waste-water treatment plants with a size of
500-5 000 PE are as follows: Ammonia Nitrogen < 5 mgL and COD < 75 mgL (“*Verordnung des Bundesministers
fur Land- und Forstwirtschaft tiber die Begrenzung von Abwasseremissionen aus Abwasserreinigungsanlagen fiir
Siedlungsgebiete-1. AEV fiir kommunales Abwasser”, BGBI. Nr. 210/1996, i.d.F. BGBI.II Nr.392/2000, Appendix
A).

25



Policy Department B: Structural and Cohesion Policies

The disadvantage of the first facilities using this technology in the 1990s lay in their high
specific energy demand. The high energy demand and the resulting high operating costs of
the external cross flow lead to the development of the so called “submerged filtration
systems” with clearly less energy demand. The MEMIJET process is based on this energy-
efficient submerged membrane filtration.

The core part of such a sewage plant is the membrane bioreactor. It possesses all the
typical features of the conventional activated sludge process (anaerobic/anoxic/aerobic
treatment of organic compounds and nitrogen) except for the settlement tank. The main
difference is that the sludge is 100% confined to the membrane bioreactor due to the
membrane filtration with a cut-off of < 0.4 uym. Thus, a conventional sedimentation basin
becomes unnecessary. The membrane is installed directly in the aerobic nitrification basin.
An aeration device below the membrane provides an air-stream and thus, a coupled
hydraulic flow along the membrane surface. The cleaned water is filtrated through the fine
pores of the membrane and flows through the hollow fibres to two permeate pipes. The
hydraulic flow and extraction of the permeate are achieved through a suction pump or
slight hydraulic pressure gradient and therefore energetically highly efficient (approx. 0.12
kWh/m?3).

All in all, the degradation rate for substances like COD or ammonia is significantly higher
and also more stable than in conventional sewage plants. Thus, this technology could be
considered a first step towards producing drinking water or at least high-quality industrial
water out of waste water. In any case, this technology allows an inflow of the treated waste
water into ground water or bathing water (compliance with the EU Bathing Water
Directive).

Due to comparatively little construction work needed to adapt the sewage plant investment
costs were rather low. The total investment costs amount to EUR 274 435 which were
financed by the ERDF (34.9%) and Styrian Government funds (19.8%). The remaining
costs (45.3%) were financed by the enterprise Rotreat as part of a public-private
partnership (see Section 1.5).

In 2001 and 2002 the project was implemented by the engineering consultant company
EnviCare in cooperation with Rotreat, an expert in the field of waste-water treatment, who
supplied and funded the new membrane and has operated the sewage plant within a PPP
since. The following activities were included:

e planning activities (June-September 2001);
e reconstruction work (October-November 2001):
- a6 mm rotating drum sieve was installed in the inflow;
- one pond of the existing plant was transformed into a “aerated primary settlement
basin”;
an injector aeration prevents bad smell and ensures that sludge can be
withdrawn from the settling zone;
the aerated pond was lined with a PE-HD foil in order to ensure a tight sealing;
- afine sieve was installed between pond and membrane filtration basin;

e membrane bioreactor installation in the existing concrete basin (February-April 2002);
it consists of:

- 9 membrane modules at 105 sgm;
- coarse bubble aeration;

- permeate extraction system;
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- relaxation or back-wash mode;
- chemical cleaning system;
- electro/measurement/regulation and control system;

e operation of a nanofiltration test unit in order to demonstrate the possibility of
producing drinking water which fulfils the stipulated limits (June-September 2002).

In April 2002 the adapted sewage plant could be put into operation. Since then the
membrane technology has fulfilled expectations. The COD degradation rate amounts to >
95% over the whole operation time and ammonia and phosphorus are well below statutory
limits.

The production of drinking water was successfully tested in a pilot installation based on the
principle of nanofiltration. The nanofiltration membrane acts as a second barrier for
pathogenic germs and bacteria. Furthermore, polyvalent ions and greater molecules are
confined. Experiments proved that a constant excellent permeate quality from the
membrane bioreactor is essential for stable nanofiltration operation. The chemical and
microbiological values of the thus produced pure water were validated by an officially
approved laboratory after six weeks of stable operation without chemical cleaning or pre-
treatment.'’

1.4. Specific aspects of SG(E)I affected by the project

As mentioned in Section 1.1, SG(E)I are not the focus of the national and regional
operational programmes for 2007-2013 in Austria. However, several projects, such as the
present project, have an immediate impact on supply of public services. High-quality
treatment of municipal waste water, and in particular the opportunity of turning it into
drinking water, is without doubt a SG(E)I.

Specific aspects/objectives of SG(E)I realised/enhanced through the project

The following specific aspects/objectives could be guaranteed and enhanced through the
project:

e service continuity;
o efficiency and effectiveness;

e preservation of natural water resources, protection of water bodies, and the
improvement of environmental parameters;

e reuse of intensively treated waste water, increased quantity and improved reliability of
water supply in drought prone areas.

Main project results with reference to the specific aspects/objectives of SG(E)I

e Service continuity: one of the main advantages of the project is that the adapted
sewage plant can meet statutory limits of waste-water purification throughout the year.
The former sewage plant could not do so during winter times (i.e. November-April). Due
to the membrane technology adaptation the general degradation rate is significantly
higher during winter times and accordingly more stable throughout the year. The COD
degradation rate amounts to > 95% and ammonia and phosphorus are well below
statutory limits since the beginning of operation.

7 http://www.envicare.at/.
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e Efficiency and effectiveness: the project considerably increases efficiency. The
adapted sewage plant provides better purification results with roughly the same input.
As regards investment costs the expansion of the existing sewage plant with a
microfiltration membrane was much less expensive than implementing a conventional
sewage plant with the same purification parameters (approx. EUR 1 million).

e Preservation of natural water resources, protection of water bodies, and the
improvement of environmental parameters: environmental parameters have
improved considerably. The COD degradation rate has improved from 60-90% to 98%
throughout the year and ammonia has improved from 0 (in winter times) -95% to 99%.
Due to improved purification results the impact on natural water resources, especially
ground water bodies, is significantly lower.

¢ Reuse of intensively treated waste water, increased quantity and improved
reliability of water supply in drought prone areas: one objective of the project was
to demonstrate the extraction of drinking water out of municipal waste water. While this
is not an issue in Austria (due to a more than sufficient supply of spring water), it may
provide an opportunity for securing drinkable water supply in xeric southern and
eastern regions of Europe. However, the reuse of treated waste water as industrial
water in a second water-supply network, such as for instance during the Olympic
Games in Sydney, is more realistic.

Expected changes in the use of Structural Funds in the SG(E)I at regional/local
level as a consequence of the experience with a project co-financed in this way
The project would not have been possible without the support of SF. National and regional
funding guidelines would probably have resulted in a conventional adaptation of the sewage
plant. Furthermore, it is doubtful whether such a project may still be eligible in the current
programme period. As mentioned in Section 1.1, the central goal of the current Styrian
operational programme is to improve regional competitiveness in the sense of the Lisbon
strategy. Accordingly, the key decision criterion to qualify for support is the degree of
innovation regardless of regional/local needs. Thus, securing a standard municipal task
(although technically innovative to a certain extent) may lie outside the scope of the
operational programme 2007-2013.

1.5. Governance aspects
The stakeholders involved in the project are:

e Styrian Government, Department for Strategy and Development, Section 14 “Economy
and Innovation”: This stakeholder was the administrative authority. It prepared the
Objective 2 Programme Styria 2000-2006 and coordinated and monitored the various
projects within the regional operating programme.

e Styrian Government, Department for Research, Section 3 “Science and Research”: This
stakeholder was in charge of co-financing the project with Styrian funds. It monitored
the project consistency with the guidelines of the Styrian Objective 2 Programme and
supported the municipality for the duration of the project.

e Styrian Government, Regional Construction Authority, Section A19 “Water Management
and Waste Management”: Responsible for legal water approval.

e Municipality of St. Peter ob Judenburg: The municipality is responsible for waste-water
treatment (see Section 1.2). It was the funding beneficiary and carried out the
adaptation of the sewage plant. For that purpose it signed two main contracts, one with
EnviCare and one with Rotreat.
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e EnviCare Engineering GmbH: This privately-owned consultant was in charge of the
overall project engineering and management as a contracting party of the municipality
of St. Peter ob Judenburg.

e Rotreat Abwasserreinigung GmbH: This private-owned expert for waste-water
treatment was in charge of implementing the membrane technology. It supplied and
funded the new membrane (EUR 125 000 without VAT) and has operated the
membrane bioreactor within a PPP since the end of the project. The operating contract
includes maintenance and, if necessary, exchange of the membrane. Rotreat also
guarantees compliance with statutory limits of waste-water purification. The contract
runs for 15 years with annual costs of some EUR 60 000 (without VAT).

e University institutes, Professor Josef Draxler!® and Professor Harald Kainz!°: These
stakeholders monitored the project from a scientific point of view. Furthermore, they
served as scientific consultants.

To summarise, the governance structure of the project consists of three main parts. On the
one hand, there is the funding agreement within the framework of the Objective 2
Programme Styria 2000-2006 between the municipality of St. Peter of Judenburg and the
Styrian Government, Department for Research, Section 3 “Science and Research”. Total
funding amounts to EUR 145 345.67 (54.73% of the applied investment costs), consisting
of 63.85% ERDF funds and 36.15% Styrian Government funds. On the other hand, there
are two public-private partnerships: the consultancy contract between the municipality and
EnviCare and the contract to adapt the sewage plant between the municipality and Rotreat.
Following the adaptation an operating contract was signed between the municipality and
Rotreat (see above).

1.6. Universality of access and affordability

This section discusses two main issues related to SG(E)I provision: universality of access
and affordability.

Universality of access

Access to the public service waste-water treatment within a sewage plant obviously
depends on the connection to the municipal sewage network. In Austria owners of
developed properties are obliged to discharge waste water into the public sewage networks
only.?® Accordingly, an almost exclusive municipal coverage can be assumed. There are
423 private households in St. Peter ob Judenburg and the connection rate is about 90%.

Affordability

To finance waste-water treatment all residents of the municipality have to pay waste-water
charges (since 2009 EUR 2.59 per cubic metre of water consumption?!). These charges
need to be evaluated every two years and if necessary they have to be adapted. In doing
so, charges are expected to be cost-oriented. In practice, the level of cost coverage by
residents’ charges in the area of waste-water treatment is well below 100%. For St. Peter
ob Judenburg it has decreased remarkably after adaptation of the sewage plant, from
above 80% to 42-50%. Over the whole period 2000-2008 the average level of cost
coverage by charges excluding investment costs is 51%. However, due to a long-term

18 Institute for Process Technology and Industrial Environmental Protection, Montan University of Leoben.

19 Institute of Urban Water Management and Landscape Water Engineering, Graz University of Technology.

20 £ g. Steiermérkisches Kanalgesetz 1988, Art. 4 (1), LGBI.Nr. 79/1988.

21 Just above the Styrian average value of EUR 2.34 (Bauer, Susanne und Hochértler, Robert (2009).
Kanalabgaben in den steirischen Gemeinden. Hrsg. Kammer fir Arbeiter und Angestellte fir Steiermark, Graz).
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finance grant from the federal government (see Section 1.2), the cost coverage by
recurring revenues is 82%.?? The remaining costs have to be financed through ordinary
revenues of the municipality.

1.7. Contribution to cohesion policy objectives

As described in Section 1.3, the project adaptation of innovative membrane technology to
the sewage plant of St. Peter ob Judenburg, especially in order to demonstrate the
extraction of drinking water out of municipal waste water, is rather small in the context of
European Cohesion Policy.?®> However, its strategic relevance is considerably higher
because it may act as a good example to other European countries.

As regards the strategic guidelines on cohesion of the EU, the project mainly addressed the
following objectives:?*

e making Europe and its regions more attractive to invest and work in;
e improving knowledge and innovation for growth;

o facilitating innovation and promoting entrepreneurship.

Concerning the first of these objectives, a functioning municipal infrastructure and a
healthy environment are prerequisites for the attractiveness of European regions. The
project helps ensure both, as it considerably improves waste-water quality (complying with
the statutory limits), thus preserving natural water resources.

Concerning the second and third objective, the adaptation of a new, innovative technology
contributes to regional competitiveness. The municipality and the involved private
enterprises gain valuable know-how in a promising area. The project demonstrates a cost-
effective way to extract drinkable or at least industrial water out of waste water. Owing to
the excellent supply of spring water this is not an important issue for Austria, but it may be
an interesting solution for xeric southern and eastern regions of Europe. E.g. the European
resort islands can probably benefit from the Austrian experience (see Section 1.3 & 1.4).
Overall, the project is a good example of using innovative technologies to secure services
of general (economic) interest, in particular public municipal services. European Structural
Funds and national funds are appropriate means of overcoming the economic risk in such
projects. It can be expected that the surveyed project would not have been implemented
without support from the European Union and from Styria. An adaptation to a conventional
sewage plant would have been implemented instead. In accordance with the cohesion
policy objectives, SF yield a strong incentive to improve knowledge and facilitate innovation
in an area of public municipal services.

A close cooperation between all stakeholders, particularly regional and municipal
governments, is the right way of securing an adequate municipal infrastructure (as a
contribution to regional attractiveness) on the one hand and improving regional
competitiveness on the other hand. In doing so, the project and particularly its possible
application to other European countries, may work towards the convergence between
regions and contribute to economic and territorial cohesion.

Unlike the current Austrian (regional) operational programmes,?® regional/local needs
should (again) be taken into account in addition to global economic policy goals (Lisbon

22 Statistik Austria, ad-hoc extraction.

23 However, it is of course a major financial challenge for the municipality.

24 European Commission, COM(2005) 0299. Cohesion Policy in Support of Growth and Jobs: Community Strategic
Guidelines, 2007-2013, Brussels.

25 The key decision criterion to qualify for the current regional operational programmes is the degree of innovation
regardless of regional/local needs (see section 1).
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strategy). Otherwise there could be a considerable risk of spatial concentration of European
Structural Funds in Austria. Thus, support of public municipal or regional services, although
they improve the attractiveness of regions and municipalities (Gothenburg strategy), could
become virtually impossible in future programme periods.
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2. Belgium.
Expansion of LIEGE LOGISTICS
multimodal platform

Author: Henry-Jean Gathon
Université de Liege, CIRIEC Section belge
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2.0. Background information

a) Country | Belgium

b) Region Walloon Region-Liege

c) Full Project Title Liege Logistics multimodal platform expansion

d) Duration 2008-2009

e) Programme Wallonia Operational Programme under the Regional
competitiveness and employment objective 2007-2013

f) Total cost EUR 3 600 000

g) EU contribution ERDF 38%

h) National contribution 51.9%

i) Private contribution 10%

j) Sector Transport

k) Sub-Sector Multimodal transport

1) Beneficiary SPI+ (Services Promotion Initiatives, Province de Liége)?®

m) Implementing body SPI+

2.1. National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

The European Regional Development Fund (ERDF) allocated to infrastructures in Belgium
amounted to EUR 93 million for the period 2000-2006 and EUR 167 million for the period
2007-2013. The share-out between the various sectors is given in the following figure.

Figure 2: 2000-2006 and 2007-2013 ERDF programmed expenditure for SG(E)I

2000-2006 2007-2013
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Source: Authors processing of DG Regio data

We can see in the graphs above some changes between the two periods under review.
While in 2000-2006 ERDF expenditure for telecommunications took up more than 30% of
the total, the share for the information society for 2007-2013 represents a scant 12%, for
comparable total amounts. However, environmental expenditure has experienced strong
growth, from 20% to 39%, while energy (12% to 15%) and transport (29% to 32%) show
a rise, albeit less marked. Finally, expenditure on social infrastructures remains low, sinking
from 5% to a mere 1%.

The transport sector is considered in the Belgian National Strategic Reference Framework
(NSRF), first in a national approach in the European framework and orientations. The most
suitable investments are defined according to an analysis of the strengths and weaknesses

26 Economic development agency for the Province of Liége, see Section 2.5.
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of the three Regions (Wallonia, Flanders and Brussels-Capital) with respect to three set
priorities. The first one is "Make Europe and its regions a more attractive place for
investment and employment". This is where the transport sector is important, with the
development of infrastructures as a basic condition for growth. More specifically, the
following actions are mentioned: support for projects helping accessibility to railway
infrastructures, connectivity to trans-European networks including intermodal transport,
and promotion of sustainable transport.

Each Belgian Region has its own part in the NSRF, including the Federal State and the
German-speaking Community. Each of these entities has its own specificities and may
choose its own priorities with respect to the European framework. The Walloon strategic
thinking is integrated in the Community Strategic Guidelines as well as in European law
which, at Belgian federal level, has sired the "Plan National de Réforme (PNR)", defining the
Belgian strategy for attaining European objectives. The PNR was set up with the
collaboration of the Regions. Finally, at regional level, we find the "Contrat d’Avenir pour la
Wallonie (CAW)" and "Marshall Plan", defining the long-term development project for the
Region. Global objectives are fixed according to Lisbon objectives and the Community
Strategic Guidelines, among which the necessity to make Europe an attractive place for
investment and employment; this is how transport is planned for Wallonia in the NSRF,
through development of infrastructures in the transport sector, inter alia multimodal
transport. Such transport infrastructures may be considered as essential facilities for the
economic activity of industry, service and commerce. They also have an indirect role in the
overall societal well-being of citizens, as they facilitate access to goods and services that
are not locally available. Besides, in the NSRF, the Walloon Region considers multimodal
infrastructures as one of its assets in the field of environment and sustainable
development. As for Flanders, the need of improvement in mobility is a priority to reduce
traffic jams and loss of time and promoting the use of public transport and bicycles. The
transfer of traffic from road to railway or waterways is also mentioned, with multimodal
transport featuring among the priority themes, although for a low part of the total.

2.2. National framework in the provision of SG(E)I

During the 19 Century and the Industrial Revolution, Liége became one of the most
important cradles of industrialisation. The development of the steel and metallurgical
industry, plus access to a river (Meuse) and the working of coal mines in Liege, made
Belgium the second economic power at the time after the United Kingdom. However, in the
latter half of the 20" Century, coal mines were shut down and the steel industry declined,
unemployment soared and Liege faced a new challenge: reconversion. This resulted in a
region scarred by old industrialisation trying to cope with reconversion, with an ample but
low-skilled workforce and, thus, a level of structural unemployment, i.e., a discrepancy
between the structure of labour supply and labour demand due essentially to lack of skills.
In the Walloon Region, such a problem is not specific to Liege. The "Contrat d‘avenir pour la
Wallonie" (CAW), adopted in 2005, yields a frame for the development of Wallonia in the
long term, integrating European priorities and objectives. In practical terms, the Walloon
Government adopted a priority action programme centred on the creation of activities and
jobs. One of the axes of this programme concerns the creation of competitiveness poles,
among which we find transport and logistics. The public investments strategy in logistic
infrastructures is clear and well defined. Regarding the competence associated with the
transport sector, we see in Belgium that railroad remains at federal level, in particular with
the SNCB. However, roads, motorways and airports are the responsibility of regional level.
The owner of the rail infrastructure is the Federal State, whereas the owners of highways
and major roads are the regional authorities. For the rest, Industrial Policy and Economic
Development remains the responsibility of regional government.
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This choice of transport and logistics as a potential pole of competitiveness is not random.
Wallonia is located at the heart of European logistics, the so-called "European Logistics
Banana". For example, with only 8 hours on the road, a truck may reach more than 60% of
the European consumer market from Wallonia, among which major cities such as Paris,
London or Amsterdam. According to rankings established by Cushman & Wakefield,
Belgium is the top country for implementation of a distribution or logistics centre. The
transport and logistics sector in Wallonia represents more than 4 000 enterprises that are
good for more than 26 000 jobs and generate a turnover of around EUR 3 billion?’.

The important SG(E)I objectives for the studied project are lasting transport and mobility
on one hand and the development of jobs for low-skilled or unskilled workers on the other.
Those can be found in the CAW in several ways: in the global objectives, sustainable
development and rising employment rate are regarded as crucial. Besides, Cross Strategic
Plans are derived from the CAW priorities, including actions in vocational training and
balanced territorial development.

Figure 3: European Logistics banana

Source: Logistics in Wallonia “Exellence in logistics”28

2.3. Project description

This project follows through on the "Objective 2-Meuse-Vesdre" project in the ERDF 1993-
1999 for the equipment of industrial, traditional and services areas in the sum of
EUR 46 797 469. It involved the creation of the multimodal platform, which was completed
in 2001. This multimodal platform consists of a transfer area for containers from road to
rail and vice versa and is part of Liege Logistics, a specific area dedicated to transports and
logistics. On 1 January 2007 Liege Logistics was good for 24 companies and 1 067 jobs.
The development of the multimodal platform is a part of the reconversion of the Liége area,
interestingly situated in the heart of the four-cornered area Paris-London-Amsterdam-
Frankfurt, into an important transport and logistics location, by allowing the transit of more
freight. The proximity of Lieége Logistics with Liége Airport is obviously very interesting in
terms of multimodal transport, with the river port of Liege, one of the most important
inland ports in Europe, situated not so far away. Liege Airport is the European hub of TNT
and headquarters of TNT Airways (subsidiary of TNT NV, providing TNT Express with an air
freight network), and of other companies, such as the Israeli El Al Cargo and CAL Cargo Air
Lines; Ethiopian Cargo and Avient Aviation also use Liege Airport as base for their European
activities.

A specificity of the transport and logistics sector is that it provides a variety of jobs for
skilled and for non-skilled workers alike. Beyond the infrastructures, the development of

7 statistics from Belfirst, cited by Cluster Transport/Logistique Wallonie: http://clusters.wallonie.be/transport-
logistique/fr/le-cluster-t-1/le-secteur-en-wallonie/index.html.
28 http://www.logisticsinwallonia.be/index.php?page=94&Ing=fr
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Liege Logistics is important for employment through, for instance FOREM Logistics. This is
an interesting specificity of the project. FOREM Logistics, public service under the
supervision of the Walloon Region, offers-in collaboration with the enterprises installed in
Liege Logistics-training for unskilled and unemployed workers. The installations of FOREM
Logistics consist, among other things, of classrooms, storage, warehousing and distribution
areas for around 3 500 square metres of infrastructure. It also has equipment, such as
about 20 handling tools, 10 trucks lent by the sector, 2 buses and a drive simulator. The
proposed training includes truck driver, storekeeper, packer, fork-lift truck operator,
warehouse manager, logistics employee and managers. Expansion of the platform would
allow the handling of greater volumes and provide better infrastructure for enterprises,
developing economic activity on the site and on the nearby airport, allowing the creation of
more jobs in logistics and more training programmes from FOREM Logistics.

The number of transported units was multiplied by a factor of 6 during the five first years of
Liege Logistics intermodal activity, from 4 500 units in 2002 to nearly 27 000 units in 2006.
The need to extend the platform therefore became imperative to cope with the increasing
traffic.

By attracting new enterprises, and with the action of FOREM Logistics, the project also
contributes to the fight against structural unemployment.

The customers of Liége Logistics platform are enterprises interested in the management
services provided and in an international traffic management system or the organisation of
direct trains to other countries.

The ultimate goal of the project is to create employment. A last-but-not-least group of
beneficiaries may thus be identified. Unemployed and low-skilled or unskilled workers are
given opportunity for training and for employment in Liége Logistics thanks to close
cooperation between enterprises and FOREM Logistics, a government agency.

For the first three years of the project this training programme provided 550 to 650 jobs
per year, directly in the Lieége Airport Logistics zones. From this stage, jobs allocated by
Forem Logistics-on a permanent speed-amounted from 100 to 300 per year. Moreover,
thanks to the development of the multimodal platform, the indirect jobs created in the
surroundings increased progressively by 650 (early 2005) up to 1 550 per year (late 2005).
In total Lieége Airport and Liége Logistics provide employment to 3 200 persons (2 850 full-
time equivalent) in June 2009. This direct employment on site also allowed the creation of
some 8 000 indirect jobs. The Airport and the Liége Logistics platform are the sole pole that
allows massive employment creation in the Liége area for the last 20 years.

A multimodal platform is a place where goods change their mode of transport, used in the
fields of freight and geography. A multimodal platform must provide the best conditions for
intermodal transport and combined transport of goods. This platform offers therefore
necessary infrastructure and facilities for cargo loading/unloading and transhipment from
one type of transport to another

The platform would have to be increased from 30 925 to 56 125 square meters. The hard
top would have to be extended, with levelling to the ground. The perimeter fences and
lighting must also be adapted.

SPI+29 carries out facilities and infrastructures works in economic activities parks, selling
parcels of land to enterprises wishing to settle in the Province of Liege. Liege Logistics is
one such economic activities park, dedicated to transport and logistics, with a multimodal
platform assuring a rail-road interface.

2% See Section 2.5.

37



Policy Department B: Structural and Cohesion Policies

2.4. Specific aspects of SG(E)I affected by the project

Specific aspects/objectives of SG(E)I attained/enhanced by the project

employment;

environmental friendliness.

Main expected results of the project with reference to the specific

aspect/objectives of SG(E)I

Employment: As already mentioned, the project affects the aspect of employment
through the collaboration with FOREM Logistics. In 2009, 104 jobs were allocated by
FOREM Logistics in Liége Airport and Liege Logistics and 1 021 in the outlying areas.
Since 1996 4 456 jobs have been allocated in Liége Airport and Liége Logistics, and
10 855 around and about for a total of 15 311. In 2009 the 1 387 jobseekers in training
included more than 500 workers and 400 students. The integration rate, the rate of
people trained and finding a job in the next 6 months, was 75% in 2008, and was
around 80%-85% in previous years. The extension of the platform allows the
development of existing firms, the formation of new companies and, consequently, the
creation of new jobs.

Environmental friendliness: The expansion of the multimodal platform will allow
increased mobility and better, more balanced growth in the transportation of goods,
stimulating the use of intermodal transport. The goal is to transfer container freight
from truck to train and vice versa. For instance, daily freight train shuttles running
between Belgium and Northern Italy.

2.5. Governance aspects
The main stakeholders involved in the project are:

SPI+ (Services Promotion Initiatives en Province de Liége): economic development
agency for the Province of Liege, the SPI+ is commissioned by the municipalities and by
the Province, which is its main shareholder. It works alongside enterprises already
installed or wishing to set up shop in the province, offering them infrastructures, help
and advice. SPI+ is the promoter of the project and the beneficiary of the ERDF
subsidy. SPI+ also manages Lieége Logistics, the specific area dedicated to transport and
logistics located near Liege Airport, the railway line between Liege and Brussels and an
important motorway interchange. The area is also equipped to accommodate
distribution centres.

Meusinvest: Meusinvest is a holding company which contributes to the development and
economic advancement of the Province of Liege by ensuring the long term financing of
enterprise projects. The invested money comes from drawing rights on the Walloon
Region and assets from private shareholders, but also from deployment of European
funds.

Liege Logistics Intermodal: concerning the railroad platform, SPI+ is the owner of the
premises but franchised it to Liége Logistics Intermodal (LLI), a subsidiary of the
Belgian railways. LLI is responsible for operations on the railroad platform: container
handling and warehousing, loading and unloading trains to and from Italy, France,
Spain.

Walloon Region: the Region, more specifically the Government, decided to grant
subsidies, both regional and from ERDF, for the extension of the platform to the SPI+,

38



The inter-relationship between the Structural Fund and the provision of services of general interest and services of general
economic interest, and the potential for cross-border service delivery

which has to present different reports. The Region promotes transport and logistics as
one of its development poles and has powers regarding employment.

e FOREM Logistics: the FOREM, a public service carrying out missions for the Walloon
Region, has two main priorities: employment and training. Concerning the field of
logistics, those goals are the responsibility of FOREM Logistics, located on the site of
Liége Logistics, although other centres also in Wallonia, for La Louviére and Wallonie
picarde. Besides training, FOREM Logistics may help the enterprises in the area as
regards human resources management.

e Liége Airport: it was in 2009 the 8th European airport for freight with 482 142 tonnes.
With respect to the logistics platform, the airport is not directly involved in the project
neither financially nor from a consultative point of view. But from a promotional and
marketing viewpoint, the presence of a dynamic airport beside a logistic platform is
very important. It not only allows freight and persons transport by air, but gives also an
image and a comparative advantage to the platform. Historically, the authorities of the
airport together with the local politicians, have played a leading role in the development
of all the area around the airport, including Liege Logistics.

e Infrabel: Infrabel, member of the SNCB group, manages, maintains and develops the
Belgian railway infrastructures. Lieége Logistics being connected to the Brussels-Liege
railway line, Infrabel is concerned by the railway part of the project since it organises
and finances the infrastructure connecting the platform to the railway network. Infrabel
also gives access to its network to trains serving Lieége Logistics.

e Transport and logistics private enterprises: they are customers of Liége Logistics
Intermodal (which operates the multimodal platform) and recruit low-skilled or unskilled
workers trained by FOREM Logistics, also participating at the said training.

e Take-off and Logistics in Wallonia: we may also mention the non-profit association
Take-off, now part of Logistics in Wallonia-Pble transport et Logistique de Liége, whose
goal is to federate economic, social and cultural actors around the development of Liege
Airport.

It is important to underline that all these actors managed to collaborate in a very effective
way, through regular contacts and especially a common goal and political objective: they
succeed in the turning around of this economic site of Liége, with all its assets, and offering
job opportunities to the many unemployed in the region. This cooperation is supervised
and, where necessary, enforced by the regional authorities.

2.6. Universality of access and affordability

Considering the specifications of the selected project, this section does not apply. However,
concerning universality of access, we may mention the bus line set up between the main
rail station of Liége (Liege Guillemins, near the city centre) and Liége airport. The
frequency of this service is one bus every hour between 6 am and 7 pm from and to the
airport, allowing easier access for people working or training in Liége Logistics.

2.7. Thematic focus
Ageing population and migrants

Ageing population is clearly not a valid issue in the studied case. However, some
unemployed migrants, often with few qualifications, may benefit from the training and jobs
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proposed by FOREM Logistics. According to FOREM general statistics®° for January 2010,
there were 81 462 unemployed persons in the Province of Liege (not including the German-
speaking townships), among which 5 701 foreigners from outside the EU and 7 158 non-
Belgians from EU countries.

2.8. Contribution to cohesion policy objectives

The global project has two main dimensions: the first being transportation and logistics, the
second being employment. Transportation and logistics is one of the poles around which
the Walloon Region seeks to develop its economic reconstruction. Employment, especially
for low-skilled or unskilled workers, is also a key objective, not only at regional level but
also at European level, as also evinced in the Lisbon strategy.

Although no immediate gain or effect may be expected as might be the case for other social
projects such as cultural centres or homes for the elderly, the project is part of the
economic redeployment of the Walloon Region. It contributes to the enhancement of the
region’s attractiveness for investors, not only by providing them with a best-possible
logistics environment, but also by giving them the opportunity to find and recruit low-
skilled or unskilled workers after on-site training in collaboration with FOREM. At
macroeconomic level this is therefore an improvement of the competitiveness of the entire
Walloon Region.

The implementation of the project did not require cross-border cooperation. However, the
development of Liége Logistics may have implications not only in terms of international
transportation of goods but also in terms of enhanced reputation in the logistics field.
Belgium and Wallonia are among the best places in Europe for transport and logistics.

Liége is also an area of old industrialisation in need of restoration, suffering from a high
level of structural unemployment. The training up of low-skilled or unskilled workers is
therefore a way to remedy imbalances within the population, and also within the region. As
we saw above, since 1996, 15 311 jobs were allocated by FOREM Logistics Liege, not only
on the sites of Liege Airport and Liege Logistics (4 456 jobs), but also in the district (10 855
jobs). The development of Liége Airport is also crucial for Liege Logistics and for the
Region. Liege Airport SA has a workforce of 1473, plus 36 since 2008 for Liege Airport
Security. In the whole site there are 2 778 direct jobs, 1 630 of which are full-time,
distributed among 76 firms. But the activity also creates indirect employment, estimated at
6 667 jobs, yielding a total of 9 445 direct and indirect jobs. A study conducted by CIRIEC
on behalf of SOWAER in 20063 estimated the impact of Liége Airport in terms of
employment at 4 225 indirect jobs, counting 1 761 direct jobs in 2001, based on previous
surveys. Those statistics thus tend to show that the development of Liege Airport continues
apace and is, even now, bringing considerable new employment in the Province of Liege, in
which FOREM accounted for more than 80 000 unemployed men and women in January
2010.

The European Structural Funds are crucial for the development of the transport and
logistics infrastructures. The Walloon Region does not have sufficient financial resources to
cope with the investments required to develop those infrastructures. There is also an
expected multiplier effect for those investments, due not only to the possibility of managing
new volumes of freight brought on by increased capacity, but also to the complementarity
with actions of the Walloon Region and the reinforcement of the international positioning of
the Province of Liege.

30 See http://www.leforem.be/endirect/actions/chiffres-et-analyses/statistiques/statistiques-locales.html

31 http://www.liegeairport.com/fr/emploi

32 CIRIEC-Ulg, Evaluation des retombées économiques en termes d’emplois des aéroports régionaux wallons,
2006.
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3. Bulgaria.

“"Waste management: Set of 5 regional
waste disposal sites located in Montana,
Ruse, Sevlievo, Silistra and Sozopol in
Bulgaria”
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3.0. Background information

a) Country
b) Region

c) Full Project Title

d) Duration

e) Programme

f) Total Cost

g) EU Contribution

h) National Contribution

i) Private Contribution
j) Sector

k) Sub-Sector

1) Beneficiary

m) Implementing body

Bulgaria

Montana, Ruse, Sevlievo, Silistra and Sozopol in the
Southeast, North-central, Northwest, Southwest, Northeast
of Bulgaria

“Waste management: Set of 5 regional waste disposal sites
located in Montana, Ruse, Sevlievo, Silistra and Sozopol in
Bulgaria”

18.12.2000 (signing the Financial Memorandum (FM) by
European Commission (EC))-31.12.2010 (after approval of
amendment No. 6 of FM dating 09.11.2004)

ISPA 2000

EUR 65 367 906.95

ISPA 62.56%

37.4%
(consisting of 20.85% as per FM and 16.60% by Decision of
Council of Ministers)

0%

Environment

Urban and industrial waste management

Municipalities of Montana, Ruse, Sevlievo, Silistra and
Sozopol

Ministry of Environment and Water, Bulgaria, "EU Funds for

Environment” Directorate

3.1. National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

In the programming period 2007-2013, Bulgaria has access for the first time to Structural
Funds (SF), as the country is part of the last accession wave and has been a Member State
since 1st January 2007. The total amount dedicated to the country is equal to
EUR 6 673 628.244 European funding (ERDF and ESF), 85% of the National Strategic
Reference Framework (NSRF) total budget®. The country receives funds from the European
Fund for Regional Development (ERDF), European Social Fund (ESF) and Cohesion Fund
(CF)*.

The Structural and Cohesion Funds are providing the major part of the resources for
implementation of different national policies, including SG(E)I and SGEI. In the past 20
years, due to financial constraints, investments in infrastructure have been inadequate
compared to the needs of business and citizens. Most of the projects implemented in the
country under the pre-accession programmes were tackling these particular problems. The
ISPA financial instrument applied in Bulgaria in the pre-accession period from 2000 to
2006, funded 25 projects in total in the environmental sector, amounting to a total of more
than EUR 430 million (incl. technical assistance projects), in the fields of water, waste and
air. The total investment costs of the environmental projects funded through ISPA are more
than EUR 600 million. During the implementation of ISPA in Bulgaria, priority was given to
the water sector, which is the most financially demanding sector in terms of reaching
compliance with EU Directives. The main portion of ISPA financial assistance allocated to
the environment was granted to projects for integrated water management (75%, i.e.

33 The Cohesion Fund provides additional EUR 2 million in the period 2007-2013.
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approximately EUR 325 million)3*. That situation predefined the approach chosen by the
country while formulating the objectives and priorities of NSRF. 66.77% of the total amount
for the period is directed toward “hard” investments, mainly in roads, waste management
and water supply. The chart (Figure 4) show the prioritisation of the infrastructure
elements (main components of SG(E)I), thus seeking to achieve best efficiency from the
limited resources.

Environmental Protection Infrastructures

Improved growth conditions require integrated policy in the field of the environment in
order to ensure a positive effect on the quality of life. Existing problems include the
underdeveloped networks for solid waste collection and treatment and the insufficient and
depreciated infrastructure for the collection and treatment of waste water. In order to
improve waste water infrastructure, efforts are targeted at the extension, reconstruction
and modernisation of existing, as well as construction of new sewerage systems including
urban waste water treatment plants in the settlements. Whenever justified and proven as
necessary these interventions are complemented with measures for improving the water
supply system. Other activities, which are supported are those related to the supply of
equipment for the detection and measurement of leakages, the development and updating
of river basin management plans, and the development of investment projects for
subsequent financing. With regard to waste management, the main issues identified are
related to building up the much needed waste treatment infrastructure, the reduction of
municipal waste generation, the introduction of separate collection and the implementation
of activities directed towards the reuse of the generated waste. The issues related to the
management of construction and demolition waste in the country require a solution as well.
Last but not least are the issues related to the existing municipal waste landfills that do not
yet meet the requirements of the legislation, to the existing old contaminations and to the
improvement of the management of illegal municipal waste dumpsites. The amount of
municipal waste collected from the population, incl. waste from commerce, offices and
public institutions in Bulgaria is 500 kg/resident/year while the average amount in the EU
25 is 531 kg/per resident/per year. The share of Bulgarian municipal waste collected, incl.
waste from commerce, offices and public institutions disposed of through landfills is two
times higher than the EU-25 average (404 kg/resident/year in Bulgaria compared to 267
kg/resident/year EU-25)3°. The hierarchy of waste management®® describes the operations
and activities with regards to waste management in the following preferred sequence:

e Prevention of waste generation by reducing the quantity and/or concentration of
dangerous substances in the accumulated waste.

e Reuse/Recycling/Recovery by:
- reuse-multiple use of materials or products for the same or different purposes;

- recycling-recycling of waste and its use as raw material for production of the same
or different products;

- recovery-by employing for composting, energy recovery, or other relevant
technologies;

e Disposal of waste by means of landfill or incineration without recovery of energy, in
cases where no other alternatives are available.

34 Figure 1 represents the 2000-2006 funds allocated under Pre-accession instruments ISPA, Phare and Cross
Border Cooperation Programmes.

35 All data (excluding the data for the total SO, emissions) is from the EUROSTAT web page:
www.epp.eurostat.cec.eu.int-statistics for sector “Environment”.

36 Formulated by the 1996 Community Strategy for Waste Management.
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The model for an integrated waste management approach, if applied in the above—
mentioned sequence, contributes to the establishment of a sustainable waste management
policy. The hierarchy for waste management sets as first place priority prevention of waste
generation; secondly the utilisation of waste by reuse, recycling, and/or extraction of
secondary raw materials and energy; and lastly the final disposal by means of landfill or
incineration of waste that cannot be prevented and/or utilised.

The gradual reduction of disparities requires harmonisation of environmental legislation, as
well as building and strengthening of administrative capacity on the one hand and
significant investments in environment protection and improvement on the other hand.
Structural fund resources for environment are focused on the implementation of priorities
that are directed towards compliance with the directives, requiring the largest financial
resources. The implementation of activities in the field is contributing to compliance with
the requirements of both EU and national legislation in the field of the environment.
Interventions in this area support activities such as: construction of waste recycling
centres, installations for the recovery of emitted gas emissions (methane) from municipal
waste landfills for the production of electricity, completion of the construction of regional
landfills, facilities for pre-treatment including composting, sorting, and separation of waste.
Further actions are taken with regards to consequent closure of existing municipal landfills
that do not comply with the requirements of the legislation and modern technical
standards. Support is also provided for the preparation or update of regional waste
management plans and for the development of investment projects for subsequent
financing. The organisation of the whole cycle of waste disposal is financed through the OP
“Environment”. It is planned to finance population mobility through service provision for
people who are working and living in different places under OP “Regional Development”.
Improvement of the social and work conditions, reducing unemployment and offering
constant qualifications, pre-qualifications and lifelong learning are the backbone of OP
“Human Resources Development”.

Figure 4: 2007-2013 ERDF programmed expenditure for SG(E)I 37
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Source: Authors processing of DG Regio data

37 Data include funds allocated under ISPA, Phare and CBC (BG-GR; BG-RO; BG-Turkey; BG-Serbia/Montenegro;
BG-FYROM). The budgets are according to the Financial Memoranda for each programme, for the period 2000-
2006 (http://www.minfin.bg/bg/page/210 ).
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3.2. National framework in the provision of SG(E)I

There is no full compliance between the meaning of SG(E)I and SGEI as per the EU
documents and what is generally understood as “services of general interest” under
Bulgarian legislation. The concept is found in certain legislative texts without any definition
being proposed, which actually overlaps the use of "SG(E)I” term with the use of “public
services”.

References of SG(E)I could be found in the Public Procurement Act, within the meaning of
defining as contracting authorities of public procurement, public enterprises, traders or
other persons (when on the grounds of special or exclusive rights) that supply public
services in the area of natural gas, heating or electric power; drinking water; transport
services in the field of railway, tramway, trolley or bus transport, as well as automated
transport systems or rope-lines; universal post service and exploitation of definite
geographical areas. The State Aid Act refers to services of general interest and the
observation and application of competition regimes and state aid rules in delivering SG(E)I.
The Law on Protection of Competition applies to undertakings to which the State or the
municipality has assigned services of public interest, inasmuch as the implementation of
the Law does not actually obstruct or from the juridical aspect the fulfilment of the assigned
tasks and competition in the country is not affected to any considerable extent.

The SG(E)I and SGEI in the field of environmental protection and waste management are
reflected in several national legislative and strategic documents. The basic documents,
guiding environmental policy in Bulgaria are the Environmental Protection Act, National
Environmental Strategy 2000-2006 and the National Environmental Strategy 2005-2014,
as well as the respective national action plans.

The Environmental Protection Act (EPA) and the Waste Management Act (WMA) and the Act
for ratification of the Basel Convention on the Control of Transboundary Movements of
Hazardous Wastes and their Disposal, along with the relevant secondary legislation
represent the main legislative acts in the field of waste management in Bulgaria. The EPA
sets the principles for protection of environmental components-such as “sustainable
development”, “priority of prevention preceding disposal”’, “polluter pays” and the
integration of the environmental protection policy in the sectoral and regional policies.

The WMA regulates environmentally-friendly waste management as a system of rights,
responsibilities, decisions, actions and activities referring to waste generation and
treatment and covers the household, industrial, hazardous and construction waste.
Furthermore, the WMA sets the hierarchy of waste management: prevention, utilisation
(recycling, reuse and/or extraction of secondary raw materials and energy recovery from
waste whereof the formation cannot be prevented) and disposal. Pursuant to the WMA, the
costs for waste collection, transport, utilisation and disposal are to be borne by the owners
and producers of waste, which implies the “polluter pays” principle and “producer’s
responsibility”. WMA distinguishes 4 general groups of “owners” or “producers” of waste.
These are (1) households, (2) industry, (3) producers/importers of products, generating
waste such as packaging and (4) the state (a specific group) as responsible for past
contaminations.

The owners of the infrastructure are the local authorities-municipalities. The municipal
administrations lay down detailed municipal regulations on the deposition, collection
(including separate collection), transportation, transfer, treatment and recovery of
municipal and construction waste and specific waste streams that are to be implemented by
the producers and owners of waste on municipal territory. The municipalities are also
responsible for the selection of the landfill site(s) and for the delivery of necessary facilities
for waste collection and treatment. Usually this is done by operators that manage waste
treatment. The operators are subject of to selection following the Public Procurement Law.
All the obligations and responsibilities are the subject of the contract agreement. Each

47



Policy Department B: Structural and Cohesion Policies

municipality determines the rules and the obligations of these contract issues
independently. The decision of each municipality is also independent. Similar regulations
also determine the amount and payment procedure for the local fees for supplying the
respective services.

Households have to follow the municipality’s council regulation or ordinances of the Mayor
on separate disposal of waste. As a rule, the Mayor signs a contract with an economic
operator in possession of a license for undertaking waste management activities.
Households can additionally dispose of waste such as plastic, paper, batteries, luminescent
lamp, end used vehicles at sites designated by the Mayor. Households are charged a
municipal tax “household waste” for services provided by the municipality. The size of this
tax is very low for social reasons.

Industry has to submit a programme for the treatment and disposal of the quantity and
types of waste, produced by its activities. Industrial enterprises may sign a contract with
specialised operators for waste management, when unable to fulfil their obligations
independently. The implementation of this programme is observed by the Regional
Inspectorates on Environment and Water (RIEW) and if not fulfilled, a sanction is imposed
on the producer.

The producers and importers of products which, after use, generate specific waste streams
are responsible for organising the collection, recovery and/or treatment of waste from
these products. In order to fulfil their obligations the producers and importers may choose
between two alternatives: (1). when such products are placed on the market, the
generators of waste pay product charges to the respective authority. Funds collected in this
way are used for financing projects for separate collection and recovery of waste. (2). the
producers and importers of waste organise and finance by themselves the waste collection
and the achievement of the targets set for recovery or recycling. The activities are
implemented individually or through collective systems, represented by an organisation for
recovery of waste. In this case product charges are not paid. The fulfilment of this
obligation is controlled by the RIEW. If the obligation has not been fulfilled this group has
to pay back “products tax” together with additional sanctions.

Pursuant to the EPA, past contamination of sites or construction facilities on industrial sites
with hazardous substances and waste generated by industrial, agricultural, commercial or
transport activities, posing a hazard to human health or to the environment is defined as
"damage caused to the environment resulting from past acts or omissions”. A specialised
Inter-institutional council to the Minister of Environment takes decisions on funding
(according to available financial resources) of utilisation and remediation for past
contaminated sites, especially on the territory of privatised enterprises after 01.1999.

3.3. Project description

The project is part of the ISPA pre-accession programme for Bulgaria. The general
objective of the ISPA programme in the field of the environment is to ensure financial
support for infrastructure investments (urban waste water, drinking water, air quality, large
combustion plants, waste incineration and management) needed for implementation of the
requirements of EU “investment heavy” Directives3s,

% During the negotiations on Chapter 22 “Environment” for accession to the EU, significant efforts were
undertaken for the exact clarification of the parameters on the financial commitments, which the country
undertakes in relation to implementation of EU legislation requirements. As a consequence of the analyses
undertaken, it was established that Bulgaria doesn’t possess all the necessary financial resources to fully
implement the requirements of the EU Directives in the framework of the defined time limits. Therefore,
transitional periods were negotiated for a number of requirements related to the implementation of the so called
“heavy” Directives: Directive 94/62/EC on packaging and packaging waste, amended by Directive 2004/12/EC;
For Directive 2002/95/EC and 2002/96/EC, amended by Directive 2003/108/EC on waste electrical and electronic
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The main objective of the project is to achieve solid waste management in full compliance
with EU and Bulgarian Regulations and thus avoid potential environmental damage from
landfills. The project served to reverse the general tendency in Bulgaria to carry out waste
disposal without dedicating strong attention to the environmental impact.

The specific needs addressed by the project are the lack of landfills that comply with EC
legal provisions and obligations for municipalities to find new solutions for the management
of waste. The replacement of 113 existing disposal sites serving the target areas were
among the first reasons for prioritising the project for funding. The project was focused on
closure of the oldest and most polluted disposal sites, many of which had reached full
capacity, and allow the restoration of the areas presently occupied by these sites. Moreover
it is supposed to diminish pollution of the Danube River and the Black Sea. The new
landfills are supposed to provide capacity for disposal and storage of hazardous,
construction and production waste which was unavailable in the target areas. Thus
potential environmental damage from old landfills would be avoided.

The final beneficiaries of the project are the municipalities of Montana, Ruse, Sevlievo,
Silistra and Sozopol. The project is aimed at all citizens of the five municipalities. At the
time of programming and implementing the project, the population served by the new 5
regional landfills is estimated at 447 000 (National statistical data 20003°). At the present
moment, the population benefiting from the project results is estimated at 392 707 people
(data per 15 February 2010). The biggest share of the population belongs to the
municipality of Ruse - 192 406, followed by Silistra - 65 221 people, Montana-63 050 and
Sevlievo - 41 989. The smallest municipality is Sozopol humbering 13 659 people, but the
waste disposal also serves the population of the municipalities of Tzarevo (9 641) and
Primorsko (6 741). The percentage of the population benefiting from the project as a
percentage of the total national population is 4.61% (total number of population is stated
to be 8 511 051 as per the National database for statistics of the population-as per
February 2010 ).

The projects consist of the construction of five waste disposal landfills. Three of the new
landfills deal with non-hazardous waste only. In Sevlievo and Ruse, on the other hand,
separate disposal cells for hazardous waste are included. These new landfills provide the
capacity for disposal and storage of hazardous, construction and production waste which
was previously unavailable in the target areas. The investments for each of the
municipalities include:

e Sozopol landfill and Waste Transfer Station, Silistra landfill and Montana landfill-The
project comprises three regional landfills and a Waste Transfer Station (WTS). The
constructions of the new landfills include external communications; wells for monitoring
and control of ground waters; machinery and equipment. The second element of this
project, the Waste Transfer Station, is constructed on the territory of Tzarevo
Municipality, and includes the building and installation of equipment.

e Ruse landfill and Sevlievo landfills-The new landfills consist of municipal, construction
and industrial waste plus a cell (includes 54 containers) for hazardous waste. The
project covers the following elements: 3 cells for municipal solid waste and 1 cell for
hazardous waste including 54 containers; top cover layer for the existing site and
monitoring wells for ground waters; machinery and equipment.

equipment; Directive 99/31/EC on the landfill of waste; Regulation 259/93/EEC on the supervision and control of
shipments of waste within, into and out of the European Community.

3% Data on population as per current and permanent address registration — February 2000-
http://www.grao.bg/tna/t41-2000.txt

“°Data on population as per current and permanent address registration-last updated 15" February 2010-
http://www.grao.bg/tna/tab01.html
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The measure comprises a group of 5 projects in the area of the following municipalities:
Montana, Ruse, Sevlievo, Silistra and Sozopol located in the Southeast, North-central,
Northwest and Northeast of Bulgaria. Three new regional landfills (Montana, Sevlievo and
Silistra) are located at the existing sites, whereas the new landfills for Ruse and Sozopol
are built on new sites. In Sevlievo and Ruse separate disposal cells for hazardous waste are
included and these new sites provide the capacities for disposal and storage of hazardous,
construction and production wastes, which are currently unavailable for these target areas.
The project activities include construction of five landfills (Lot 1, Lot 4-7), construction of a
waste transfer station in Primorsko (Lot 2); supervision at the time of construction of the
landfills; technical assistance to MOEW,; two framework contracts for independent
evaluators of the work contracts; framework contracts for the redesign of tender dossiers;
technical assistance for closure of the existing landfill in Ruse.

3.4. Specific aspects of SG(E)I affected by the project

Specific aspect/objectives of SG(E)I realised/enhanced with the project.

The project provides interventions in the field of waste management. The specific aspects
of SG(E)I achieved within the project implementation are as follows:

e social accessibility and affordability - improved accessibility of the population to serve
more extended areas with considerable advantages in terms of scale economies;

e development of a modern local and regional waste management sector-the new landfills
are in full compliance with EC requirements;

e reduction of health risks;

e reduction of polluting emissions such as water and air pollutants and improvement of
environmental parameters.

Main results of the project (actual/expected)

Although the benefits of this measure are difficult to quantify, the proposed environmental
and social benefits are considerable and will include the following:

e Social accessibility and affordability: the construction of the five new waste disposal
sites resulted in improved access for people living in the municipalities. In 2001, 80% of
the total population in Bulgaria, comprising 99% of the urban and little above 33% of
the rural population was served by organised waste collection and disposal. The
municipalities under review were lagging considerably behind in introducing such
service. After the official opening of the new landfills, the municipalities had organised
collection and disposal system and the whole population and settlements within the
borders of the municipalities benefiting were included in the system. Also, the improved
waste disposal infrastructure in the areas assisted by the projects contribute to
increased competitiveness through the reduction of local firms’ production costs and
business constraints, attract external business interests into the areas, and ultimately,
contribute to the generation of employment opportunities. The result stems from the
safer services and greater capacity offered by the new landfills that allowed the regions
to develop industrial zones where business could emerge without increasing the
pollution of the environment. In addition, the local economies benefited from the
procurement of construction materials and from personnel employed during the
construction and operation phase. On the other hand, the implementation of the project
in regions with predominant rural areas and small settlements is a step towards
overcoming the lagging behind of some of the areas in terms of limited or missing
sewerage systems and waste collection in some regions, thus decreasing the disparities
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between urban centres and rural regions. Additional income was generated by job
creation and procurement that had positive down-stream benefits via indirect
employment and increased expenditure on goods and services.

e Development of a modern local and regional waste management sector: during
the last few years, the Government’s policy was to close down small landfills and to
focus on larger, regional landfill sites. As a result of the waste stream redirection to the
new sites, several old disposal sites were closed in the target areas. In particular, the
measure determined the closure of the following old disposal sites: 22 sites in Montana,
15 sites in Ruse; 16 sites in Sevlievo; 8 sites in Silistra and 8 sites in Sozopol.
The typical amount of waste to be disposed of at regional landfill sites varies between
50 000 and 100 000 tonnes per year. After project implementation, the average
amount of waste will significantly increase (see the table below):

Table 1: Waste Amount: before and after

WASTE QUANTITY (000 m3/Year)

Non-Hazardous

Before*! After™
Montana 38 950
Ruse 106.2 2.337
Sevlievo 38.7 852
Silistra 48.92 1.223
Sozopol 52.92 1.323
Hazardous
Before After
Rousse 1.13
Sevlievo 2.14

e Reduction of health risks: there are significant improvements to the state of the local
environment and human health by reducing environmental pollution from solid (and
hazardous) waste.

e Reduction of polluting emissions such as water and air pollutants and
improvement of environmental parameters: the project has preventive and
curative effects at the same time: preventive because its primary objective is to prevent
environmental damage from the landfills; curative because it involves the closure and
the restoration of the old disposal sites. There is a reduction in the pollution of
groundwater and soil, as well limiting potential damage to bio-diversity in the project
areas. The project resulted in a diminishing of pollution of the Danube River given the
new disposal sites at Ruse and Silistra, and into the Black sea basin due to the new
disposal site in Sozopol. There is also a significant improvement concerning emissions
to the atmosphere for the sites where the bio-gas is collected and either burned or
flared. The introduced systems for purification and burning of bio-gas reduce methane
gas emissions into the atmosphere, and this is in compliance with Bulgarian policy
regarding global climate changes.

“1 There are no official statistics related to the exact numbers and volume of the waste quantity for each of the
municipalities concerned before the approval of the project. The figures provided are based on average country
waste quantity per number of population related to the total number of population in each municipality.

42 Data as per the Project Fiche-http://www.minfin.bg/bg/page/212
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Change in the approach to public service, at regional and / or national level
stemming from the actual results of the project

The results achieved during project implementation contribute to ensuring that this part of
the Bulgarian landfill network is better organised and more controllable in the target areas.
The new landfills provide modern ways for waste treatment (especially in terms of
hazardous waste, where waste incineration is replaced by more environmental and health
friendly methods), that would result in increasing separate collections throughout the whole
country and implementation of activities directed towards reuse of the generated waste,
therefore improving accessibility and reducing health risks.

Changes in the use of Structural Funds in the SG(E)I at regional and / or national
level

The needs of additional investments in all areas related to the environment in Bulgaria are
evident. The resources necessary for implementation of all EU requirements in the field of
environment (including waste management), significantly exceed the capacity to finance
from existing national financial resources and prove the need from additional external
financial sources, especially in the public sector. Therefore, during the last few years the
financial support from EU pre-accession instruments played a significant role. During our
first programming period, Bulgaria will significantly rely on EU Cohesion and Structural
Funds as well as on the opportunities that could be provided through public-private
partnerships.

3.5. Governance aspects
The project included a list of different stakeholders, as follows:

e European Commission and Republic of Bulgaria-fund providers under the means of the
ISPA sources and national co-financing;

e European Commission Delegation in Bulgaria-supervisor of the process, executing ex-
ante check and approval of the project activities and performing project control;

e Ministry of Regional Development and Public Works-ISPA Task Force-acting as the
authority that made the application (National ISPA Co-ordinator);

e Ministry of Environment and Waters-implementing authority; responsible for the co-
ordination and management of the project-preparation of project documents,
organisation of tender procedures, progress reporting, paying, etc. MOEW is responsible
for providing national policy in the field of environmental protection. Fifteen regional
inspections of the environment and water (under the MOEW) ensure state
environmental policy at regional level and perform monitoring and controlling functions;

e Municipalities of Montana, Ruse, Sevlievo, Silistra, Sozopol-final beneficiaries-
responsible for the actual implementation of the project activities. Each component of
the project (a landfill) is implemented by the respective municipality solely thus the
municipalities are considered beneficiaries, but not partners under the project.
According to national legislation, the municipalities are responsible for the development
of municipal waste management programmes within the scope determined by the WMA.
The specific requirements for waste management at local level are introduced by
municipal regulations laying down the procedure and terms for dumping, collection, incl.
separate collection, transportation, transferring, treatment and recovery of municipal
and construction waste and specific waste streams. The municipalities are also
responsible for the selection of the landfill site(s) and for the delivery of necessary
facilities for waste collection and treatment;
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e Contractors for the implementation and supervision of the project-performing the
construction of the landfills*>.

The responsibilities of stakeholders were strictly defined by the rules of the Financing
programme-ISPA. The responsibilities and obligations of each stakeholder are defined in EC
rules regulating ISPA implementation. The partnership in terms of good governance of the
project and sound implementation were ensured and no significant problems were identified
during project implementation. Nevertheless, formal relations among some of them were
introduced through the signing of a few documents. The Financing Memorandum was
sighed between the EC (on 18.12.2000) and the Bulgarian government (on 06.02.2001)
and for ensuring the approval and financial provisions for the project. There was no
document signed among the municipalities. The contracts with the different implementers
were signed between the MOEW and the respective contractors.

The procurement arrangements of the project were tendered following the rules:

o for activities that took place before Accession (2007), all the procurement procedures
were according to EU rules, namely:

- FIDIC Conditions of Contract for Construction-one restricted international tender for
works containing six different lots; one restricted international tender for supervision
containing one lot;

- One international tender following a pre-qualification procedure for supervision for
all six lots as “"Engineer” according to FIDIC Conditions of Contract;

e two framework contracts for international independent evaluators;

e for activities that took place after Accession-the procedures of the Public Procurement
Act.

No public-private partnership was used in the project implementation. The landfills are
managed by the municipalities directly. All the governance aspects are pre-defined and
strictly follow the rules of the funding programme.

“3 Lot 1, Lot 4 and Lot 7 construction of landfills in Sozopol, Silistra and Ruse was implemented by Consortium
"WALTER HEILIT SS"; Lot 2, Lot 5 and Lot 6 for construction of landfills in Primorsko, Montana and Sevlievo was
implemented by Consortium "GBS- HYDRO 2003"; Work supervision was implemented by AEW INTERCON-
FICHTNER;The TA contract to MOEW was implemented by MOTT MACDONALD; The framework contract for
independent assessors of the tenders were selected SAFEGE; The framework contract for redesigning the tender
dossiers was implemented by COWI; The framework contract for TA for closure of the old disposals was
implemented by HALCROW Group; UK; The framework contract for independent assessors EuropeAid
120520/D/SV/BG was implemented by ILF Consulting Engineers, Austria
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3.6. Universality of access and affordability

Universality of Access

The project implementation allows almost the entire population of the benefiting
municipalities to have access to landfill services. The new disposal centres have the
capacity to collect the waste of the entire territory of the five municipalities included and
the one in Sozopol also serves two additional municipalities. Therefore, based on the official
data on the number of the population living in the targeted areas, around 390 000 people
have access to waste disposal. The landfills offer services without any limitations related to
sex, age, race and religion, thus there is definite equality for all. The targeted municipalities
are different in type-they include urban regions, rural areas, border regions and resort
settlements. Some minor disparities between the settlements in urban areas and small
villages in the rural part of the municipalities could be assessed. These disparities are due
to the still existing problems related to inclusion of some of the smallest settlements within
the regions, mainly small villages, in the system for the collection of waste. This is mainly
because due to the lack of financial sources that was supposed to cover post-project
activities such as organisation of regular collections and transportation of waste for all the
settlements in a municipality. Lack of finance could be explained by less local taxes paid by
the population, which directly influences the possibilities for organising regular collections
of waste even in the far distant settlements. One of the reasons could also be traced to the
depopulation of small villages that has taken place in the last 15 years in Bulgaria, when
people prefer to migrate to bigger towns looking for jobs and desert villages and rural
areas.

Some of the funds received under Structural Funds are focused explicitly on problems of
this kind.

Affordability

Pursuant to the WMA, the costs for waste collection, transport, utilisation and disposal are
to be borne by the owners and producers of waste, which implies the “polluter pays”
principle and “producer’s responsibility”. The municipal administrations lay down further
detailed municipal regulations on the deposition, collection (incl. separate collection),
transportation, transferring, treatment and recovery of municipal and construction waste
and specific waste streams that are to be implemented by the producers and owners of
waste on municipal territory. The above regulations also determine the amount and
payment procedure for the local fees for supplying the respective services. The annual
amount of the fee is determined by decision of the municipal council for each settlement in
the country. Local fees for household waste are determined on the basis of the necessary
material-technical and administrative expenses related to the provision of the service and
in compliance with the following principles-coverage of the full expenses of the municipality
related to the provision of the service; creation of conditions for expansion of the offered
services and improvement of their quality; achievement of a better fairness in determining
and payment of local fees.

Sometimes the size of the fee may not cover the full expenses of the municipality related to
a definite service when the municipal council decides that this is imperative for the
protection of the public interest. In these cases, the amount of the fee shall be for the
account of the municipal revenue. In addition sometimes, for social reasons, the municipal
council may decide to exempt certain categories of individuals (usually disabled people)
entirely or partially, from payment of individual types of fees. Such social approach could
be easily introduced concerning the landfills built under the project analysed, because the
necessary material-technical and administrative expenses related to the provision of the
service are lower (due to up-to date technologies introduced in the landfills that require
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lower operational and maintenance expenses). There are still no implications that such an
approach will be used by the municipalities benefited under the project analysed, as the
waste management fees are determined at the end of the year in order to be reflected in
the next municipal budget and the project finished at the end of December 2009 when
budget 2010 was already finished. The introduction of “social type of fees” could be
initiated for the next budget year but this could not be done earlier than October 2010.

The Law on local taxes and fees says that the amount of the fee is determined according to
the quantity of the household waste and when it is not possible to establish the quantity,
the size is determined per user or proportionally on the basis decided by the municipal
council. A common practice in all the municipalities in Bulgaria is to determine the
household waste fee based on the tax valuation of the property of the household. This
methodology has proven to be inefficient as it does not reflect the actual production of
waste and such a methodology obliges people to pay household waste fee for all properties,
even if they are abandoned or inhabited.

Industry as a group of waste “producers”/”"owners” has to pay waste fees also determined
by the municipality and observing the same principles and rules. The methodology used up
to now is that the waste fee for business is determined on the basis of the reported value of
the property, after allowances for depreciation, and not the tax property valuation as in
household fees.

There is no central control mechanism for determining waste taxes as the issue falls within
the responsibilities of the municipalities as part of the decentralisation process. Structural
Funds are not programmed to subsidise any fee, even waste or other types. The only way
SF could intervene in the process is by providing funds for construction of modern landfills
and waste treatment facilities and thus assisting in delivery of services with quality that
correspond to the level of fees.

3.7. Thematic focus

Geographical remoteness of the service provided

The construction of the new landfills covers the total territory of the seven municipalities
(five direct beneficiaries of the project and two municipalities that are using the services of
the landfill in Sozopol municipality). The total area covered by the services of the new
disposal sites is 3 983 78 km2 which forms 3.59% of the whole territory of the country®*.
As the project envisaged common results and activities, the beneficiaries were not selected
due to similar type of regions but because of common problems in the field of waste
disposal. Therefore the five municipalities are different both in type and level of
development. The Municipality of Ruse is situated at the river Danube and thus acts like a
border area, giving the possibility of indirect cross-border impact of the project results. The
construction of the landfill allowed the region to develop the industrial area of the city, due
to the larger capacity of the new disposal site and the possibility to utilise and dispose
household, industrial and hazardous waste, thus improved in a great manner the economic
development of the region.

Nevertheless being also a border region, the municipality of Silistra can be characterised as
a declining rural region, where no free sources for infrastructure investments were
available. The newly built disposal site is useful to the local population due to the
improvement in healthy living conditions, via closure of the old disposal sites and illegal
dumps in the neighbourhoods.

The municipality of Sevlievo was favoured by the new landfill, as it offers bigger capacity
for the industrial waste of the plants operating in the area, thus encouraging the economic
development of the region.

44 http://bg.guide-bulgaria.com/NW/bg_Area_Sizes.aspx
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Sozopol is a Black Sea municipality, with small settlements and the main sources of income
come from tourism, which determines the limited amounts available for infrastructure
rehabilitation. On the other hand, the economic growth of the region is directly related to
the clean and friendly environment, where the new landfills are contributing in a significant
manner through improving the attractiveness of the coastal regions and development of
tourism.

The landfill within the municipality of Montana is serving part of the poorest regions not
only in Bulgaria, but in the whole EU 27 (according to Eurostat*’). Therefore the new
landfill would have an impact on a healthy environment on one side, but on the other, it
could be considered as a step for improving the competitive advantages of the region,
offering industries a modern and safer treatment of the waste.

The geographical remoteness effect is indirect in terms of the project analysed, but it could
be traced in the improved attractiveness of the areas due to better treatment of the waste
disposal. The regions became more attractive to visitors and for business too (resulting
from better investment conditions-possibility to expand business without increasing the
waste disposal volume). All these factors are contributing to the bringing together of the
regions and overcoming theist geographical remoteness. In addition, during the last few
years the country has undergone rapid infrastructure development and road construction
that connects all parts of the country. This of course resulted in increased construction and
demolition waste. The newly built landfills provide conditions for environmentally friendly
treatment of this construction and demolition waste, improving and developing the waste
treatment infrastructure in the regions, decreasing the quantity of landfill waste and
indirectly improving road connections in the country.

3.8. Contribution to cohesion policy objectives

The environment in Bulgaria is one of the most valuable national assets that should be
protected and preserved with a view to gaining future benefits. At the same time the
country is still going through a period of major changes and many of them continue to
expose this asset to potential risks. In order to protect and preserve the natural resources
and improve the state of the environment in the country, sustainable development should
be ensured for the future-not only in social and economic but also in environmental terms.
The project in focus is targeted at sustainable development achievements.

The implementation of the measure, combined with additional administrative and
institutional measures, is part of Bulgaria’s long-term waste management strategy, which
was aimed at waste minimisation, significant increase of recycling, and the reuse of waste.
As Bulgaria has signed the Convention on Co-operation for the Protection and Sustainable
Use of the Danube River (Sofia, 1994) and the Convention on the Protection of the Black
Sea Against Pollution, ratified on 26.11.1992, the country is obliged to contribute to the
environmental protection of the Danube River and the Black Sea. Two of the municipalities
are situated at the river Danube-the municipality of Ruse and the municipality of Silistra,
while the municipality of Sozopol is at the Black Sea shore. The construction of the landfills
in these municipalities is contributing to fulfilling the requirements of the international
Conventions for sustainable use of the two major basins and therefore the measure is most
likely having a positive Trans-border impact. For Ruse and Silistra, given the proximity of
the Danube River, the new landfills reduced the risk of polluting the river course. For
Sozopol, given the proximity of the Black Sea, the new landfill is reducing the risk of
pollution that enters the sea.

The construction of the five new landfills contributed to achieving a high quality of life and
social welfare for the local population by safeguarding the environment where the level of

“>Eurostat- “Regional GDP per inhabitant in 2007”-http://epp.eurostat.ec.europa.eu/cache/ITY_PUBLIC/1-
18022010-AP/EN/1-18022010-AP-EN.PDF
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pollution does not give rise to harmful effects on people’s health. This is pursued by
achieving better quality of the soil, ground and surface water and air quality due to safer
treatment of waste, introduction of two hazardous cells (in Ruse and Sozopol) and the
utilisation and recycling of household and industrial waste in compliance with environmental
requirements.

The project implementation is affecting in an indirect manner more sustainable production
and consumption patterns through better resource efficiency and resource and waste
management, thus ensuring that the consumption of resources does not exceed the
carrying capacity of the environment. This stems from the achieved reduction of the
volume of waste for disposal and of hazardous waste in the five municipalities, introduction
of safer waste treatment and disposal, and encouraging the re-use of waste.

The project is also contributing to the integration of environmental policy into sectoral and
regional policies. The new landfills led to pollution reduction and prevention of future
impacts of industry on the environment. As the last activities under the implementation of
the project (i.e. construction supervision) finished at the end of 2009, there are no real
figures yet measured on the ground. The estimated increase is based on preliminary
research, construction estimates and annual statistical data for the regions. The exact
volume and capacity of the landfills could be measured at the end of the year or after
specialised engineering measurements on the sites. The waste quantity recycled per year is
expected to increase significantly, as follows?®:

e the Municipality of Ruse-the new landfill is recycling 2 337 000 m3/Year (compared to
106 200 m3/Year before the construction of the landfill);

e the Municipality of Montana has capacity for 950 000 m3/Year compared to 38 000
m3/Year before the construction of the landfill;

e the municipality of Sozopol provides capacity for 1 323 000 m3/Year compared to 529
200 m3/Year before the construction of the landfill;

e the municipality of Sevlievo has capacity for 852 000 m3/Year compared to 38 700
m3/Year before the construction of the landfill;

e the municipality of Silistra provides capacity for 1 223 000 m3/Year compared to
48 920 m3/Year before the construction of the landfill;

It could be considered in a way that the project implementation had some impact on
reducing territorial disparities and imbalances in terms of location of economic activities.
The new landfills which have bigger capacity and offer safer services assisted some of the
regions to revive their economies through offering better conditions to business in terms of
development possibilities without increasing the pollution of the environment. The
implementation of the project in regions with predominant rural areas and small
settlements is a step towards overcoming the lagging behind and decreasing the disparities
between urban centres and rural regions through improved waste disposal infrastructure.
The project is contributing to increased competitiveness through the reduction of local
firms’ production costs and business constraints, attraction of external business interests
into the areas, and ultimately, contributing to the generation of employment opportunities.
In addition, the local economies benefited from the procurement of construction materials
and from personnel employed during the construction and operation phase. Additional

“6 There are no official statistics related to the exact numbers and volume of the waste quantity for each of the
municipalities concerned before the approval of the project. The figures provided are based on average country
waste quantity per number of population related to the total number of population in each municipality. The data
after project implementation is according to the information provided in project fiche.
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income was generated by job creation and procurement that had positive down-stream
benefits via indirect employment and increased expenditure on goods and services.

The overall assessment of the project from the environmental point of view shows that it
will contribute significantly to the improvement of overall solid waste management in
Bulgaria. There is also a reduction in the pollution of groundwater and soil, as well as
limitation of the potential damage to bio-diversity in the project areas. The environmentally
friendly management of hazardous waste and substances in the two landfills are minimising
the environmental risks for the neighbourhood. Thus it could be thought as implementation
of environmentally friendly practices in agriculture in non-polluted areas. The cleaner areas
in Sozopol municipality and the two additional regions, served by the landfill, contributed to
the development of sustainable tourism. Improved growth conditions require an integrated
policy in the field of environment in order to ensure a positive effect on the quality of life.
The general long-term strategic objective of the country in the sector of environment is:
“Improving the quality of life of the country’s population by ensuring a healthy and
favourable environment and by preserving the rich natural heritage based on sustainable
management of the environment”. In this programming period, Bulgaria is concentrating its
limited resources into those pressing areas because waste collection and treatment
problems increase in intensity as the economy grows. The environmental infrastructure as
part of the SG(E)I in the country is essential for both the quality of life and for public
health. That is why a serious amount of Structural and Cohesion Funds for the
Programming period 2007-2013 are directed to interventions in the area. With strong
linkages to economic resources management, this sector is strategic for the future
development of the country and is definitely an important part of the development of
SG(E)I and SGEI in Bulgaria.
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4.0. Background information

a) Country | Cyprus

b) Region Municipality of Nicosia

c) Full Project Title Contemporary Social and Cultural Services Centre at the
former Municipal Home for Elderly

d) Duration 02.2005-01.2008

e) Programme Objective 2 Programme 2004-2006

f) Total Cost EUR 1 983 333.00

g) EU Contribution ERDF 50%

h) National Contribution [ESJR%

i) Private Contribution 0%

j) Sector Social Infrastructure

k) Sub-Sector Childcare infrastructure

Beneficiary Department Town Planning and Housing of the Ministry of
Interior

m) Implementing Body Municipality of Nicosia

4.1. National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

The National Strategic Reference Framework (NSRF) for Cyprus is comprehensively
discussing the macroeconomic performance and perspectives of the Cypriot economy. The
NSRF detects major structural weaknesses of the Cypriot economy: a) the level of
productivity is lagging behind the average of the EU-25 (now EU-27), a fact negatively
affecting the competitiveness of the economy in a time of intensified competition and
globalisation?’; b) Shrinking of the share of manufacturing in production and employment;
c) insufficient research and technological development; d) limited dissemination of ICT; e)
despite the high rate of employment and of participation in the labour market, an
increasing rate of unemployment is observed among youth, women and adults between 54
and 65; f) labour supply and demand is characterised by qualitative and quantitative
imbalance, etc. These structural weaknesses are threatening the course of the Cypriot
economy towards real convergence with the European Union, tending to restrict its
integration in the internal market of the Union and weakening its capability to adapt to the
changing international competitive environment. These structural weaknesses relate also to
the provision of SG(E)I.

For the ICT sector the NSRF-Cyprus highlights the necessity to improve e-governance in
order to improve the quality of services offered to citizens, and to promote the integration
of ICT applications in basic services (i.e., health services) offered by the public sector in an
effort to increase accessibility to services, with particular focus on inhabitants of rural,
mountainous and remote areas. Structural Funds provide funding for interventions is this
field as regards a) the enhancement of e-governance services offered by public authorities
and b) expansion of provision of e-health services. Furthermore, the NSRF envisages the
possibility of including measures to be co-funded by the Structural Funds for the expansion
of broadband networks and e-Trade.

For the transport sector the NSRF features the requirement of immense investments
focusing on a) the integration of Cyprus into the Transeuropean Networks and b)
development of a modern public transportation system. The development of a modern

47 The structural weaknesses that hinder the improvement of competitiveness relate to the small size of
enterprises and inability to diversify the structure of the economy towards economic activities with high added
value.
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public transportation system is considered of great importance for environmental
protection, quality of life and social cohesion. Interventions in the transport sector co-
funded by the Structural Funds include measures for a) improvement of the port
infrastructure, b) improvement of the road network and c) enhancement of means of public
transportation, construction of urgently needed roads and regulation of traffic to ease
traffic jams in urban centres.

The divergence of Cyprus from the EU average indicators as regards management of solid
and liquid waste is much debated in the NSRF, as is the impact on environment of the oil
dependency of Cyprus for power generation. With the intention of facing deficits in these
fields the Structural Funds provide funding for measures aimed at a) the creation of
modern Solid Waste Management Plants, b) the promotion of recycling, c) the management
of hazardous waste, b) expansion of Sewerage Systems, etc., while for energy the NSRF
foresees funding of measures addressing a) the diversification of power production with the
promotion of actions and incentive schemes supporting the production and consumption of
renewable energy and b) introduction of natural gas with emphasis at this stage on
development of the national distribution network.

Within the framework of the objectives to enhance social cohesion and integration, and to
promote the creation of sustainable urban and rural communities the NSRF has various
measures to be co-funded by the Structural Funds designed to improve social
infrastructures and health care services. The measures discussed in the paper include a)
enhancement of independent or hospital-integrated centres for provision of specialised
primary and/or secondary health care services, b) expansion of provision of health care
services in rural and remote areas, c) improvement of the skills of personnel providing
health services, e) promotion of e-Health services, f) expansion of social and cultural
infrastructures in urban and rural areas and g) improvement of accessibility to services of
general economic interest for rural populations.

The NSRF does not contain any explicit analysis related to the provision of SG(E)I nor to
the inter-relationship between the provision of SG(E)I and the Structural Funds.
Characteristically, the term Services of General Economic Interest appears only once in the
paper, in relation to the strategy to improve the attractiveness of rural areas. However, it
may be concluded that the Structural Funds’ contribution to the provision of SG(E)I is
particularly appreciated in SG(E)I sectors which face structural problems and requires
considerable infrastructural investments.

During the 2000-2006 Structural Funds programme period, Cyprus benefited partly from
the Structural Funds, since it became full member of the EU in 2004. Cyprus’ funding from
the ERDF for the period 2004-2006 amounted to about EUR 28 million. Approximately 26%
of this funding was directed to projects related to the provision of SG(E)I. The ERDF 2007-
2013 makes provision for an amount of EUR 492 million for Cyprus. 55% of expenditure
programmed by the ERDF for Cyprus is committed to provision of SG(E)I, with
environmental protection and transport accorded a dominant position. The graphs below
present a comparison of the distribution of expenditure programmed by the Structural
Funds in SG(E)I for Cyprus for 2000-2006 and 2007-2013 respectively.
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Figure 5: 2004-2006 and 2007-2013 ERDF programmed expenditure for SG(E)I
2004-2006 2007-2013
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4.2. National framework in the provision of SG(E)I

The provision of services in the social infrastructure sector is governed and regulated by
various national laws and regulations. The contemporary Social and Cultural Services
Centre-the outcome of the project selected for the case study for Cyprus, run by the
Nicosia Municipality Multifunctional Foundation-operates under the provisions of two laws:
a) the Children Protection and Care Centres Law and b) the Adult Care and Recreational
Centres Law. No legal framework exists for the provision of home care services for the
elderly. However, The Social Welfare Services of the Ministry of Labour and Social
Insurance is now drafting a new law, since the demand and delivery for such services is
lately increasing.

Both of the abovementioned laws state that such centres may be operated by physical
persons and/or legal entities provided that the centres have a certificate of registration
issued by the competent authority and fulfil certain standards regarding the educational
background of personnel employed, hygienic and safety conditions, furnishing and
equipment, capacity etc. This legislation does not apply to centres operated by the Welfare
Services of the Ministry of Labour and Social Insurance.

The competent authority for the registration of centres and monitoring of their compliance
with national legislation is the Welfare Services of the Ministry of Labour and Social
Insurance. Day care services for children and the elderly are mainly delivered by non-profit
foundations and local authorities and, to a lesser extent, by private persons or private
entities. Service-providers coincide in all cases with owners of infrastructures. Art. 86(2) of
the EC Treaty does not apply to the provision of this SG(E)I.

In addition to the registration and monitoring of centres, the Welfare Services are
responsible on behalf of the government to support financially the delivery of these services
in form of annual subsidies. However, eligibility to annual subsidies is limited to services
provided by NGOs or by local authorities.

4.3. Project description

The project was designed to enhance the social infrastructure of undeveloped urban areas
of the city of Nicosia through the creation of a Contemporary Social and Cultural Services
Centre providing social services in the broader sense, with cultural emphasis. The centre is
accommodated in the former Municipal Home for the Elderly, located within the Venetian
city walls.

The Structural Funds financial support for the project included:
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e Study and supervision of the works included in the project for implementation. The
study and supervision for the project related to the architectural study and construction
plans, the static study, electromechanical study, quantity surveillance and supervision
of the construction works, which were subcontracted to two private companies.

e Construction works for restoration of the building of the former Municipal Home for the
Elderly. The building is of great architectural importance. Together with the Famagusta
Gate it is included in the “"Monuments A List”. The construction works included the
rehabilitation of the 800 m? of the building of the former Home for the Elderly, and its
modification in order to render it fit to host the services of the Contemporary Social and
Cultural Services Centre. Construction works also included rehabilitation of the 2 700 m?
of the surrounding grounds.

e Administration of the project. Administration of the project was entrusted to the
Department of Town Planning and Housing of the Ministry of Interior and the
Municipality of Nicosia.

e Purchase of equipment for the needs of the Contemporary Social and Cultural Services
Centre: furnishings, office equipment, equipment for the computers training facility,
multimedia equipment, equipment for the Centre’s kitchen, etc.

Eager to secure the sustainability of the project, the Municipality of Nicosia has committed
to undertake the operation of the Centre and to cover its operational costs. The Municipality
of Nicosia thus created the “Nicosia Municipality Multifunctional Foundation”. The
Foundation was created as a non-profit foundation in accordance with National Law 57/72
(The Guilds and Institutes Law).

The Centre provides its services within the framework of various programmes targeting the
welfare of vulnerable groups. The centre is currently running the following programmes:

e the Multicultural Children’s Day Care programme aimed at providing care services for
migrants’ children, so as to enable migrant mothers to undertake employment;

e the Children’s Day Care programme (Rainbow Programme) with priority to single-parent
families and families with more than 4 children;

e Day Care for the Elderly, aimed at providing care services for elderly people who are
normally attended by female relatives (e.g., daughters), so as to enable the latter to
undertake employment;

¢ Home Care programme providing home care services for the elderly and persons with
disabilities (cleaning, cooking, shopping, escorting to hospital, or for other outdoor
tasks, etc.);

e Multicultural Adults’ programme aimed at providing educational and recreational
services for migrants (i.e., Greek lessons, computer lessons and internet facilities);

e Counselling programme aimed at providing various psychological and family counselling
services;

e Cultural and Adults’ Educational Events programme aimed at raising awareness and
disseminating information on various issues.

In addition to the above services the Centre also offers the city’s public its facilities for the
organisation of third-party events.

The Centre, with its activities and services, increases local children’s and elderly day care
capacity by 42 and 69 percent respectively. For the rest the Centre provides employment
for 10 persons, exceeding the initial expectation of 5.
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4.4. Specific aspects of SG(E)I affected by the project

According to an exhaustive study conducted in the framework of preparation of the
programming document, the area within the Venetian city walls of Nicosia, especially Takt-
El-Kale parish, is one of the most underdeveloped areas of Nicosia. The area is included in
the Objective 2*® programming document.

The proximity of the area to the so-called Green Line, marking the de facto partition of the
city, has hindered its smooth functional development. Continued reduction of its local
population over the years and the declining numbers of younger and economically active
age groups has led to the transformation of the area into a location with high concentration
of vulnerable groups: 44% of the population of the area are migrants, while a further 20%
are pensioners. The area is deprived of basic social facilities and is faced with structural and
developmental problems.

The creation of the Centre, along with other completed or planned interventions (i.e.,
housing projects), was intended to enrich the area’s social and cultural applications and
thereby increase its attractiveness for its present inhabitants and for other potential
inhabitants or for visitors to the city.

The SG(E)I aspects being enhanced by the project are: universal access, guarantee of
continuous service, quality and quantity of service and affordability of service.

e Universal access: the project would enhance the conditions for universal access to
social and cultural services of particularly vulnerable groups concentrated in the area,
such as migrants and senior citizens, by increasing the area’s social and cultural
capacities.

e Guarantee of continuous service: the restoration of the building concerned in
conjunction with the commitment of the Municipality of Nicosia to undertake and
operate at the building a Centre providing social and cultural services ensures
continuous services for target groups and potential users.

e Quality of service: as explained in Section 4.3, the building of former Home for the
Elderly was used prior to implementation for the provision of certain day care services
for the elderly. It was expected that, with the implementation of the project, the
Centre’s services would provide more services to more people in need, as well as
improving the quality of those services. This would be possible through restoration of
the building, its modification to a Centre able to accommodate such services, the
procurement of modern equipment, and the employment of more and better-skilled
personnel.

e Affordability of service: the implementation of the project would finally ensure the
provision of social and cultural services to more potential and eligible users at affordable
prices. For the price-setting policy of the services provided at the Centre see Section
4.6.

Besides the Municipality of Nicosia other municipalities or communities also took advantage
in the 2004-2006 Structural Funds programme period to enhance their engagement in
providing social and cultural services. However, the project of this case study presents the
most integrated effort of a local authority to enhance and expand the provision of social
and cultural services. The successful outcome of this project is expected to encourage local
authorities to utilise Structural Funds in this direction.

This and similar projects, are increasingly leading local authorities to undertake initiatives
in providing social, cultural and health services to their citizens. This fact, and the

“8 Objective 2 aims at revitalising areas facing structural difficulties, areas which may be industrial, rural, urban or
dependent on fisheries. This may relate to socio-economic difficulties that are often the source of high
unemployment.
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increasing interest of local authorities to respond to the needs of their citizens for adequate
social services, is gradually triggering a debate around the issue “who should organise and
deliver social services”. Responsibility currently lies with the “Social Welfare Services” of
the Ministry of Labour and Social Insurance. Local Authorities have neither the mandate nor
the means to organise and deliver social services. The representatives of local authorities
are therefore increasingly raising the issue of decentralisation of the organisation and
delivery of social services, where local authorities could play a central role. This would
require the State to provide local authorities with the financial means required to undertake
the organisation and delivery of these services.

The issue of decentralised organisation and delivery of social services is expected to be
raised and discussed extensively in the context of the current debate on local governance
reform.

4.5. Governance aspects

In a wide perspective the realisation of the project is a result of direct or indirect
involvement of various public, non-governmental and private stakeholders. All these
stakeholders interacted for the realisation of the project in various ways and in different
phases of the project: conception, design, implementation and publicity. In this wide
perspective, the involvement of stakeholders includes the creation of conditions for the
inclusion of projects aimed at enhancing the social infrastructure in the project’'s area. This
was a result of a public consultation process conducted by the management authority of the
Structural Funds in Cyprus in the course of formulating the respective operational
programme.

For the purpose of this short case study the analysis of stakeholder involvement is limited
to those who were formally and practically involved in the development and implementation
of the project. These are: a) Planning Bureau, b) Structural Funds Unit of the Ministry of
Interior, c) Department of Town Planning and Housing of the Ministry of Interior, d)
Municipality of Nicosia, e€) Department of Antiquities and, to some extent, the f) Council of
Ministers.

Planning Bureau

The Planning Bureau, as Management Authority of Structural Funds in Cyprus, had overall
responsibility for the management and implementation of project operations and for the
sound financial management of funding from the Structural Funds. In this capacity the
Planning Bureau issued guidelines to all involved stakeholders for the management of
projects. In compliance with its competence as the Management Authority, the Planning
Bureau was also responsible for the approval of the project.

Structural Funds Unit of the Ministry of Interior

The Structural Funds Unit of the Ministry of Interior was the Intermediate Body of the
project. The Unit, within the framework of its responsibility to issue call for tenders,
selected, evaluated and proposed the project for approval to the Management Authority.
The Unit was also responsible for monitoring and for first-level controls of the project.

Department of Town Planning and Housing of the Ministry of Interior

The Department of Town Planning and Housing acted as the Final Beneficiary of the project.
In this capacity the Department had responsibility for management and implementation of
the project, though implementation of the project was delegated per contract to the
Municipality of Nicosia. The Department was responsible for project reporting to the
Intermediate Body (Structural Funds Unit of the Ministry of Interior).
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Municipality of Nicosia

The project proposal was developed by the Municipality of Nicosia upon a decision of the
Welfare Committee of the Municipal Council. The Municipality of Nicosia developed and
submitted the project proposal in conformity with its overall goal for enhancing the social
and cultural infrastructure of the urban area to which the project referred.

As mentioned above, the Municipality of Nicosia was delegated responsibility for actual
implementation of the project. In its capacity as Implementing Body, the Municipality had
responsibility for architectural planning and for the supervision of works subcontracted to
private companies. This responsibility was executed by the City Master Plan Division of the
Municipality, assisted by external electromechanical engineers and quantity surveyors.

As end-user of the project the Municipality of Nicosia committed to finance and operate the
Centre. This commitment of the Municipality was fulfilled with the establishment of the
Nicosia Municipality Multifunctional Foundation, which is the operator of the children’s care,
elderly care and other social and cultural services programmes at the Centre.

Department of Antiquities

The involvement of the Department of Antiquities in the implementation of the project was
related to the Department’s responsibility to approve the restoration and maintenance
works of the building of the former Home for the Elderly carried out by the Implementing
Body.

Council of Ministers

The involvement of the Council of Ministers related to the proprietorship of the building of
the former Home for the Elderly. The Council of Ministers had adopted a decision allowing
the leasing of the building to the Municipality of Nicosia for 20 years, with an option of
renewal for a further 20 years.

The project was completed within very tight deadlines, and interaction between the
involved stakeholders proceeded in a more fluent, more productive manner than observed
in comparable projects with no Structural Funds contribution. An interviewed representative
of an involved public authority attributed this evaluation to the fact that projects with
Structural Funds’ contribution are subject to rules and regulations clearly setting out the
role of each party involved in the implementation of a project. Other cited factors were the
political pressure executed on public authorities and the government, and a kind of
“patriotic” ambition to exhaust all the available financial resources from the Structural
Funds.

4.6. Universality of access and affordability

Universality of access

The access of citizens to the services provided by the Centre is defined by the nature of the
services concerned, the character of the service-provider, the capacities of the Centre
(these being subject to the provisions of the respective national legislation), the target
group orientation of the programmes of the Centre and the location of the Centre.

The Centre is operated and financed by the Municipality of Nicosia, so its services are
generally restricted to residents within the boundaries of the Municipality. Further
limitations of access to the services of the Centre relate to the specific characteristics of the
programmes run at the centre (i.e., the Multicultural Children Day Care programme
provides day care services for children of migrant families, while the Rainbow Programme
provides day care services for children of single-parent families and families with more than
4 children, regardless of nationality).
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The Centre is committed to equal treatment of men and women, both as regards access to
the services provided and to employment policy.

The support of the Structural Funds has decisively helped in ensuring easier access of the
project’s target groups. The Centre is located in an area with high concentration of
migrants and elderly persons who are now benefiting from the services provided by the
Centre.

The Centre presents the first modern municipal structure commissioned to provide services
for migrants and to elderly people, and child care services for single parents and migrant
families residing within the city walls of Nicosia. The building now hosting the activities of
the service-provider (the Nicosia Municipality Multifunctional Foundation) was operated
prior the implementation of the project by the Municipality of Nicosia as a Home for the
Elderly. The Home for the Elderly was established in 1902. Its initial name was “Municipal
Almshouse of Nicosia”. In an effort to avoid the stigmatisation of the inmates it was
renamed in the 70’s as the Municipal Home for the Elderly. The Home for the Elderly was
home to 25 senior citizens without relatives to take care of them and not covered by the
Social Security Scheme and, thus, had no income from the pension scheme. Due to
decreasing numbers of eligible persons*®, and to inappropriate conditions due to decay of
the fabric of the building, in 1990 it ceased to operate as a home for the elderly. The
remaining inmates of the home were transferred to Archangelos Michael Community Home
for the Elderly in Kaimakli.

In the mid-80’s the Municipal Home for the Elderly also started a Day Care Programme for
the Elderly, providing services for senior citizens against payment of a nominal membership
fee. These included transport, meals, educational and recreational activities, and a day trip
once a month. The programme had around 100 members; on average 35 of them
participated in the daily activities of the programme. After implementation of the case
study project, the Day Care for the Elderly programme was taken over by the Nicosia
Municipal Multifunctional Foundation and is still in operation®°.

Affordability

The centre’s tariff policy differs from service to service. Services delivered within the
framework of programmes receiving funding from external sources are offered to users free
of charge (i.e., the Rainbow Programme, which receives funding from the Republic of
Cyprus, the Norway Grants and the EEA Grants). Certain other services which are subject
to annual subsidies by the Welfare Services are provided for a token annual fee (i.e., the
Day Care for the Elderly programme and the Multicultural Adults’ programme), while others
are provided on the basis of low monthly fees (i.e., the Multicultural Day Care Programme,
which receives annual subsidies from the public Support Scheme for Local Authorities) or
low per-hour service rates (i.e., the Home Care for the Elderly programme, which also
receives annual subsidies from the Welfare Services).

The rates for the provision of the Centre’s services are fixed according to the principle that
generation of income should not exceed expenditure incurred in the provision of the service
concerned. Rates of service receiving public subsidies are subject to consultation with
public authorities (i.e., Welfare Services). Rates setting also takes into consideration the
rates policy of similar service-providers in the non-governmental sector or of other local
authorities. The generation of income (rates and fees payable by users + subsidies) is
currently not sufficient to cover the cost of running the Centre’s services (operation and
maintenance). The Centre is therefore resorting to the organisation of charity or other
income-generating events to balance its deficits.

4 In 1981 there was a major social security scheme reform, with which coverage was progressively secured to
almost all senior citizens. The number of senior citizens deprived of basic income was thus radically reduced in
later years.

50 See Section 4.3 for all services now provided at the Centre.
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The Centre does not follow a formally diversified rates setting policy according to the
income of its users or on any other characteristics, since all of its services are mainly
delivered to low-income and/or disadvantaged users. The Centre may, however, on a case-
by-case basis and upon the decision of its administration, reduce rates if particular users
are faced with extraordinary financial difficulties.

The support of the project from the Structural Funds and the Republic of Cyprus had a
positive impact in providing the Centre’s services at affordable prices, as their support
covered the cost of the infrastructural investment and, thus, the Centre’s services may be
set at substantially lower rates.

4.7. Thematic focus

Though the area where the project was implemented lies in the geographical centre of the
city of Nicosia, it is one of the most underdeveloped areas in Nicosia. It lies within the
Venetian city walls, to the south of the so-called Green Line dividing the city. The northern
part of the walled city has been under Turkish occupation since 1974, though the de facto
partition of the city goes back to 1964 in the aftermath of the inter-communal riots of the
time. The partition of the city and the high concentration of military personnel have led
over the years to the reduction of its population (particularly the young and economically
active population) and to the decline of economic activity. The territory has consequently
lost its way to development and now faces with huge structural problems. The territory
covering the area within the Venetian Walls was therefore proposed for and included in the
Target II List.

The project area covers a territory of approximately 1.4 km?, representing some 45% of
the total territory of the walled city. According to a census held in 2004 the project area
has a population of approximately 3 000. 44% have migrant background, while a further
20% are pensioners.

The creation of the Centre has, besides other completed or planned interventions (i.e.,
housing projects), enriched the area’s social and cultural applications and increased its
attractiveness for present inhabitants and for other potential inhabitants or for visitors to
the walled city.

As anticipated, the Centre’s services reflect the composition of the project area’s population
and address needs of vulnerable groups, such as the elderly and migrants. Most of the
services provided by the Centre are designed to respond to multiple needs of the respective
target group.

The Day Care for the Elderly programme provides the elderly with opportunities for
meaningful and productive activity, while at the same time providing conditions for their
relatives (who otherwise would be taking care of them) to have access to the labour
market. The Home Care Programme which provides services for persons with permanent or
temporary disabilities is a facilitating service enabling users to remain integrated in their
family environment without loss of independence and social functionality.

Services offered to migrants are also designed to meet multiple needs. The Multicultural
Day Care programme is designed to provide care services for migrant children and
accommodate their parents’ integration into the labour market, while the Rainbow
programme provides tailored services for single-parent families and to families with more
than four children. The Multicultural Adults’ programme facilitates the inclusion of migrants
into society and the labour market by providing educational support (i.e., Greek language
and computer courses), while its cultural and recreational components meet their personal
developmental needs.

The support of the Structural Funds to the project has been important. Structural Fund
participation in the infrastructural investment of project has secured the conditions for the
provision of the services provided at the Centre.
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4.8. Contribution to cohesion policy objectives

The extraordinary circumstances prevailing in Cyprus due to the division of the island as a
result of the Turkish invasion and occupation of the northern part of Cyprus are exemplarily
reflected in the social, economic and territorial situation of the city of Nicosia. The Green
Line, which runs through Nicosia, has led to the creation of a buffer zone in the very middle
of the historic heart (within the Venetian walls) of Nicosia. The presence of the buffer zone
caused the partition of the historic centre into two separate urban parts, which have
developed independently of each other, leading to deformation of the city’s structure and to
the disintegration of its territorial integrity. This situation also has led over the years to
social and economic disintegration, as a result of abandonment by its residents and
relocation of undertakings.

In an effort to respond to all these accumulated structural disparities, the city’s authorities
in co-operation with their counterparts in the northern part of the Nicosia have developed
the Nicosia Master Plan aimed at revitalising the historic heart of Nicosia. Under this plan
various programmes have been designed and implemented, are now in implementation or
under development. The Municipality of Nicosia, with the assistance of government of
Cyprus, is also developing various other subsidiary programmes for the southern part of
the city, completing the overall strategy for the development of historic heart of Nicosia.
The importance of the project analysed in this case study has therefore to be understood
and evaluated in the framework of this wide strategic perspective and in synergy with other
developmental programmes. The enhancement of the social and structural infrastructure of
the walled city with the provision of the Centre’s services has a direct impact on the welfare
of the area’s inhabitants. However, the importance of the project has more far-reaching
relevance: in synergy with other projects implemented or planned for the project’s area it
contributes to the sustainability of the local community, the restoration of a part of the
historic heart of the city, improvement of the business environment for future economic
activities and generation of employment, and the integration of the project’s area into the
overall structure of the City of Nicosia. The project therefore has a positive impact on the
social, economic and territorial cohesion of Nicosia in general and of the project’s area in
particular.

The project of this case study, aimed at enhancing the infrastructure for the provision of
social and cultural services to vulnerable groups of the walled city of Nicosia, is of limited
strategic relevance for Cyprus, due to the fact that the services provided are restricted to
vulnerable groups residing within the walled city of Nicosia. However, the provision of social
and cultural services in an island wide perspective is of great importance, particularly for
the development strategy for remote and mountainous regions and urban areas with
accumulated structural problems. As the provision of social and cultural services lie, both in
quantity and quality, far behind the EU average, the expansion and improvement of these
services is of strategic importance for the whole territory of Cyprus. Policy formulation and
design at national level therefore attaches great importance to enhancing the provision of
social and cultural services.

To the extent that regional policy is aiming at strengthening social and economic cohesion
by supporting development efforts towards the reduction of disparities between the Union’s
regions, it is indeed the appropriate place to reinforce provision of SG(E)I. Regional
economic backwardness is often or, better, mainly attributed to the lack of sufficient,
proper, modern, good-quality SG(E)I. In the case of Cyprus, for example, enhancement of
provision of SG(E)I is considered of vital importance for boosting economic and social
development and, thus, countering depopulation pressures in remote rural and
mountainous areas and/or social and economic marginalisation of urban areas faced with
specific difficulties (i.e., the walled city of Nicosia).
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Recognising the appropriateness of regional policy, it should also be noted that
enhancement of provision of SG(E)I may be of national importance for convergence of
Member States of the EU. Convergence between Member States (southern, eastern and
central European Member States) are held to bridge disparities of regional development
and to meet average EU development targets, which are closely related to the provision of
SG(E)I. Cyprus, for example, lags behind the average EU target indicators as regards solid
and liquid waste management. Cyprus is also faced with an enormous national challenge as
far as its energy sector is concerned. Cyprus’ near-total energy dependency on (imported)
oil, the absence of access to Transeuropean Energy Networks and low efficiency of its
energy system require immense infrastructural investments, both for utilisation of non-oil
conventional fuel (i.e., natural gas), and increased utilisation of renewable sources of
energy. Cyprus is also faced with serious national shortages in the transport sector. The
absence of an efficient public transportation system forces citizens to resort to private
passenger vehicles for their journeys, causing serious environmental problems, additional
dependency on oil and traffic jams with negative effects on the quality of life and social
cohesion. A nationwide divergence from the EU averages and, hence, the necessity for
nationwide interventions, may also be observed in the provision of other SG(E)I.

The immense infrastructural investments required to meet the abovementioned challenges
now facing Cyprus point to the importance of Structural Funds. The Structural Funds
contribute to the mobilisation of the financial means needed to enhance the provision of
certain SG(E)I. In the case of Cyprus this is particularly observed in the provision of SG(E)I
in the environment and transport sector. In the Operational Programme "“Sustainable
Development and Competitiveness 2007-2013"” almost half of the available Structural
Funds financial means is committed to interventions in those two sectors.

In addition, the Structural Funds’ complementarity, consistency and additionality conditions
are “forcing” the Government of Cyprus to improve and better adjust its overall
development strategy, and to mobilise its own national financial resources for the
enhancement of provision of SG(E)I. Finally, the Structural Funds have an incentive effect
for implementation of national development strategy. The Structural Funds are considered
of vital importance for national economic growth; governmental authorities entrusted with
the management of Structural Funds in Cyprus are therefore redoubling their efforts to
exhaust all available resources of the Structural Funds. Given the weight that enhancement
of SG(E)I has in the operational programme, this incentive is expected to benefit the
provision of SG(E)I.

However, it has to be noted that implementation of programmes co-financed by the
Structural Funds is not an easy task. According to the NSRF-Cyprus, the existence of
rigidities and inherent weaknesses has a negative impact on the capacity of the public
administration to implement programmes co-financed by the Structural Funds, which have
to be overcome by coordinated efforts aimed at improvement of the civil servants’
adequate skills and capabilities.
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5.0. Background information

a) Country Czech Republic

b) Region Central Bohemia

c) Full Project Title Renewal of local transport system in Mlada Boleslav

d) Duration 4.7.2005-30.6.2006

e) Programme Joint Regional Operational Programme 2004-2006

f) Total Cost EUR 900 000 (23 398 383 CZK)

g) EU Contribution ERDF 75%

W)\ EL L E1N o141 ]T (. ;I 25% contribution of Town of Mlada Boleslav

i) Private Contribution 0%

j) Sector Transport

k) Sub-Sector Urban transport

1) Beneficiary Public Transport Company Mlada Boleslav

m) Implementing body Ministry for Regional Development/Centre for Regional
Development

5.1. National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

Since joining the EU (in 2004), the European Structural Funds (SF) have been and are still
of great importance for financing infrastructure projects in all segments of the transport
sector in the Czech Republic. Attached Figure 6 shows that, both in the programming
period 2004-2006, and in the current programming period 2007-2013, the transport sector
benefits, among the SG(E)I, from the largest share of ERDF with, respectively, about 55%
and about 49%. In absolute terms, the ERDF resources in the programming period 2004-
2006 were about EUR 985 million, while for the period 2007-2013 the financial budget has
increased to about EUR 22, 528.08 million, confirming the highly strategic value of the use
of the ERDF in the transport sector.

This important use of Structural Funds corresponds, precisely, to the high levels of
investment that are still needed in the Czech transport systems, such as roads and
highways, railways, undergrounds and other rapid mass transport, airports, inter-modal
hubs, etc., in the Czech context of this SG(E)I.

The location of the Czech Republic predetermines the country's importance for transport
within Europe, giving it an important role on transit in both the north-south and west-east
directions. The density of the transport networks ranks among Europe's highest, but the
transport infrastructure suffers from numerous serious deficiencies.

The share of public to private automobile transport has shifted from a ratio of 4:1 in the
1990s to the current ratio of 1:1. This situation contributes considerably to damage to the
environment, mainly in urban areas. In the public interest, the Czech Republic guarantees
so called basic availability of transport, i.e. reasonably available transport through the
whole week.*?

In the Czech Republic generally, the transport infrastructures need modernisation and
expansion of their capacity. At the beginning, EU funds were mainly used to support the
connection of national transport networks to the European networks and cross-border
connection, later they were also used for regional and urban infrastructure.

The conditions and needs of the transport systems, mentioned above, are the basis of
national policy for the sector, which the objectives outlined in the national programming,
i.e. the National Strategic Reference Framework (NSRF) for the transport sector, are
derived from. The National Strategic Reference Framework is based on the document of the

5! National Strategic Reference Framework (NSRF).
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Ministry for Regional Development-"National Development Plan of the Czech Republic 2007-
2013", which is an updated version of the National Development Plan of the Czech Republic
2004-2006 reflecting the new approach to Economic and Social Cohesion of the EU and the
ambition of the Czech Republic to be a “fully-fledged” member of the EU.

In particular, the strategy and objectives of mobility are specifically stated as "Strategic
Objective IV-Balanced Development of Territory">?. The document explicitly highlights the
consistency and the complementarity of regional policy with national and Community
policies®3.

The framework document also lists the operational programmes (OP), which are of three
kinds: seven Thematic (or Sectoral) Operational Programmes (TOP)>*, managed at national
level, eight Regional Operational Programmes (ROP), managed at regional level, OP
Competitiveness and OP Adaptability of Prague (under Objective Regional Competitiveness
and Employment) and OPs under European Territorial Cooperation.

Investments in the transport sector are planned both in the proper Thematic Operational
Programme (OP Transport), and in regional operational programmes (ROPs). The OP
Transport is reserved for investments at national level, that have the specific objective of
contributing to the creation of a national logistics system, supporting the construction of a
national network of transport terminals and logistics, that are integrated, safe,
interconnected and homogeneous. The ROPs fund both investments related to sustainable
urban mobility and urban logistics, and investments that have the specific objective of
improving regional, rural and urban transport services.

Projects under OP Transport are co-financed by a national source-State Fund for Transport
Infrastructure Urban transport projects are mainly co-financed by municipal budgets.

NSRF does not explicitly refer to SG(E)I. These are implicitly included in NSRF when
referring to Strategic objectives III (Attractive Environment) and Objective IV (Balanced
Development of Territory). Nevertheless, NSRF does not explicitly refer to SG(E)I or any
document-e.g. White Paper on services of general interest.

Strategic Objective III-Attractive Environment: to provide a high quality physical platform
for economic and social development through investments aimed at improving the quality
of the environment and access to transport networks.

The objective has the following priorities:

e Priority A-Protection and Improvement of the Quality of the Environment;

e Priority B-Improving Accessibility to Transport: is focused on reinforcing access to
transportation and public transportation services, developing environmentally friendly
means of transport.

Strategic Objective IV-Balanced Development of Territory:

e Priority A-Balanced Regional Development;

52 “Balanced and harmonious development of the whole territory of the CR achieved by mitigating disparities
between regions and within regions. Economic growth and an increase in employment will be supported by the use
of natural, economic and socio-cultural regional dissimilarities and their differentiated internal potential. At the
same time, respect for the variability of the geographical structure (population structure, hierarchy of towns, types
of rural area) will reinforce territorial and social cohesion”.

3 The Lisbon Strategy, the Community Strategic Guidelines, the National Reform Plan in implementation of the
Lisbon Strategy and National Development Plan, Strategy for Regional Development and Policy of Territorial
Development.

54 OP Enterprise and Innovation, OP Research and Development for Innovations, OP Human Resources and
Employment, OP Education for Competitiveness, OP Environment, OP Transport, Integrated Operational
Programme.
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e Priority B-Development of Urban Areas: is focused on strengthening the role of towns as
accelerators of regional growth, development of regions and support for revitalisation of
decaying districts;

e Priority C-Development of Rural Areas.

Figure 6: 2004-2006 and 2007-2013 ERDF programmed expenditure for SG(E)I
2004-2006 2007-2013
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Source: Authors processing of DG Regio data

5.2. National framework in the provision of SG(E)I

This section describes the strategic and institutional framework for the provision of SG(E)I
in the field of urban transport in the Czech Republic.

The government framework on Czech transport policy is the “Transport Policy of the Czech
Republic for 2005-2013”>°, approved in July 2005. The strategy sets the strategic and
conceptual goals for transport and transport networks and also aims to harmonise the
conditions of the transport market and create conditions for ensuring the quality of
transport in the framework of sustainable development and declares the commitments of
the state executive.

The main priorities of transport policy are to ensure:

e equal conditions of access to the transport market;

e the quality of the transport infrastructure to enable economic growth;
e funding of the transport sector;

e the support of the development of transport in the regions.

In the field of public transport service, the Ministry of Transport (government) is
responsible for the legislative framework, financing, supervising and monitoring.
Regions/regional governments are responsible for regional ground infrastructure (regional
roads) and public transport in the region, including the integration of transport systems.
They are also responsible for contracting and financing of public transport services in the
region.

The responsibility for urban public transport belongs to the particular city; but, as was
mentioned above, the responsibility for integration and coordination of particular systems
in the region lies with the regional government.

55 http://www.mdcr.cz/en/Strategy/Transportation+Policy+for+2005+-+2013/
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Urban public transport is a typical example of a “closed market”. In this market, it is not
possible to ensure sufficient pressure for competition in tenders for the operation of
transport services, because of a lack of competitors.

Contracts for public service obligations are awarded in cases where it is not possible to
provide the required service on a commercial basis and where the operation of public
transport is in the public interest. Public financing allows the existence of public transport
as a functional network. These funds, however, must be used effectively and the provider
must ensure and guarantee the specified quality of the services. In most of the large cities,
public transport is provided by transport companies owned by public bodies (Municipal
Property), which allows better control of the quality of the services and costs. The public
body also owns the transport infrastructure.

In March 2008 the European Commission approved a proposal for a vehicle recovery
program for the years 2008-2013 submitted by the Ministry of Transport. The programme
funded replacement (renewal) of vehicles used for public transport and this replacement
increased subsidies for gas or electric powered and low-floor buses and contributed to the
information systems for blind and partially sighted persons, etc.

A public transport company provides services under a contract on public service obligation,
between the provider and the municipality. Under the contract of public service, the city is
obliged to reimburse “provable losses” relating to public service obligations to the Public
Transport Company.

5.3. Project description

The following short paragraphs provide a full description of the project, organised according
to the topics of greatest importance for the understanding of what the project properly is.

The project was a part of the programme of Mlada Boleslav local transport system
modernisation. The first phase was started in 2005 and financed under the Joint Regional
Operational Programme-JROP (ERDF), the second one was started in 2008 and financed
under the Regional Operational Programme Central Bohemia-ROP (ERDF) in the framework
of the Integrated Development Plan of the Town of Mlada Boleslav.

The Joint Regional Operation Programme 2004-2006 (JROP) was the first SF programme
reflecting specific regional needs, although the programme was managed by a national
authority-Ministry for Regional Development. The project was funded under Priority 2.1
“Development of transport in the regions”. This priority financed mostly regional
infrastructure projects (reconstruction and modernisation of regional roads), but some of
them were focused on increasing accessibility for all citizens, especially disabled persons.

The overall objective of the project was an improvement of the quality of public transport
services in the Mlada Boleslav region.
In more detail, the specific objectives of the project were:

e renewal of buses;
e creation of new jobs;

e increase in the comfort of transport services for disadvantaged persons, through ICT.

The project aimed to increase the mobility and the quality of travel services for citizens,
especially for specific disadvantaged groups, in the area of Mlada Boleslav.
In more detail, the project aimed to address the following specific needs:

e to fulfil the demand for the renewal of low-floor buses (poor technical condition of old
vehicles);
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e to maintain the quality/comfort of the transport for citizens;

e to fulfil the mobility and accessibility of citizens, especially for elderly and disabled
passengers (this need was identified in partnership with NGOs representing blind
persons).

The project did not aim to increase transport capacity (number of passengers).

The final beneficiaries of the project were all the citizens of Mlada Boleslav and of the
villages connected by the public transport system, focusing on elderly and disabled
persons.

Final beneficiaries:
e inhabitants of Mlada Boleslav (44 807)°° (3.8% of Central Bohemian population);
e inhabitants of surrounding villages;

)57

e disadvantaged persons-blind and disabled persons (5 300)°/, and elderly persons

(5 207)°® (3.3% of Central Bohemian population).

The investment concerns the purchase of four modern low-floor buses equipped with:
e a wheelchair ramp allowing access for disabled persons;
e voice information units for blind passengers, both in the buses and at the bus stops;

e a modern system of passenger dispatching and the implementation of a smart card
system for more comfortable and cheaper travelling.

Project activities mainly consist of:
e 1% phase (4™ July-22"Y December 2005):
1. the public procurement procedure;
2. the signing of the contract with the supplier;
3. the delivery of 1 bus;
e 2" phase (2" January-30" June 2006):
4. the delivery of 3 buses;
5. new buses commencing operation.

Note: the project for renewal of low-floored buses continues. Since year 2004, twenty new
buses have been replaced (financed by SF, municipal and national funds).

In the current programming period 2007-2013, seven new buses will be funded by SF the
(total amount is EUR 1.17 million; EU Contribution-(Regional Operational Programme
NUTS2 Central Bohemia) is EUR 0.47 million).>®

The goal of the project is to replace technically non-compliant buses and to continue
increasing the quality of transport (standards) for all citizens, especially those that have
positive effects on disadvantaged persons. In this case, an increase of passenger number is
not expected.

% www.mestaobce.cz

57 Estimation provided by Town Mlada Boleslav. Number of disadvantaged persons is not officially monitored.
58 IPRM (2001).

%9 This new project is submitted under complex urban development project of Town Mlada Boleslav (in the
framework of Integrated Urban Development Plan).
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5.4. Specific aspects of SG(E)I affected by the project

Specific aspect/objectives of SG(E)I realised/enhanced with the project
The following specific aspect/ objectives are enhanced with the project:

e universal and continuous accessibility;
e territorial accessibility;

e social affordability;

e improving social inclusion;

e efficiency and effectiveness;

e safety and security of supply;

e reliability and long term sustainability;

e energy efficiency and environmental friendliness.

Main results expected from the project with reference to the specific

aspect/objectives of SG(E)I

e Universal and continuous accessibility: the modernisation of public transport allows
continuous mobility, enhances the accessibility to public transport services for all
citizen, esp. disabled and elderly passengers)-the total number of passengers was more
than 3.9 million in 2009. The new low-floor buses and new transport system has
increased the number of disabled passengers by 6%°. The project also increases
accessibility of other groups of citizens-for instance parents with small children/baby
pushchairs.

e Territorial accessibility: The project partly improves the connection between the
centre of the town and its surroundings and between Mlada Boleslav and surrounding
villages (by 450 inhabitants®'). The project was not aimed at increasing the total
number of passengers (except the disabled), but at increasing the quality of public
service. In the future, the public transport service will be extended to other surrounding
communities.

e Social affordability and improving social inclusion: New low-floor buses enhance
the accessibility to the public transport service for disabled and elderly persons. Voice
information units placed in buses and at bus stops allow better orientation for blind
passengers. This has positive effects on equal opportunities and social affordability.
Smart cards offer monthly passes at discounted rates for special categories of users,
such as: retirees, seniors, students, parents on maternity leave.

e Efficiency and effectiveness: Modern buses are more efficient because of lower fuel
consumption and lower expenses for maintenance and repairs (in comparison with the
old ones).

e Reliability, safety and security of supply: The new modern buses ensure higher
service reliability (old buses often broke down and were not reliable).

e Energy efficiency and environmental friendliness: All the new buses meet high
European eco-standards, have lower fuel consumption and lower emissions (than the

60 Data provided by Urban Transport Company.
61 Estimation provided by Urban Transport Company based on the methodology of Ministry of Transport.
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old ones) with positive environmental effects-lower production of greenhouse gas
emissions and of other air pollutants.®?

Improvement of public service approach, at regional and / or national level,
because of the expected results of the project

The success of the project will increase, at regional level, the choice of giving priority to
urban public transport, while adopting high quality and efficient design solutions with high
social inclusion aspects esp. for disadvantaged persons and with lower negative
environmental impact.

Expected changes in the use of Structural Funds in the SG(E)I, at regional and /
or national level, as a consequence of the experience of the project co-financed by
such funds

The contribution of the Structural Funds has made possible the financing and the
implementation of the project.

In the programming period 2007-2013 the following changes can be noticed:

e a more strategic approach to urban development and higher concentration of funds
have been implemented-using the concept of Integrated Urban Development Plans for
all larger cities in the Czech Republic;

e a new arrangement of the programming structure in the Czech Republic has been
implemented. Each NUTS2 region has its own ROP (instead of one common ROP for all
regions in the previous programming period);

e higher support for the development of an (urban) transport infrastructure accessible to
all groups and environmentally friendly solutions in the regions.

5.5. Governance aspects
The main stakeholders involved in the project are:

e Ministry for Regional Development®3-role of Managing Authority of Joint Regional
Operational Programme (JROP); responsible for managing the programme and approval
of the projects;

e Centre for Regional Development®®-role of Intermediary Body; responsible for
implementing the Joint Regional Operational Programme (JROP) and for control of the
project implementation and expenditures;

e Ministry of Finance® -National Fund: role of co-financing subject providing EU co-
financing;

e Regional Council NUTS2 Central Bohemia: responsible for selecting projects;

e Town of Mlada Boleslav®®-co-financing subject; responsible for public transport in the
town-designer of public transport conception; the founder and owner of the Public
Transport Company;

e Public Transport Company Mlada Boleslav®’-a public in house provider for the town of
Mlada Boleslav responsible for local public transport services; the final beneficiary

52 For example: http://en.wikipedia.org/wiki/Euro_5#Emission_standards_for_lorries_and_buses
63 Ministerstvo pro mistni rozvoj (Wwww.mmr.cz).

64 Centrum pro regionaini rozvoj (www.crr.cz).

85 Ministerstvo financi-Narodni fond (www.mfcr.cz).

66 Statutarni mésto Mladd Boleslav (www.mb-net.cz).
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responsible for project implementation and sustainability and the owner of the new
buses;

¢ Municipalities-villages participating in the local transport system in the Mlada Boleslav
region; co-financing of public transport services;

e EvoBus Praha-private company-supplier of low-floor buses;

e Association of the Blind-representatives of blind persons-consultation role.

In the current programming period, the following subjects are also involved:
e Regional Council Central Bohemia NUTS2-role of Managing Authority of ROP;

e Town of Mlada Boleslav-responsible for designing and implementing the Integrated
Urban Development Plan and projects funded in the framework of the Plan;

e there was a tender for the supply of buses according to public procurement rules.

As can be seen from reading the above list of project partners, all the bodies involved in
the project are public ( Public Transport Company Mlada Boleslav is owned by the Town of
Mlada Boleslav). Public transport service is provided under a contract between the
Transport Company and the town. Users were not formally involved in the project
partnership (the public transport company discussed the needs and technical solution for
blind persons with the Association of the Blind).

Although partnership is strongly promoted by the European Commission and is one of the
conditions of the Structural Funds. In fact, the partnership was often very formal,
established only for implementing a particular project. One of the main reasons for this in
the Czech Republic was the lack of a clear legal framework for partnership between private
and public bodies and practical experience.

5.6. Universality of access and affordability

This section discusses two main issues related to SG(E)I's provision: the universality of
access and affordability.

Universality of access

This project promotes equal access to all citizens, without any limitations, to the new
transport service.

The project mainly increases the accessibility of disadvantage groups-disabled, elderly and
blind persons-and of women/men with small children. New buses and bus stops are
equipped with devices to provide better access for the blind, persons with reduced mobility,
the elderly, etc. It also supports accessibility of the town and surrounding villages
participating in the transport system.

e the Transport Company estimates that about 50-55% of the overall population of the
town uses the urban transport services;

e the number of passengers was almost 3.9 million per year (2009)°;

e the project increased the number of disabled persons using urban transport services by
6%; total the number of disadvantaged passengers was about 49 thousand®’;

e three new villages (with 450 inhabitants) are involved in the local transport system.

7 Dopravni podnik Mlada Boleslav (www.dpmlb.cz).
%8 public Transport Company Mlada Boleslav.
% public Transport Company Mlada Boleslav.
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Affordability

Ticket prices are not proportional to the length of the journey. The price of a single ticket is
12 CZK (approx. EUR 0.467°), the price for a single ticket paid by smart card is 10 CZK
(approx. EUR 0.38). A monthly pass costs 440 CZK (approx. EUR 16.90). While the special
categories (seniors, youths, students, and parents on maternity leave)’! already benefit
from discounted prices:

e pensioners under 70 years of age - 12 CZK (5/10 CZK Smart Card);

e pensioners over 70 years of age, children under 15 years of age and parents on
maternity leave travel free of charge.

The price of the service is not proportional to the "quantity" and “quality” of the service-
there is no mechanism that correlates the tariffs with service quality and quantity. For
example, disadvantaged passengers using the devices do not pay a higher price for using
this service. Passangers using a Smart Card can use one ticket for travelling freely for 45
minutes (they can use any line, any time they want).

The Town of Mlada Boleslav is responsible for financing urban transport within its territory.
The City Council decides on price policy and the price list for passengers (the price list was
approved in January 2008).

The project was entirely financed by public funds (EU Structural Funds and national funds).
It is possible to provide an affordable service, because Structural Funds (and the national
funds) fully fund the investment costs of the project. Under the contract of public service,
the city is obliged to reimburse “provable losses” relating to public service obligations to the
Public Transport Company.

5.7. Thematic focus

An aging population is a relevant theme for this project. Low-floor buses equipped with a
kneeling device’? are more easily accessible than the older buses to elderly people and
better meet their needs for mobility. In addition, most of the bus stops in the city centre
were adjusted for better accessibility. This type of urban transport service increases the
quality of life and leads to better inclusion in society for elderly people. It helps them to
maintain and to increase their personal (with relatives and friends) and social relationships,
to participate in social activities, and to more easily take advantage of public or private
services, administrative, medical or other. Bus public transport provides the connection of
residential areas with city centre and commercial areas.

The primary focus of the project was on increasing the accessibility of disadvantaged
persons, which also automatically increase the accessibility of elderly people and other
groups.

Geographical remoteness and cross-border cooperation are not topics that represent a
relevant dimension for the project analysed.

5.8. Contribution to cohesion policy objectives

Mlada Boleslav (44 807 inhabitants) is a town situated in the central part of the Czech
Republic with a highly developed industry, where the first Czech car was produced. The
most famous and the most important company is SKODA AUTO, which is the principal
domestic automotive producer and exporter. About 20 000 of their employees commute
every day. High economic growth and the increase in the number of private cars in last
couple of decades have led to a sharp increase in the volume of car traffic in the town. The

701 EUR = 26 CZK.

! 1dentification or specific ID issued by Town of Mlada Boleslav is needed.

72 Low floors complemented by a 'kneeling device' can be used when the bus is not in motion, tilting it or lowering
it at the front axle even further, often down to normal kerb height. (www.wikipedia.org).
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increase in car traffic causes problems such as a lack of parking areas, both in the centre
and in the residential areas and traffic jams and pollution.

A modern and effective traffic system is one of the key factors for further and sustainable
development, both economically and environmentally, of the region. In addition, quality
and ecological public transport services are important for the attractiveness of the city for
workers and the good quality of life of the citizens. High quality, comfortable public
transport services may attract more people to use this form of more environmental and
sustainable transportation instead of using cars.

Public urban transport in Mlada Boleslav is provided by the Public Transport Company
owned by the Town of Mlada Boleslav. This company owned 16 buses in 1997, when it was
established. By 2000, the company owned 19 buses and increased transport capacity. In
2004, it was decided to renew and modernise the fleet, because of its poor mechanical
condition and to increase the quality of services. The town of Mlada Boleslav was not able
to cover this investment from municipal resources. In May 2004, the Czech Republic joined
the EU and obtained access to Structural Funds. The project funded by Structural Funds
was the first step towards the renewal and modernisation of the transport system and
infrastructure in Mlada Boleslav. It was also the beginning of a new phase of increasing
standards in public transport services in the area.

The project, which, as mentioned above (see Section 5.3), is part of a wider project of an
integrated transport system in the Mlada Boleslava region, contributes to cohesion-mainly
to social cohesion, but also to economic and partly to territorial cohesion within the region.
The project funded by Structural Fund is part of a wider project. In the future, Mlada
Boleslav is planning to create an integrated transport system in the Mlada Boleslav region,
which also involves building new car parks in peripheral areas of the town and incorporating
some other villages to the system. Last year, the Public Transport Company of Mlada
Boleslav carried more than 3.9 million passengers.

The primary focus of the project was not on increasing capacity, but on qualitative
improvement-i.e. an increase in public transport standards and an increase in the mobility
and social inclusion of disabled and elderly persons. Modernisation of public transport
contributes to improvement in the quality of life for all citizens and to higher inclusion of
disadvantaged persons. The new low-floor buses and new transport system has increased
the number of disabled passengers by 6%. Replacement of the old buses with modern
ecological ones has reduced pollution and greenhouse gas emissions. This project has the
potential to improve the connection for all citizens and to facilitate relations between
individuals and groups, and supports cohesion within the town and the region.

The consultation with the blind, as a target group (users), at the beginning was very useful
for better planning and success of the project. Cooperation in the partnership and
involvement of stakeholders at local level, especially users, are the right way to take
account of the key factors so that the project contributes towards improving social
convergence. It is recommended that real partnership be supported at each level and that
barriers for development of partnership in practice be eliminated. The Managing Authority
has presented this project as an example of good practice at conferences and features good
examples of the Programme in its brochure.

This project has shown how to increase accessibility and comfort for disadvantaged persons
and how to set a higher standard for public transport service in the Czech Republic. It also
shows the importance of programming in terms of setting the “right priorities” (demand
driven) and requirements in SF programming documents corresponding to the demand of
target groups and trends referring to high quality standards of public service.
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6.0. Background information

a) Country | Denmark

b) Region Southern Region

c) Full Project Title Improving Life in Rural Areas of the Baltic Sea Region by
eHealth Services

d) Duration 01.09.2004-31.08.2007, 36 months

e) Programme Baltic Sea Region INTERREG IIIB: ERDF 2000-2006

f) Total Cost EUR 2 141 731.00

g) EU Contribution ERDF 45.7%

)R EVG L EINel ] 1dg]:]T14 ], 54.3% (of which Norwegian funds: 7.4% of the total)

i) Private Contribution 0%

j) Sector Telecommunication

k) Sub-Sector Service and application for citizen

1) Beneficiary Southern Denmark

m) Implementing body Hospitals involved in the project

6.1. National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

The National Strategic Reference Framework (NSRF) defines the strategy adopted and the
key priorities set by the concerned country for the delivery of the Structural Funds (SF)
policy during the programming period 2007-2013. For the purpose of the study, the Danish
NSRF has been reviewed in order to define the national approach to Structural Funds (SF)
support on Services of General Interest (SG(E)I) / Services of General Economic Interest
(SGEI), and in particular healthcare services.

At a first glance, the NSRF does not contemplate any specific provision regarding the
typical issues of SG(E)I, since the document is tailored alongside horizontal themes and
triggers of growth, rather than on sectors. 4 priorities have been therefore identified and
included into the NSRF:

e innovation;

e entrepreneurship;

e new technology (particularly ICT);
e human resources.

Support to healthcare infrastructure-as intended in its more traditional meaning, such as
hospital construction, clinics empowerment, equipment purchase, etc.-is no more eligible, it
is an exclusive national competence. However, reference is made about new services that
can be applied to the healthcare sector, citing examples of projects that can be
implemented under the New technology priority, for example as relocation of enterprises
from areas facing structural difficulties to these new opportunities. Similar evidence has
been found in the two Operational Programmes (one for ERDF and one for ESF) specifying
the strategy adopted by the NSRF under the Regional Competitiveness and Employment
objective. Innovation and ICT development is therefore the key priority of the Danish
strategy. This is not surprising, considered that Denmark can be taken as an example of
excellence in this field’3. In addition, the following cross-cutting objectives are envisaged as

73 This is not indeed the first time of a public policy relating healthcare with ICT in Denmark. In 1996, the Ministry
of Health published an Action Plan for Electronic Health Records, whose strategies was focused on creating a
national network for the exchange of data between health institutes. The National Strategy for IT in the hospital
system 2000-02 pointed out the benefits that can be generated with e-services (such as high health professional

quality and short waiting lists) in order to achieve a higher user compliance. The 2003-07 strategy turned onto the
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issues upon which projects selection must be based on: environment, equal opportunities,
employment, territorial and social inclusion (peripheral areas, rural districts, towns and
cities)’*. The approach depicted in the strategic documents is confirmed by examining
financial data on ERDF expenditure in both periods 2000-2006 and 2007-2013 (see Figure
7). In the period 2000-2006 Denmark has assigned to projects in the social infrastructure’s
field of intervention (grouping together health, childcare, education and housing) only
EUR 1 670 982.60, equal to 5.58% of the total amount of expenditure. Telecommunications
was, on the contrary, the first priority absorbing more than half resources.

During the current period this path has been followed even more radically: social
infrastructures are no more eligible, all resources being devoted to ICT development’®.

The desk analysis of the Danish NSRF and Operational Programmes has been
complemented with fresh evidence gathered from the Danish Managing Authority,
according to which Danish programmes financed with the SF-including those under
INTERREG or the European Territorial Cooperation objective - are not aimed at building or
empowering infrastructures to provide a SG(E)I. They rather focus on issues that affect
horizontally the SG(E)I provision, such as the development of a new technology that can be
applied to a specific SG(E)I sector or the consideration of certain social matters. The NSFR
explicitly mentions, for example, the necessity to intervene in the geographically peripheral
areas of Denmark that suffer from population decrease and unemployment dynamics.

In conclusion, in Denmark as well as in other EU-countries the construction, management
and running of healthcare facilities is firstly a national competence.’®. Considering the
magnitude of the ERDF expenditure devoted to health infrastructures, the contribution of
the funds to the provision of health services in Denmark can be therefore assessed as near
to zero. However, if innovative projects-dealing with ICT but applied to the health sector-
are considered, the picture changes and a role to complement and innovate the services
already provided by the national authorities can be played by the Community instruments.

Figure 7: 2000-2006 and 2007-2013 ERDF programmed expenditure for SG(E)I
2000-2006 2007-2013

~ Social Information
infrastructures Transport society
5.58% 11.92% 100.00%

Environmental
16.80%

Energy
9.07%

Telecommu-
nications
infrastructure
and information
society
56.62%

Source: Authors processing of DG Regio data

development of the clinical infrastructure (model, standards and terminology) by ensuring coordination with the
political goals of digitization of the public administration, while the current 2008-12 staretegy is more focused on
business support, multi-level governance and stakeholders involvement.

74 programme for the European Regional Development Fund in Denmark 2007-2013-Regional competitiveness and
employment, “Innovation and Knowledge” available on www.deaca.dk.

7> Together with the Regional Competitiveness and Employment objective, in the period 2007-2013 it has been
reinforced the European Territorial Cooperation objective, which have allocated to Denmark about 103MEUR under
three programmes (Cross-boarder, Transnational and Interregional cooperation). Data on expenditure allocation
on the supported sectors are however not available.

76 Art.168 Lisbon Treaty
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6.2. National framework in the provision of SG(E)I

The Danish Public Health System (DPHS) was based on the 1970 local government reform
and has not radically changed until the administrative reform of 2007. As a consequence of
the fiscal federalism introduced by the reform of 1970, the DPHS turned to a decentralised
system, similarly to other North-European experiences (Sweden, Norway and Finland).
Political, operational and financial decentralisation meant that the 14 Danish counties
became fully responsible for the entire process of healthcare provision within their own
territory. In particular, each administration of the county had to:

e decide the investment priorities through their own strategic planning: investment in
renovation, new hospital, R&D, etc.;

e hold the responsibility to operate the services provided in public hospitals by hiring
medical staff with public and transparent procedures;

e Borne most costs generated by health care activities. The central government
contributed through an intricate block grants system based on objective criteria (like
the county population) covering about 17% of the public expenditure borne by the
county in healthcare. The remaining 83% was covered through county-level taxes, in
particular proportional income and property taxes.

The administrative reform in 2007 has radically changed the DPHS, giving to the central
government the prime responsibility for financing healthcare. The reform lowered the
number of counties (now “regions”) from 14 to 5 and the number of municipalities from
275 to 98, assigning to the regions the responsibility of providing hospital services, and to
municipalities the provision of nursing home services, dentists for children and disabled
people, school health services, treatment of alcoholics and drug addicts. Moreover, to
municipalities it has been assigned the promotion of preventive activities aimed to reduce
hospitalizations which in the foregoing system was shared with counties’’. All former
central and regional taxes have been replaced by one national tax, called health
contribution, which amounts at 8% of the taxable income. The 80% of the funds raised are
allocated to the regions and the remaining 20% to municipalities. This radical
reorganisation has inverted the process of decentralization, by removing the main element
characterizing a decentralized system, such as fiscal federalism.

The DPHS reflects the principle of universal, equal and free access to healthcare for
residents, regardless their economic and social condition. The financial mechanism is based
on the capacity to pay and it is separated from the use of the services. The beneficiaries
are all inhabitants recorded in the National Register of Residence of Denmark (including
legal immigrants and refugees). The population which perceives an unmet need for medical
examination in Denmark is below 1% of the total’®. For non-residents special rules to
regulating the access to health services are in place, but all categories are guaranteed in
case of acute treatments by emergency hospital services.”® Every resident in Denmark can
choose between two different kinds of public social security insurance. If the first category
is chosen, every patient is listed with a general practitioner who refers patients to
specialists, hospitals, medical labs as needed with no charge for patients. Almost 98% of
population choose this type of insurance. The other 2% prefer to maintain the freedom to
choose a physician or a specialist, who is paid in part by the DPHS and in part directly by

77 Vrangbaek (2008), The Danish Health Care System

78 philipa Mladovsky, Sara Allin, Cristina Masseria, Cristina Herndndez-Quevedo, David McDaid, Elias Mossialos
(2008), “Health in the European Union, Trends and analysis”, European Observatory on Health Systems and
Policies

7% Strandberg-Larsen, Nielsen, Vallgarda, Krasnik, Vrangbak (2007), “Denmank-Health system review”, Health
system in transition, Vol.9 No.6, WHO, European observatory on Health System and Policies (p.29)
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the patients®®. Within this framework also private insurances exist, since costs related to
services such as drugs subsidies, adult dental care and glasses, are only partially
reimbursed by the public insurance system?®!.

Finally, it is to be mentioned the role played by the recently introduced Danish Health Data
Network (DHDN), adopted in 2001 and now fully operational. The DHDN national network
allows fast information flow from patients and General Practitioners to pharmacists,
diagnostic services and specialist consultation at hospitals and vice versa®. Benefits are
both for citizens and healthcare providers. For the first benefits derive from faster, more
reliable and more efficient communication between health and social care professionals.
The latter benefit of the effective and efficient use of eHealth to transfer data, the
improvement of data quality and concerning time and costs savings in preparing and
sending information to other healthcare services®®.As part of the DHDN, in December 2003
the Danish health portal www.sundhed.dk. was launched. It provides information about
healthcare providers and health promotion to citizens. For example through the portal they
can consult their General Practitioners (GPs) via e-mail, enter their GPs’ online booking
system, renew prescriptions online. GPs themselves can order laboratory tests through the
portal and access to patients medication data®*.

6.3. Project description

The project analysed in this case study is “Baltic eHealth” and was part of the Baltic Sea
Region INTERREG IIIB programme 2000-2006%°. Eleven countries (Estonia, Denmark,
Finland, Germany, Latvia, Lithuania, Poland and Sweden as well as Norway, North-West
Russia and Belarus) participated in this programme, which aimed to develop new forms of
organisation and institutional cooperation in order to improve the competitiveness and the
attractiveness of the rural and peripheral areas of the concerned countries. The programme
consisted of 129 projects approved in several sectors.

Baltic eHealth project took part under Priority 2 “Promotion of territorial structures
supporting sustainable BSR development”, which was identified as being of special
importance to better integrate the Baltic Sea Regions. Within this priority, the project was
implemented under Measure 2.1 designed to improve balanced polycentric settlement
structures in order to strength urban-rural partnership in cross-sector activities.

Five countries participated in Baltic eHealth project: Denmark, Estonia, Lithuania, Norway
and Sweden. Two pilot cases have been realised by the project:

e eRadiology (between Denmark-Estonia-Lithuania);

e eUltrasound (between Sweden-Norway).

In both cases the goal was to create a virtual and secure exchange network for the
provision and consumption of healthcare services, ultrasound images in the first case and
radiology services in the latter. In this way patients could benefit from the experience of
doctors from the other regions through the use of the telemedicine.

The project contributes to prove that telemedicine is an effective mean in increasing access
to healthcare of high quality in rural areas to counteract migration dynamics. This objective

80 MISSOC-INFO 02/2005-"Health care: User charges”, available on
http://ec.europa.eu/employment_social/spsi/missoc_info_en.htm

81 Vrangbaek (2008), “The Danish Health Care System”

82 Electronic messaging processes include: GP referrals to hospitals, GP prescriptions, GP requests for diagnostic
tests, Test reports, Discharge letters to GPs, Notifications of discharges to community and home care services,
Reimbursements.

83 C.E. Wanscher, C.D. Pederson, T. Jones (2005), “MedCom, Denmark: Danish Health Data Network (DHDN)".

8 www.sundhed.dk, (2009) “IT brings the Danish health sector together”

85 The European Commission adopted the Community Initiative Programme (CIP) “Baltic Sea Region INTERREG III
B-Trans-national Co-operation on Spatial Planning and Regional Development” on 14 September 2001.
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is achieved by the creation of a trans-national eHealth network, the Baltic Sea Healthcare
Network (BSHN), in which small hospitals of rural areas with capacity problem can offer
high quality services to their patients thanks to their connection with a network of foreign
hospitals with surplus capacities. Moreover, it can prevent brain drain from those countries
with a surplus of specialists (especially from the Eastern European countries) and it can
contributes to achieve the European goal of paperless hospitals

The main needs addressed by the project are:

e to create a large trans-national infrastructure for eHealth optimizing the infrastructural
resources across the Baltic Sea Countries, through the launch of two pilot services;

e to improve the access and quality of healthcare provision in remote areas in order to
prompt a person to live in an outlying area;

e to reduce waiting time and costs for specialized exams (especially transport costs for
patients), keeping high quality standards.

The direct final beneficiaries of the project are the staff of the hospitals which took part in
the project. Indirect beneficiary is the population of the BSRs that can benefit from the
implementation of the BSHN connecting national healthcare institutes in Norway, Sweden
and Denmark and two local networks in Lithuania and Estonia. In particular, those who
could profit from eRadiology pilot case are all the Danish residents who use X-Ray services
in the Funen University Hospital (in 2006 the Hospital carried out about 120 000 radiology
examinations). In the eUltrasound pilot case instead the beneficiaries are Swedish pregnant
women of the county of Umed and of the Northern part of Sweden (in one year the Fetal
Medicine Unit of the University Hospital of Umed carries out about an average of 4 500-
5 000 ultrasound examinations).

The first step of the project was to create a common legal and organisational framework, in
which the BHN could operate. For this purpose, the project scheduled the publication of
different reports on the impacts of eHealth in rural areas and on the issue of cross-border
cooperation in the BSRs86. The second fundamental step was the realization of a standard
technology, hardware and software, to enable the communication between health institutes
of different countries. Only after these two fundamental steps the actual cooperation
between hospitals, through the implementation of the two pilot cases, started.

In eRadiology pilot case, whether Danish practitioners have not capacity or time, the
radiology images of patients of Funan University Hospital (Denmark) can be transferred
within few minutes via secure internet connection to East-Tallin Central Hospital (Estonia)
or to Vilnius University Hospital (Lithuania), which have a surplus of radiologists who can
examine them.

The second pilot case is eUltrasound project. It was realized between the National Centre
for Fetal Medicine (NCFM) at the St. Olav's Hospital (Norway) and the Fetal Medicine Unit
(FMU) at the University Hospital of Umea (Vasterbotten-Sweden), a combined centre for
Ultrasound and Special maternal treatment which examine routine ultrasound on pregnant
women in the county of Umed and has the second opinion responsibility for the rest of the
Northern part of Sweden.

The request of clinical co-operation with second opinion examination at NSFM can be
carried out by Fetal Medicine Centre/ Umea through different way:

8 see “Report on identified legal issues of the Baltic eHealth project”, available on www.baltic-ehealth.
org/publications.htm and “Rural eHealth Report-Denmark, Norway and Sweden” -and “Cross-border eHealth in the
Baltic Sea Region”, both available on www.baltic-ehealth.org/publication.htm
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e images sent via web portal, will be answered by written text in a few days;
e by video conference, with an immediate response.

At the end of the project the National Centre for Fetal Medicine (NCFM) at the St. Olav's
Hospital (Norway) has carried out about 15 second opinion cases, but both clinics are still
available to continue the cooperation.

The costs of running the two services are self-financing thanks to the business market
model on which the system is based. Both pilot cases created a virtual and secure
exchange for the provision and consumption of healthcare services. This is translated into a
quick and equal access to optimal medical care for patients.

Figure 8: eRadiology and eUltarasound project scheme
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6.4. Specific aspects of SG(E)I affected by the project

Specific SG(E)I aspects involved in the project

The project’s results allowed the countries involved to provide two specific types of health
service regardless the proximity of the patient from the hospital where the examination
takes place. Thus, a new specific public service, has been realised by means of the project.
The results produced can be therefore analysed also in light of some aspects which are
typical of any SG(E)I provision:

e Efficiency and effectiveness: the outsourcing of healthcare services to foreign
countries where the cost of labour is lower or where there are clinics with a surplus of
capacity allowed to increase efficiency thanks to lower operating costs. To avoid that
such costs saving could undermine somehow the quality and effectiveness of the
services provided, specific provisions and guarantees have been included in the
contractual agreements signed between the clinics involved.

e Sustainability: the transnational cooperation network of the project is based on a
business market model, which is capable to finance the operating current costs without
any additional public support. This guarantees the long term sustainability of the
project, even after the end of the European financing. This was possible thanks to
regulated agreements between the hospitals, concerning quality standards and prices of
consultancy. According to the project manager’'s opinion, more and more Danish
hospitals are now interested in the economic gains offered by the project. Indeed, the
project frees radiologists to examinations with direct patient contact, allows to take the
advantage of lower production costs in Baltic States other than Denmark, and optimise
the flexibility in production.
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e Improving territorial and social inclusion: the last few years saw the trend of
concentrating and developing the newest medical technologies in the largest cities of
the Baltic countries. Simultaneously, in the rural and peripheral areas cases of little
hospitals that closed down have been increasing. The new technology developed by the
projects enables to offer medical services in peripheral and rural areas while keeping
high quality standard and saving the costs of maintaining these services physically
located on the territory. Thus, the use of this technology allows to mitigate the
inequality of access existing between urban and rural/peripheral areas and to foster the
attractiveness of the more remote areas (see also Section 6.6).

e Development of ICT in the field of public services: the European Council in 2000
has established as a community goal the introduction of new technologies in several
areas of the public administration for the development of an information society. Health
care is one of the 10 sectors involved in the public administration’s reform, whose aim
is to tone up the administration, facilitate accounting and enable effective management
control. It also deals with collection, storage, retrieval, communication and optimal use
of health related data, information and knowledge base. The project analysed is an
good example of the introduction of ICT in the public administrations of the EU, creating
an interoperable digital network that can help European integration.

6.5. Governance aspects

The Danish Centre for Health Telematics (Denmark
partner of the project.

The partnership was established among different types of institution, holding different roles
but with a similar hierarchical level, being for most public hospitals:

)87 is the coordinator and the lead

e who provided legal and organisational consultancy:
- Region Syddanmark (Denmark)®88;
- Vasterbotten Léns Landsting (Sweden)®;
- Central Norway Regional Health Authority (Norway)®°;
- Carelink (Sweden)®!;

- Norwegian Centre for Telemedicine (Universal hospital of North Norway HF,
Norway)®?;

- Danish Centre for rural research and development (Denmark)®3.

e who provided technology infrastructure:
- Danish Centre for Health Telematics (Denmark);
- Carelink (Sweden);

- Norwegian Centre for health informatics (Norway)®*;

87 http://www.cfst.dk/wm142478

88 http://www.regionsyddanmark.dk/wm157175

8 http://www.vll.se/default.aspx?id=14568&refid=1405

% http://www.helse-midt.no/defaultMaster 79317.aspx

! http://www.carelink.se/

9 http://www.telemed.no/

% http://www.sdu.dk/Om_SDU/Institutter_centre/C_clf_CenterLanddistriktsforskning.aspx?sc_lang=en
9 http://www.kith.no/
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- Norwegian centre for Telemedicine (Universal hospital of North Norway HF, Norway)
95

¢ who implemented the pilot cases:
- County Hospital of Funen (Denmark)®¢;
- County council of Vasterbotten, University hospital, Umea (Sweden);
- Mid-Norway Health Enterprise (Norway);
- Vilnius University Hospital Santariskiu Clinic (Lithuania)®’;

- East-Tallinn Central Hospital (Estonia)®s.

Private partners have not participated in the project. As mentioned in Section 6.3, the
national health care systems of the countries concerned are in charge of public
administration, private enterprises having only marginal roles. The public partners
preponderance is a common element of all countries involved in the project.

6.6. Universality of access and affordability

Universality of Access

Since the project has realised new services in peripheral and rural areas, where there is a
higher concentration of elderly and less educated people, a contribution to raise the
universality of access to healthcare in the regions involved can be directly attributed to the
project. The informatisation process of the healthcare system can be seen as a tool to
improve and simplify the access to services. However, according to Sorensen&Svendsen
(2007)%°, elderly and less educated people find more difficulties to gain the new
opportunities offered by the ICT tools, due to a lower attitude towards new technologies.
Since peripheral and rural areas are more characterized by higher average age and lower
education rates, a perverse effect may be produced. The embedded mistrust of the
residents can be a hard drawback to solve for having a successful implementation of the
new service provided by the project. The best way to build confidence has been identified in
the general practitioners: since they are reliable and trusted persons, especially for elderly
and less educated people, they can be a reference point for the patients, helping them to
get familiar with the new technology.

Affordability

Costs generated by the project and imputable to the Danish partner are borne by the
Danish public administration and not directly by the patients, according with the structure
of the DPHS. The patients do not have to pay any additional tariff to use the new telematic
services offered. Indeed with the health reform of 2002, if waiting time list in Danish public
hospitals is over 2 months, the DPHS covers all the expenses for healthcare services, also
in private and in foreign hospitals. The covered healthcare services include consultancy and
second opinion too. Although affordability is automatically ensured by the inclusion of the
project into the health systems of the concerned countries, increasing affordability was not
seen as a priority the project aimed to solve, as instead occurs in countries with more

% http://www.medcom.dk/wm1

% http://www.sygehusfyn.dk/wm259883

% http://www.santa.lt/

% http://www.itk.ee/

% Sorensen, Svendsen (2007), “Access to health care service in remote rural areas: what impact does it have on
settlement?”
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heavy private payments finance health care, where these costs are likely to be an
important cause of inequity on access!.

6.7. Thematic focus

Geographical remoteness and cross-border cooperation represent the two most relevant
thematic dimensions of the project analysed. Moreover, the supply of eHealth solutions can
improve the access of elderly people with low mobility to efficient and high quality services.

Cross-border service delivery

The main achievement of the project was the creation of a strong cooperation in the health
sector between Baltic Sea regions. This was possible through the adoption by the partners
of guidelines and procedures to overcome different kinds of barriers: technical, legal,
economic and organisational®®!,

Concerning the technicalities that must be faced to create an interconnected and
interoperable network, the guidelines insisted on the necessity of homogeneous
technological standards on internet connections and security. The latter topic is crucial to
protect patients’ privacy and confidential information. Both pilot services realised with the
project rely on safe and secure exchange of potentially very sensitive information and must
establish strict and credible security regimes. The Baltic Health Network is designed as a
private network, which cannot be accessed from the outside due to special permission
required.

Figure 9: Cross-border delivery services pre- and post- project
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When establishing a routine cross-border eHealth service, not only different technological
standards, but also different national rules and laws must be taken into account. It is
advisable to clarify these issues with the national health authorities to avoid any
malpractice charges, to ensure quality of service and to define the possible content of the
service in question. This is the reason why a compatible common legal framework was
established within the Baltic eHealth project framework. Confidentiality, security and safety
were, again, the first to be considered. To reduce furthermore vulnerability of the data
protection system the partners common duties that all the medical staff involved in the

100 phjlipa Mladovsky, Sara Allin, Cristina Masseria, Cristina Hernandez-Quevedo, David McDaid, Elias Mossialos
(2008), “Health in the European Union, Trends and analysis”, European Observatory on Health Systems and
Policies

101 | eif Erik Nohr (2006), “Cross border eHealth in the Baltic Sea Region-what issues should be considered?”
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project had to keep. Another important legal issue concerned responsibility. The use of
eHealth solutions and services shall not in any way reduce the professional responsibilities
and duty of care of the personnel. At the same time, with a restrictive regulatory approach
on responsibility, eRadiology and eUltrasound could have been used only for a doctor-to-
doctor advice or for research purposes and in this first phase they could not have replaced
such services where a hospital or a medical centre does not have radiologists in house or
where the existing radiologists’ workload is too heavy. Thus, to find a balance between
ensuring the responsibility principle and having an effective operation of the services had
been necessary.

The main economic barrier to overcome mainly concerned public reimbursement. Each
country has a different national healthcare system covering different services and public
reimbursement of cross-border eHealth services is not contemplated so that prices and
quantities of the services exchanged on the transnational network have been regulated with
specific contracts between the parties.

According to the opinion of the project manager, even if the project can finance its
operative costs itself, the contribution of Structural Funds was essential to overcome the
more relevant barriers show above. Without the intervention of European Community’s
funds probably nothing would be done'®2. However, an issue that was not possible to solve
through a guideline was the cultural one. The nationalism is still a strong element of the
European cultures that all European policies have to face it. The only way to overcome this
hinder is working together in cooperation. The main point is to make the parties more
familiar with each other so that trust can developed. A good collaboration between the
clinicians and the technicians is fundamental in any eHealth service. The creation of a good
communication habit implies however some organisational changes and not all practitioners
may have a positive opinion about the cooperation, and a change forced in a “top-down”
direction can be refused by someone. Thus, this change has to include the participation of
the medical staff (both doctors and nurses) from the beginning of the process, in a
“bottom-up” process!®. To have this it seems advisable to start cooperation on small scale
through pilot cases, as it happened in the Baltic eHealth project.

Geographical remoteness of the service provided

The geographical remoteness has a role in the supply of health care services. In a context
of on-going depopulation and closures of small hospitals in rural areas, the development of
telemedicine and new technologies applied to health can be a way to counteract these
trends.

Although for the majority of population the access to health care services is not a decisive
factor in the choice of residence, all appreciate high qualitative and accessible health
services, and in rural areas about half citizens stands up for reach these targets through
eHealth technologies'®®. As underscored by the survey of Sorensen and Svendsen (2007),
eHealth solutions (i.e. consulting a specialists over video phone or having a doctor in a
foreign country who evaluate X-rays), under certain conditions can be able to counteract
part of probable migration from remote rural areas and can improve the attractiveness of
those areas. They permit also to avoid closure of many small hospitals with capacity
problem thanks to their connection to a network of foreign hospital with surplus capacity.

Aging population
One of the big challenge facing all the Danish regions, as well all Western Europe ones, is
the demographic change. In the future years, the increase of non-working population will

102 Opinion of the project manager

103 | eif Erik Nohr (2006), “Cross border eHealth in the Baltic Sea Region-what issues should be considered?”

104 Sorensen, Svendsen (2007), “Access to health care service in remote rural areas: what impact does it have on
settlement?”
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be more pronounced in rural areas than in the cities. Elder inhabitants need more medical
treatments and eHealth solutions can improve the health services offer without an
untenable costs increase. However, a precondition for a successful implementation of
eHealth technologies is that users have a positive attitude towards these solutions. Elderly
and people with low educational level feel less comfortable with these technologies!®® and
this is one of the reasons for which it is difficult a full achievement of the paperless
hospitals goal in short term.

6.8. Contribution to cohesion policy objectives

In the Denmark NSRF, “peripheral areas” are defined as relatively weak municipalities-with
low income and low demographic growth-characterised by a business structure with a large
number of small enterprises in traditional sectors such as agriculture and manufacturing.
The population in the peripheral areas is stagnant or actually in decline, and for the coming
years no change is foreseen. The level of education is lower. Unemployment is relatively
higher than the national level, and the areas are characterised by a higher proportion of
persons outside the workforce.

Patients employment status, income, education, and financial system of the service have a
strong influence on the accessibility of health services (access to hospital, to general
practitioners or specialists)!’®. One of the main goal of cohesion policy is to improve the
attractiveness of these areas, in order to mitigate their problems. The provision of public
services, included healthcare services, can support the growth of peripheral areas’
economies. According to the evolution of the European policies (see for example eTen
programme), a new approach to do it is through the new technologies since they can
increase regional competitiveness while keeping costs low.

The Baltic eHealth project perfectly fits into this context, even if its actual impact on
cohesion policy targets is today limited, due to the need of consolidating the newly adopted
legal and technical framework between the countries concerned. However, if all project’s
partners will keep maintaining their engagement about the implementation and running of
the network, the project will generate long-term effects, contributing to the realisation
cross-border service delivery. The creation of a cross-border health technology can
contribute to spread best practice and knowledge and helps to overcome cultural prejudice
between specialists, especially about competence of foreign practitioners. For example,
concerning service outsourcing, Danish radiologists have fear of the economically unequal
competition of the East European specialists. In the opinion of the project manager, the
only way to shatter these barriers is to work together and to build a common platform of
knowledge to reduce differences between European regions and improve healthcare
services. It is therefore recommended to enlarge partnership with other hospitals in rural
areas and to integrate all project member, i.e. to allow to Swedish and Norwegian clinics
access to e-radiology services in Estonia and Lithuania, and vice versa. With these solutions
it will be possible to improve health care services for all patients in the Baltic Region.
Although a cross-border health network between Baltic countries was already conceived in
the early '90 years, in the project manager opinion, nothing would have been implemented
without the EU support because nobody would have taken charge to borne the starting
costs. Thus, despite a still limited impact of the project on regional cohesion, the ERDF has
given a fundamental contribute to start an ongoing transnational cooperation. For example
in 2007 the R-Bay project has started, a spill-over project based on eRadiology with the
aim to establish an online eMarketplace within the field of radiology and to thereby pave

105 Sorensen, Svendsen (2007), “Access to health care service in remote rural areas: what impact does it have on
settlement?”

106 philipa Mladovsky, Sara Allin, Cristina Masseria, Cristina Herndndez-Quevedo, David McDaid, Elias Mossialos
(2008), “Health in the European Union, Trends and analysis”, European Observatory on Health Systems and
Policies
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the way for the creation of an internal market for exchanging imaging services which will
lift the sharing of healthcare resources to a new dimension within a pan-European scope
and consequently even out the radiological resources!®’,
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7.0. Background information

a) Country
b) Region
c) Full Project Title

d) Duration
e) Programme

ESTONIA

Ida-Viru, Jogeva, Tartu, Pdlva and Voru County

River Emajogi and River Vohandu Catchment Area Water
Management

31.03.2005-31.12.2010

Cohesion Fund, National Programme 2004-2006

f) Total Cost EUR 53 695 000

g) EU Contribution Cohesion Fund 85%

h) National Contribution RERG

i) Private Contribution 0%

Environment

j) Sector

k) Sub-Sector

Management and distribution of water (drinking water) and
water treatment

1) Beneficiary Ltd Emajde Veevark (private body); (Emajde sub-project)
Ltd Polva Vesi (private body); (Pdlva sub-project)

Ltd Voru Vesi (private body); (Voru sub-project)

m) Implementing body Ltd Emajde Veevérk; (Emajoe sub-project)

Ltd Pdlva Vesi; (POlva sub-project)

Ltd VOru Vesi; (Voru sub-project)

Implementing Agency for Cohesion Fund projects:

Environmental Investment Centre (EIC)

7.1. National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

A large part of the Estonian National Strategic Reference Framework!®® (NSRF) is directed
to the provision of services of general interest.!% Estonian NSRF states: “To develop in the
years 2007-2013 the eligible policy areas with the help of European Union (EU) structural
assistance as efficiently as possible for attaining long-term development (including moving
towards the objectives of the “"Sustainable Estonia 21”), the headline objective for the NSRF
is set as follows: fast and sustainable development.” This objective entails in itself three
sub-objectives: increase the competitiveness of the economy; increased social cohesion;
more sustainable use of environment. It is indicated that adding EU structural assistance to
own resources allows Estonia to potentially remarkably accelerate the socio-economic
development in the country and raise national competitiveness. Estonian NSRF SWOT
brings out that some important weaknesses of the country are regional imbalance of
development as well as relatively large environmental burden of economic activity,
including outdated and insufficient environmental infrastructure. Setting the priorities for
funding also reflects the importance actually given to the provision of SG(E)I. 4 out of 6
priority axes in the NSRF are directly addressing the provision of SG(E)I out of which NSRF
priority 4 addresses especially environmental theme: Priority 4: Sustainable use of
environment-Development of water use and protection and waste management. This
priority is in compliance with the general Community guideline “Make Europe and its
regions more attractive places to invest and work”. Within the framework of the priority,
attention will be paid to the strengthening of synergy between environmental protection
and economic growth. The planned activities will primarily be connected with the task
defined in the guidelines to make essential investments into infrastructure for achieving

108 http://www.struktuurifondid.ee/public/Estonian_NSRF_21June07_ENG.pdf
109 Even though not explicitly mentioned in the NSRF in sense of this exact definition (as referred for example in
Green and White Paper on Services of General Interest).
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compliance with the EU environmental acquis related to water protection, waste prevention
as well as the protection of air and nature and species.

It is inevitable and common understanding among the public administrators in Estonia®®
that ERDF and CF support (mainly investments), especially in remote and sparsely
populated areas may extend the scope of SG(E)I and especially reinforce social and
territorial cohesion. This support will thus have a positive effect on the evolution and
extension of services offered. Without such support, the territorial differentiation in
availability, price and quality of services in those remote areas will remain. This is more
than relevant when considering the provision of drinking water and waste water services.
Therefore, the Estonian NSRF clearly takes the focus on the provision of SG(E)I in different
areas. Mid-term evaluation of Structural Funds Operational Programmes (OPs) 2007-2013
in Estonia''! brought out the proportions of ERDF support to different areas as well as the
proportion of investments in these areas. According to this, the share of the investments
into infrastructure is very high in Estonia, forming 70% of the funds, highest in transport
(18%) and environment (13%) sector. On the one hand large scale support to construction
sector helps to sustain domestic demand and clearly contributes towards the objectives set
by the EU in provision of SG(E)I. On the other hand the evaluation criticised that these are
the investments which have only moderate influence on the main economic goals: the
creation of knowledge-based economic structure and the growth of productivity. However,
considering the ultimate aims of the provision of SG(E)I (e.g. universality, continuity,
quality of service, affordability)!!?, infrastructure investments in Estonia are extremely
important in order to provide possibilities for the inhabitants to get universal access to
basic services and entrepreneurs to be able to facilitate their activity in the first place.
Therefore, NSFR strongly emphasises the role of SF in supporting the modernisation of
basic infrastructure needed for the provision of high quality public services as well as
services of general interest including water resources management. Promoting universal
access to public infrastructure and basic services for equal and high quality life is a
horizontal theme in almost all priority axes and one of the main focuses of the NSRF and its
OpP-s.!13

As can be seen from the Figure 10 in 2000-2006 most of the ERDF support was directed
into social infrastructure (over 63%). However, this does not indicate the Cohesion Fund
(CF) figures which in 2007-2013 is subject to the same rules of programming, management
and monitoring as ERDF under the Convergence objective. Therefore, the proportion of
environmental infrastructure for example is quite low compared to the period 2007-2013
where CF is considered together with all SF funding in NSRF (amounting to EUR 1 151
million). In addition to the amount of ERDF in 2004-2006 (EUR 375.4 million), EUR 431
million of CF expenditure was distributed to infrastructure projects in Estonia (especially
environmental infrastructure). As seen from the funding proportions of 2007-2013 most of
the support is directed to investments in social infrastructure, transport and environmental
protection and risk-classically the areas of SG(E)I provision.

110 Also indicated by the interviews conducted for the case study.

11 http://www.struktuurifondid.ee/public/Struktuurivahendite_rakenduskava_hindamine.pdf

112 5ee also European Commission (2003) Green Paper on Services of General Interest in Europe.

113 There are three OP-s attached to the Estonian NSRF: Operational Programme for Human Resource
Development; Operational Programme for the Development of Economic Environment; Operational Programme for
the Development of the Living Environment (http://www.struktuurifondid.ee/index.php?id=12034).
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Figure 10:
2004-2006

2004-2006 and 2007-2013 ERDF programmed expenditure for SG(E)I

2007-2013
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Source: Authors processing of DG Regio data

The strategic approach of the NSRF in 2007-2013 largely follows similar set of priorities as
were addressed by the Single Programming Document (SPD) and its implementation plan
in 2004-2006. The biggest change regarding the provision of SG(E)I which also includes
support to water resources management comes from the overall change in the EU Cohesion
Policy according to which whole programming process at EU, national and local level will be
driven by a single political document and not separately for the CF and SF as was in 2004-
2006. This should guarantee the simplification and more flexible management of the funds
as well as stronger involvement of regions and local players in the preparation of
programmes. This has meant a thorough change in the management and operation
systems of the CF resources in Estonia. Such arrangements introduced open application
round procedure in water resources management sector and have also enabled local
governments to submit environmental infrastructure projects individually. This, for
example, was not applicable to them in 2004-2006 as the CF rules prescribed a minimum
size of the project which enforced local governments to submit larger scale projects in
cooperation with other local authorities. Moreover, stronger competition pushes local
governments to plan and prepare their projects more carefully and responsibly. This was
one of the weakest links in the previous CF environmental infrastructure projects in
Estonia. Overall, this rearrangement in the operation of the environmental infrastructure
support is welcome for the better planning of targeted SG(E)I investments.!*

7.2. National framework in the provision of SG(E)I

Attaching high priority to environmental activities in Estonia is warranted mainly due to the
weaknesses related to the insufficiency and ageing of environmental infrastructure (water
supply, waste water treatment, landfills, external air protection equipment, etc). Also,
regarding the low number of population of Estonia and the low productivity level, the
negative impact on natural environment in some areas is too big. It generates dangers to
people’s health and/or worsens the conditions for entrepreneurial activity in certain areas.

As the area of use and protection of water in the EU is largely regulated by directives, it is
of primary importance for Estonia to achieve compliance with the requirements established
by these. The central pieces of legislation governing the field of water management in
Estonia are the Water Act (consolidated text July 2002) and Public Water Supply and
Sewerage Act (consolidated text July 2002). Under these several pieces of secondary

114 Also described by the Ministry of Environment: Principles of Funding Water Infrastructure Projects from the
State and the Cohesion Fund (October 2007)
http://portaal.ell.ee/orb.aw/class=file/action=preview/id=12108/Veeinfrastruktuuri+rahastamise+phimtted_31.10
.07AU.pdf
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legislation have been established. All requirements and obligations established by the EU
water legislation!!® have been transposed in Estonia mainly in the framework of these Acts.
Water management activities for achieving a good status of water bodies are organised on
the basis of sub-basin water management plans. Water management plans provide a
common framework of action to protect and improve the status of aquatic ecosystems and
prevent it from further deterioration, promote sustainable use of water, protect the aquatic
environment from discharges, emissions and other damages and dangerous substances.
This arrangement also enables better to achieve a sufficient supply of high quality surface
and groundwater for sustainable and balanced use of water. According to these
requirements this case study project has been prepared in accordance with the Lake Peipsi
sub-basin which is part of the big East-Estonia basin.**®

According to the Local Government Organisation Act (1993) Art. 6 Functions and
competence of local governments include among others the supply of water and sewerage.
Art. 35 (1) states that a rural municipality or city may found agencies for the provision of
important services, may be a partner or shareholder in a company of significant importance
in the development of the municipality, may found foundations and be a member of a non-
profit association. Accordingly, this type of arrangement-shareholding in local municipal
water companies providing the services-has been almost universally used in local
governments in Estonia and is a system supported and suggested by the Ministry of
Environment especially for enhancing the use of CF. In 2004-2006 CF rules prescribed that
the minimum amount of CF projects must be at least EUR 10 million (this requirement has
been abolished in 2007-2013) which was very difficult to achieve by municipalities on their
own. Thus, in order to achieve the minimum required amount of EUR 10 million in CF
projects as well as to reduce the number of applications (and thus the management burden
of the Fund) the Ministry of Environment designed the system of regional water utility
companies where several municipalities had to cooperate and which could apply for CF
support. This also solved the question of VAT as being private enterprises these regional
water utility companies can claim the refund of VAT while buying goods and services. This
is not an opportunity for municipalities and therefore this would have considerably
increased the co-financing rates of the latter while applying for CF support and
implementing the projects.

Therefore, the water management in Estonian municipalities is carried out through the
delegated management where the service provision is entrusted to a legal entity in the
form of private company controlled by the delegating local authorities (according to the
Local Government Organisation Act Art. 35 (1), see above). This does not involve public
procurement process. Local governments belonging to the same hydro graphic water basin
areas are full shareholders of these regional water utility companies. Own financing (usually
10%-15%) will be covered by the water utility companies which they in turn cover from
selling of shares to the local governments. At the same time the infrastructure that will be
built/reconstructed with the CF support will be the property of the water utility company for
at least 5 years after the finalisation of the project. This kind of system was favoured by

115 Urban Wastewater Directive 91/271/EEC and Drinking Water Directive 98/83/EEC are the most investment
intensive ones among water directives. Implementation of the above two directives requires the reconstruction of
old and construction of new sewage treatment plants and drinking water treatment plants, but also the extension
of public water supply and sewer systems and reconstruction of worn-out pipelines (see also Ministry of
Environment http://www.envir.ee/67388). Overall, the SG(E)I improvement analysed here is important for
achieving actual implementation of the following EU water sector legislation in Estonia (Project Application):
Water Framework Directive 2000/60/EC;

Directives 80/778/EEC, 98/83/EC and 75/440/EEC on drinking water and drinking water sources;

Groundwater Directive 80/68/EEC;

Dangerous substances, Directive 76/464/EEC together with its daughter directives;

Directives 91/271/EEC according to Articles 3, 4 and 5; 93/481/EEC on urban wastewater treatment.

116 Estonia has 3 main hydrographic river basins (East-Estonia river basin, West-Estonia river basin and Koiva river
basin) and 9 sub-basins (http://www.envir.ee/67250).
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the government and represents initiative for restructuring local water and wastewater
sector through which also small municipal water utilities were motivated to be merged into
bigger regional water and wastewater companies. This in turn was meant to enable to put
on place proper pricing mechanisms, guarantee better management and implementation
practices and overall sustainability of water and wastewater infrastructure. Currently the
whole sector is managed through the cooperation of local governments in these water
utility companies (52 bigger ones, however, also a humber smaller ones belonging to the
local governments). This relationship between local governments and water utility
companies as actual providers of SG(E)I implies that the private company (owned 100% by
local governments) has complete responsibility for operating the system, and making the
necessary investments in the infrastructure; it thus takes also responsibility for financing
them at its own risk.!!” Following this, the arrangement of the water management in this
case study is more precisely agreed upon in the Shareholders Agreement which is similar in
almost all CF water management projects in Estonia due to the development and design of
its necessary legal aspects with the help of the Estonian government.

Such delegated form of the service provision has been also regulated by the previously
mentioned Public Water Supply and Sewerage Act which is the main regulation on national
level for practical arrangements in the water management sector. It states that setting up
the water utility company (when local government is owning the infrastructure) as well as
setting the prices for services will be decided by the formal acts of local councils (Art. 7 and
Art. 14 (3), also in accordance with the Competition Act Art.14 !'%), There have been
concerns over the limitations set by these clauses to the water utility companies. The latter
are the direct beneficiaries of the CF in water management sector. They are also
responsible for the implementation of the projects and further operation of the services
(according to the CF rules at least for 5 years after the completion of the project). The fact
that at the same time they have no full control over the pricing and tariff policy (as the
latter must be agreed by the local government councils) does not take away the
responsibility of water utility companies to provide high quality service and the
maintenance of the infrastructure. However, the pricing policy as confirmed by the local
governments may not envisage all necessary costs in the price of the service.'*® This has
also generated the situation where tariffs in services provided by the same water utility
company differ considerably according to the shareholder municipalities or where local
governments have artificially tried to keep the prices down. The latter in turn can seriously
threaten the sustainability of the infrastructure and service as the result may be intolerably
high tariffs for households in the future to compensate the deficits induced by the
uncovered infrastructure amortisation costs.

However, currently a new regulation is being discussed in the parliament regulating
monopolies providing universal services for citizens which also includes water services.?°
The aim of this draft bill is bigger consumer protection by giving the control over SG(E)I
prices and tariffs from local government and water utility companies to the Estonian
Competition Agency (especially considering 52 bigger water utility companies including the

117 water utility company is the owner of the infrastructure as well as a service provider during and at least 5
years after the completion of the CF project. However, all important decisions (e.g. tariff setting, finding additional
operators etc) are ultimately made by the shareholders local municipalities. After 5 years and depending on the
decision of each shareholder municipality a certain part of the infrastructure may be converted back to the
property of local governments. The latter can then decide about different service provision models (e.g. finding
operator through the public procurement process or operating the service on its own).

118 Stating the rules for private legal actors nominated the special status or sole role in a specific sector market.
119 Tnterviews; Principles of Funding Water Infrastructure Projects from the State and the Cohesion Fund (October
2007)
http://portaal.ell.ee/orb.aw/class=file/action=preview/id=12108/Veeinfrastruktuuri+rahastamise+phimtted_31.10
.07AU.pdf

120 Act for Steering Monopolies-draft bill
(http://www.riigikogu.ee/?page=en_vaade&op=ems&eid=790420&u=20100305111029).
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current project beneficiaries) and setting the rates of reasonable profitability that can be
calculated into the service provision costs. This should better regulate the universal access
of consumers to these services and decrease the risks of inequality in the tariffs according
to the jurisdiction areas of local governments.

7.3. Project description

According to the project application the main goal of the project is to enable municipalities
of the project area (altogether 28 municipalities in five counties) to achieve compliance
with relevant Estonian and EC environmental law.!?! The overall objective will be achieved
by attaining the two following specific objectives:

1. to improve and guarantee the supply of high quality potable water in municipalities that
are located in the project area;

2. to control and minimise of wastewater pollution loads within and originating from the
project area.

The main problem in the project area is poor condition of the water and waste water
systems and still poor access to central public water supply and public sewerage system
(on average 60-75% of the population concerned, in some settlements below 50%). There
are also problems with drinking water quality in the project area. Most problematic is high
content of iron and fluoride. Water network is mostly in poor condition and 10-40 years old,
constructed of cast iron, iron and plastic pipes. There is no water treatment in most of the
participating settlements. Existing waste water treatment plants (WWTP) have different
problems-low treatment efficiency, poor condition or missing post-treatment (bio ponds),
missing sludge treatment, over- or under dimensioned WWTPs for present hydraulic load
etc. Implementation of the project helps to improve water and wastewater management in
the region and gain two main priorities:

e construction and reconstruction of water treatment systems and networks gives to
population possibility to consume high quality drinking water, allows better and rational
use of water resources;

e construction and reconstruction of sewage treatment systems and networks helps to
reduce overall pollution load, minimize health risks, decrease load of infiltration water in
sewerage system and protect groundwater resources and surface water bodies.

The ultimate beneficiaries of the project are inhabitants of the included settlements (28
municipalities) who will get an access to high quality water supply and waste water
treatment systems. In that sense the project is targeted to all citizens concerned (who live
in the area) and the objective is to provide to 95% of the inhabitants of the villages and
areas of Emajde and Vohandu catchment area an access to qualitative water and sewage
systems (average rate 60-75% before the project). The project is a group of projects and
therefore it covers following sub-project areas:

e Project 1 (managed by Ltd Emajdoe Veevark) covers 22 municipalities - 18 in Tartu
County, 3 in Jogeva County and 1 in Ida-Viru County (149 006 inhabitants in 2010);

e Project 2 (managed by Ltd Pdlva Vesi) covers 4 municipalities of the Pdlva County
(43 853 inhabitants in 2010);

21 Estonian Policy on Raw Sewage Discharges, Water Framework Directive 2000/60/EC, Urban Waste water
Directive 91/271/EC, Directives 80/778/EEC, 98/83/EC and 75/440/EEC on drinking water and drinking water
sources and the Trans-Border Water Bodies Convention and HELCOM Recommendations.
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e Project 3 (managed by Ltd Voru Vesi) covers 2 municipalities in the Voru County (8 800
inhabitants in 2010).

Figure 11: Map of the project area

IDA-VIRU
COUNTY

g
POLVA COUNT!
Actually, the application does not explicitly indicate neither the exact number of the
affected people (it only gives estimation of the proportion) nor the future service area
which actually questions the whole value of the cost-benefit analysis of the project. There is
a threat that the actual connection rate after the completion of the project may be much
smaller as the connections will be drawn until to the border of the private properties and
the connection fee (approximately EUR 640) must be covered by the households
themselves in order to benefit from the service. However, the latter may be too high for
several households. One option for completing the target is not to levy additional
connection fee from the households after the completion of the construction works. This will
be the decision of affected municipalities and water enterprises after the completion of the
project (estimated in 2011). Indeed, currently the sub-projects do not levy additional
connection fees, however it was clear from the interviews that this situation will only last
for some time and will probably be changed in the future (after 2010). Project managers as
well as representatives from the Environmental Investment Centre (EIC, acting as
Implementing Agency for the CF) are also quite optimistic about the actual number of final
beneficiaries (including the current ones who will benefit from the reconstruction works as
well as new clients and the number of those groups who will have a possibility to join after
the project has been completed). Even though final conclusions can be made only after the

project has ended in 2011 currently no serious risk of refraining from initial target for
beneficiaries has been envisaged by interviewed authorities and project managers.

RUSSIA|

LATVIA

Source: Project fiches

The project includes renovating or drilling new wells where drinking water does not comply
with standard and building and reconstruction of outdated water and waste water networks.
The project consists of three specific sub-projects: 1) In Emajde sub-project building and
reconstructing 166 km water supply network, 208 km sewer pipe, 54 drill wells, 29 drinking
water treatment stations, 67 water tanks, 58 waste water pumps and 33 sewage plants; 2)
In POlva sub-project building and reconstructing 39 km water supply network, 61 km sewer
pipe, 7 drill wells, 2 drinking water treatment stations, 2 water tanks, 9 waste water pumps
and 7 sewage plants; 3) In Voru sub-project building and reconstructing 33 km water pipe,
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38 km waste water pipe, 1 drill well, 1 drinking water treatment station, 2 water tanks, 1
waste water pump and 1 sewage plant.!??

7.4. Specific aspects of SG(E)I affected by the project

Environment is clearly one of the areas subject to SG(E)I discussion. Providing the
population an access to clean drinking water as well as waste water system is inevitable,
stated in many EU Directives as well as Estonian national laws.'?®> Environmental
infrastructure construction has been also one of the most important areas for local
governments in Estonia, especially in most remote areas like also addressed in Emajde and
Voéhandu Catchment area project. As with many other CF water management projects the
following specific aspect/objectives of SG(E)I will therefore be realised and enhanced with
this particular project:

e Territorial accessibility: the project area covers parts of Estonia where due to the low
density of population and therefore extremely investment intensive service provision
needs the previous drinking and waste water network was missing or very defective. In
some settlements in the included sub-projects less than 50% of population had an
access to the water and waste water networks. This CF investment clearly is an
enormous benefit for increasing the territorial access to water services and providing
quality of life to inhabitants located in the project area (altogether affecting directly or
indirectly approximately 202 000 inhabitants i.e. over 15% of Estonian population). ***

e Service continuity: low quality and defective systems will be reconstructed, pollution
risks limited and new connections to further settlements established. Supplying more
inhabitants with water and sewerage services and guaranteeing the service continuity
by proper reconstructions of water and waste water treatment systems also helps to
improve environmental quality and whole quality of life in the project area.

e Social accessibility and affordability: the expansion of the access to high quality
drinking water systems as well as waste water and sewerage networks requires large
investments and further operation costs which inevitably affects the price of provision of
these services. According to the views of the project managers affordable and
reasonable tariffs can be set due to the expansion of the infrastructure as a result of the
large scale CF investment. As Public Water Supply and Sewerage Act'?® prohibits the
discrimination of service clients in setting tariffs, local governments and water utility
companies are not envisaging measures for price subsidies for more disadvantageous
groups in this particular service. Rather local government social support schemes will be
used in order to prevent less advantageous groups from retaining from the access to
the service and therefore distorting the overall objectives of the investments.

e Efficiency and effectiveness of service provision: this is enabled by expanding the
necessary infrastructure and therefore capturing the benefits of “economies of scale”.
Moreover, further operation of the water services will be more efficient and the service
provision effective when the client base increases, large amortisation costs are reduced
and new systems established. This is also facilitated by the current set up in water
provision services where local governments are grouped together in holding shares and

122 See also EIC http://www.kik.ee/?op=body&id=418&art=66.

123 After the implementation of the project, compliance with directive 98/83/EC Water Intended for Human
Consumption, will be achieved by the fact that a lot of inhabitants will have access to high quality public
freshwater supply services. Compliance with Urban Waste Water Directive 91/271/EC and Estonian Requirements
for Waste Water Discharged into Water Bodies or into Soil will be achieved by increasing number of population
provided with sewerage services.

124 participating local governments cover over 10% of the total surface area of Estonia which impacts the overall
condition of Lake Peipsi sub-basin of approximately 10 000 km2 i.e. over 20% of Estonian surface area.

125 Art, 14 (4)
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cooperating in a water utility company'?® which has the following effects on overall

sustainability of water and wastewater operations in the region:

- overall decrease of operational expenses as one company has considerably smaller
overhead expenses;

- increased efficiency in using equipment, due to fact that company has better
opportunity to use equipment (as it has wider operational territory and higher
number of clients);

- uniformed standards of service and environmental protection can be put in place
and centralized monitoring of those standards can be implemented. Smaller
companies have no capability for this kind of regulation;

- quality of the drinking water due to the fulfilment of the requirements set with the
EU and national level regulations. Additional supplying of inhabitants with public
water supply provides good quality of drinking water to the population unsupplied in
present time. Waste water services and application of drinking water purification
(removal of iron, stabilisation) should lead to an overall improvement of health and
environmental protection;

- extension of sewer and purification service, preservation of natural water resources,
protection of water bodies and the improvement of environmental parameters.
Project will result in reduced pollution loads into River Emajogi and River Vohandu
and conserve freshwater reserves due to reduced leakage.

In short, the expected result of the project is to provide 95% of inhabitants of the Project
area an access to high quality water and sewage systems; reduce water losses (5-10%);
avoid that the polluted waste water will damage the surface water, surface and ground
water and avoid that the infiltration water will damage the sewage systems (on average
expected achievement rate 10%). Longer term results and impacts of the project according
to the summary of its socio-economic impact analysis refer to the increase in overall life
quality of population, decreasing difference between life quality of rural and urban areas
which reduces migration of population from rural areas to towns and improvement of the
quality of environment for the entrepreneurship which means increase in the number of
workplaces and decrease in unemployment. Therefore, this clearly emphasises the aspects
of SG(E)I, mainly universal access to services and quality of life along with the overall
territorial and social cohesion.

However, the achievement of the targets and anticipated impacts with the help of CF in this
SG(E)I may be problematic due to several shortcomings in the preparation of involved large
scale sub-projects as well as in their implementation and governance. For example, due to
the increases in construction works prices during last years many participating
municipalities have faced difficulties in order to cover their own financing (10% for local
governments) in the project as well as the project management expenses.!?” Overall

126 This general framework for water management was established exactly due to the CF investment possibilities,
see also Section 7.2.

127 Increase in construction works prices seriously haltered the implementation of the project and water
management projects in general. Ministry of Environment estimated that planned CF investments almost doubled
due to the economic boost and rapid increase in prices in 2005-2007 and this increased the need to find proper
measures for dealing with the situation by the state and local governments. Current project also faced increase in
prices by approx. EUR 1.1 million. Therefore, many initially planned investment plans had to be reconsidered (at
the same time not seriously hindering the set targets), several procurement procedures cancelled and
implemented in smaller parts. The latter is actually favoured approach by the Ministry of Environment as it enables
to facilitate competition by allowing also smaller construction companies to take part in the procurement process
and activate local economic situation (Principles of Funding Water Infrastructure Projects from the State and the
Cohesion Fund (October 2007). Strategic decisions taken by the state as well as the overall economic crisis which
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economic crisis and the worsened situation of households may strongly influence the
degree of actual access to these services in the future. Therefore, correct management
decisions should be made in order to fully consider the obstacles and achieve the
anticipated results of the project.

However, it is still clear that the contribution of the SF and in this case the CF has made
possible the financing and the implementation of the project. All project participants at the
national, local and practical level are quite convinced that investments of this kind would
have not been possible without the CF support. This would have meant real distortions for
complying with necessary EU Directives. What is more important, it would have seriously
haltered the provision of universal access to this service (drinking water, waste water
treatment) to a large amount of people.!?8

7.5. Governance aspects

While developing CF water management projects, the principle of hydro graphic basins and
sub-basins is considered, according to which it is viable to develop projects in a group. That
is why several water-related cooperation projects of local governments have been initiated,
including the current one, in collaboration with the Ministry of Environment, the Ministry of
Finance and the EIC. In all 2004-2006 CF water management projects in Estonia
participating municipalities have decided to rely in their region upon a single water utility
company that would deploy sufficient resources to implement the project and furthermore
manage the infrastructures in a sustainable way after the project is completed. For this
purpose, respective Shareholders’ Agreements have been concluded in June 2004 for this
project as well,1?°

has considerably lowered the construction prices have still enabled to carry out most necessary investments as
envisaged in the project and its sub-projects.

128 To some records more than 30% of overall Estonian population suffered from low quality drinking water and
the lack of sewerage before CF investments were prepared in 2004. In larger settlements the standards have been
mostly fulfilled, however, bigger problems were related with smaller towns and rural areas. See also
http://www.postimees.ee/160304/esileht/129155.php.

129 Key points of the Shareholders Agreements are:

(a) All participating municipalities will become shareholders of the company. The company’s shares will belong
only to municipalities and no third party, including private funding, is involved as shareholder.

(b) The shareholders of the company will raise capital to cover 10% of the total project investment as co-
financing. As a general rule, each municipality will pay for its shares according to the volume of planned
investment on its territory. Regarding the rest of the investment, it is expected that up to 85% of the project will
be financed by Cohesion Fund through National Fund and the remaining amount (minimum 5%) will be financed
by the State.

(c) The company concludes with the State a co-financing and project management agreement that governs
financing of the project by the company (10% + VAT) and the State (Cohesion Fund expected 85% + state’s own
resources 5%), public tenders, provisions on company'’s liability before the State, rules on monitoring, reporting
and supervision etc.

(d) The company will act as the beneficiary for the municipalities and will commission all the works, pay VAT and
seek recovery of VAT.

(e) The company will acquire, as in-kind contribution to the company’s share capital, all water and waste water
infrastructures in the project area that currently belong to the municipalities or their subsidiaries. This is to
achieve a situation where all new or reconstructed infrastructure that will be funded by Cohesion Fund as well as
other existing infrastructure that have been already renovated would form together coherent networks that belong
to the company. It will eliminate risks of shared ownership and fee sharing disputes and will contribute to
sustainable and transparent management and pricing.

(f) The Company's main activities are maintenance of infrastructure and selling water and wastewater services for
private and institutional clients in the project area. Pursuant to Estonian law, each municipality has to appoint an
operator who renders water and wastewater services through a public competition. In case the company will not
win the public competition, it is obliged to rent its infrastructure to the operator and collect respective fee.

(g) The Shareholders Agreement regulates all price calculation mechanisms and implementation of prices, both for
(a) instance when the company rents the infrastructure to an operator or (b) instance when the company itself
renders water and wastewater services to the clients.

(h) The Shareholders Agreement prohibits any profit distribution in any form whatsoever during next 25 years i.e.
all income generated by the company will be accumulated or used to further water and wastewater investments in
the municipalities.
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Therefore, the main partners and direct beneficiaries (in terms of funding) of the project
(and its three sub-projects) are three water utility companies in affected regions-Ltd
Emajde Veevark, Ltd P3lva Vesi, Ltd V3ru Vesi.'*® They in turn are accountable to the local
governments affected by the project and acting as shareholders of these companies (28
municipalities altogether out of 46 in the project area). The government (especially Ministry
of Environment and EIC) can be considered as an important partner of the project which
funded all the necessary preparation work for the project application, including legal
services for the establishment/organisation of water utility companies, cost-benefit analysis
etc. (funded by the budget of EIC).!*' Additional preliminary design projects and
procurement documents for investments had to be prepared which were also funded by the
state and not foreseen in the budget of the project. No technical assistance was used for
this as it would have taken more time than anticipated. All in all the project as well as CF
projects in general have been clearly a motivation for increased cooperation between local
municipalities in Estonia as well as in the dialogue between the state and the local
government level.

If to consider the triangle “the state-involved municipalities-regional water utility
companies” then all have one common goal for the implementation of the project-improve
both drinking water supply and wastewater treatment systems of the settlements in the
catchments areas of River Emajogi and River Vdhandu in Estonia. However, each has
individual interests as well. For Estonian Government (Ministry of Environment and Ministry
of Finance in this case) it is essential to fulfil the responsibilities taken by the accession to
the EU in environmental context namely fulfilling the necessary Directives by the time
required. Therefore, it was inevitable that the government was heavily involved in the
preparation process of CF applications (this is usually not the case of ERDF funding which is
smaller in volume and usually implemented through open application rounds; this heavy
involvement of the state in the preparation phase has also been abolished in CF projects in
the period 2007-2013). Local governments are interested in building and reconstructing
outdated infrastructure in order to improve the living environment and benefit from happier
inhabitants and further potential investments in the region as a side result of these
improvements. Both, the government and local municipalities are concerned with the
principles of SG(E)I as the ultimate goal is to raise the living standards in the (remote)
regions in Estonia. Water utility companies (out of which for example Ltd Emajde Veevéark
was established directly for this project) seek to broaden their coverage in providing the
service in the future as well as are interested in making profits. According to the
Shareholders Agreement involved water utility companies have two main functions: the
implementation of the CF project and guaranteeing of the maintenance and sustainable
development of the infrastructure and the service. The most important incentive scheme in
the Shareholders Agreement for the water utility companies is the possibility to set the
tariffs for the service which enables to generate certain profitability.'3? However, the tariff
system must be in accordance with the general requirements according to which the tariff
for these services should not exceed 4-5% of the household income.'** By now it is clear

130 | td Emajbe Veevéark is a new stock company with 22 shareholder municipalities whereas other stock companies
were expanded by admitting new shareholder municipalities: Ltd P8lva Vesi (with 4 shareholder municipalities),
Ltd Voru Vesi (with 2 shareholder municipalities). Therefore, in order to fulfil the CF requirements and at the same
time address the local needs this kind of public-private partnership was seen most suitable for enhancing
necessary cooperation of the project area and guaranteeing a proper management of newly built and renovated
systems in the future.

131 Interviews; National Audit Office of Estonia (2007) Development of waste water treatment infrastructure in
rural areas by the support of the Cohesion Fund. Audit.

132 Act for Steering Monopolies-draft bill
(http://www.riigikogu.ee/?page=en_vaade&op=ems&eid=790420&u=20100305111029): Indicates that
reasonable profitability remains between 7-8%.

133 Guidelines from the EU (The New Programming Period 2007-2013. Methodological working documents.
Working document no 4 “Guidance on methodology for carrying out the Cost-Benefit Analysis” CDRR-06-0006-00-

110



The inter-relationship between the Structural Fund and the provision of services of general interest and services of general
economic interest, and the potential for cross-border service delivery

that there were several shortcomings in the cost-benefit and economic analysis of the
project (also enhanced by the limitations for tariff setting induced by the Public Water
Supply and Sewerage Act)!** and the actual possibility for this profit achievement is still
questionable.3®

The whole project is very strongly built around the institutional context of the SG(E)I sector
involved. The project is linked to the implementation of relevant Community environmental
legislation as well as national legislation (see above). The project is also in accordance with
the National Environmental Strategy and National Environmental Action Plan which is a pre-
requisite for CF projects in Estonia. Therefore the institutional framework of the SG(E)I
sector involved in the project did influence the project design and its realisation to date to
an utmost extent and was the main motive and impetus for developing such a large scale
(involving 28 municipalities) and in many aspects exceptional project in Estonian
environmental sector.

7.6. Universality of access and affordability

Universality of access

The main focus of the project is to provide high quality and acceptable service for the
population affected by the project territory universally. One basic aim of this large scale
environmental investment project is therefore to reduce the disparities in the access to the
services between population living in urban and rural regions in Estonia which is explicitly
also mentioned in SPD 2004-2006 and Reference framework for the Cohesion Fund 2004-
2006 in the environment sector as well as in NSRF 2007-2013. In urban areas in Estonia
the consumption of water is higher and the amount of investments directed to the
necessary infrastructure has been quite remarkable during the recent years. The situation
is completely different in sparsely inhabited rural regions like mostly covered by the current
project. As entire drinking water supply of target region relies without exception on
groundwater, the fact that an important proportion of the inhabitants do not have an
access to the public sewerage system enhances the upper groundwater level pollution and
the condition of River Emajogi, River Vohandu and Lake Peipsi as well as affects the overall
well being of local population. Without these investments in rural areas (most of the
involved local governments are small and located in remote areas) the regional
development gap in Estonia which is considerably high'*® would intensify even more.

Still, even though the objective of the project is to raise the accessibility rate to the service
to 95% of all inhabitants, some problems may occur in achieving this goal. These problems
refer mostly to certain degree of uncertainty in the actual management and service
provision in the future (who will provide it and at what price).'®” It is quite likely that the

EN) lay down that by setting the prices of SG(E)I its impact on less advantageous groups must be considered.
Wide spread principle has been that the tariffs should not be higher than 4% of the households income. According
to EBRD (EBRD Working paper no. 92 May 2005, http://www.ebrd.com/pubs/econo/wp0092.pdf) actual costs for
households for the access to drinking water and waste water systems in Estonia are among the lowest from the
new member states-1-1.5% of average income of the households (see also Ministry of Environment: Principles of
Funding Water Infrastructure Projects from the State and the Cohesion Fund (October 2007). However, when
considering Estonian conditions applicable also to the current project area where the territory is large and density
of population is extremely low, it is evident that setting even the maximum tariff for the services may not be
sufficient covering the real costs of the provision of the services not to mention its huge impact on the affordability
principle. Therefore, it is evident why the Ministry of Environment has been strongly supportive towards
motivating local governments for cooperation through regional water enterprises which enables to provide more
effective and efficient services and better address the risks with relevant tariff setting.

134 Ultimate decision about the tariffs is still made by local government councils.

135 Interviews; National Audit Office of Estonia (2007) Development of waste water treatment infrastructure in
rural areas by the support of the Cohesion Fund. Audit.

136 As addressed in the Estonian Regional Development Strategy 2005-2015 regional disparities in Estonia as
compared in international context are remarkable in spite of the smallness of the country.

137 The intention of most of the local governments involved in this project has been to overtake the operation of
the infrastructure after the compulsory CF 5 year requirement (National Audit Office of Estonia; Interviews). This
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actual service provision costs will be much higher than anticipated which cannot be fully
covered by the user tariffs (although principle of affordability sets certain limits). This will
mean that the public sector has to find additional resources for subsidising the provision of
service in order to guarantee the sufficient level of service users.

However, the project has not yet finished (even though a large amount of procurement
processes have been conducted-over 87 contracts have been signed for construction and
other works and 58% of the payments had been made by the end of 2009 %) and project
managers are not very pessimistic about the possible flaws in expected and estimated
service accessibility. Most of the project participants are convinced that the project still
clearly demonstrates how strongly SF (in this case CF) support helps to ensure citizens
easier access to universal services with SG(E)I elements. Environmental infrastructure
construction has been one of the most important areas for local governments in Estonia,
especially in most remote areas. The decisions how to define necessary infrastructure
projects have been the subject to intensive consultations between the government and the
local level and not always has the result been the best one for all parties. Also this project
could have not happened without the CF support as well as the proactive behaviour of the
government in the preparation phase. It can be assumed that even though there have been
shortcomings in the implementation of the project (increase in costs of construction works
as well as project management, flaws in the economic analysis etc.) this investment helps
to solve a great deal of the environmental issues in Estonia in terms of complying with
necessary EU and national regulations and addressing the basic principles of SG(E)I.

Affordability

Public Water Supply and Sewerage Act in Estonia determines the tariff setting for drinking
water and waste water services. In accordance with this tariffs for the services are set by
local governments (decision of local councils), however, if the infrastructure is managed
and operated by the water utility company owned 100% by shareholders municipalities, the
proposal for tariffs may come from the water utility company. Still, the latter cannot
actually control the tariff setting. According to the views of water companies this may cause
many difficulties for setting the price for the service to be in accordance with all related
costs of the provision of the service as well as enabling reasonable profitability for the
water utility company.**°

In conformance with the Public Water Supply and Sewerage Act this case study water
management project in Estonia set the general principles for the tariffs during the project
preparation phase. However, the analysis by the National Audit Office of Estonia conducted
in 2007 (see also below) reveals that due to the low quality of input data in cost-benefit
analysis the actual operation costs cannot be covered with estimated tariff prices as some
important elements were not included in the calculations. In order to maintain initially
planned service tariffs after the completion of the project would therefore still require
additional subsidies from the public sector when local governments are not willing to raise
the price level (which in turn will be a risk for increasing the access to services).!*° Project

is seen as one of the threats of the sustainability of these investment projects inhibiting the long-term planning of
the provision of the service and its completeness. Project managers are still positive that the current set-up for the
service provision will continue and will not be abolished by the local governments. For example, on the contrary
what was afraid at the beginning, Ltd Emajde Veevérk has been able to attract interest of more municipalities to
be “merged” in the water service provision (Interviews).

138 Tnterviews.

139 Especially difficult has been fair price setting attempts in Emajde sub-project where 22 local authorities are
involved. Surprisingly, exactly this sub-project is in the agreement process with its shareholders to set up an
uniform tariff system for the provided services in 2010 (Interviews).

140 Ministry of Environment is also quite sceptical in this issue (Principles of Funding Water Infrastructure Projects
from the State and the Cohesion Fund (October 2007). As seen above and also indicated by the interviews
municipalities are not willing to increase drinking water and sewerage services prices which considerably threatens
the sustainability of the water infrastructure (not covering amortisation costs). Therefore, Ministry of Environment
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managers see the unwillingness of the local governments to optimise the tariffs in order to
be able to provide high quality services as a short-sighted strategy which would ultimately
threaten the sustainability of the CF investment and the quality of the service. Indeed,
having the infrastructure but not the necessary or adequate means and resources to
manage, operate and maintain it in a good condition would be rather a useless allocation of
EU resources.

Moreover, so far in all sub-projects tariffs differ between regions (local governments) and
consumers even within one sub-project. Municipalities have not been willing to set uniform
tariffs as the price of the service is dependent on several local conditions (territory, density
of population) which can be considerably different between involved local municipalities.
Therefore, setting uniform tariffs would mean that some local governments inevitably will
subsidise others. On the other hand water utility companies would like to see uniform tariff
setting as rather necessary for easing the calculation of prices, avoiding possible disputes
over new connecting municipalities as well as helping to avoid the situation where in some
municipalities the actual price calculation would mean such high tariffs that it seriously
affects the affordability of households in that area.

Overall, tariff setting for the particular infrastructure investment project is still under
process and needs deliberation by included 28 municipalities. It is evident by now that set
tariffs will be higher than were planned several years ago. As mentioned above, for the
protection of consumers there is a draft bill in the parliament addressing the regulation of
universal services monopolies aiming among others to move the price setting control of 52
larger water companies under the responsibility of Estonian Competition Agency. This
should guarantee that universal access to services will be followed and no groups will be
discriminated by too high service prices. However, it is not yet known, whether the bill will
be ratified in the parliament.

Therefore, setting uniform and affordable tariffs for the provision of these water services in
targeted regions has seen many difficulties emanating also from the inadequate initial
planning and is not a complete process yet. It can still be concluded and is also strongly
emphasised by the affected parties that without the CF support the situation in targeted
regions considering the particular SG(E)I aspects would have been intolerable. In that
sense the CF support has played an invaluable role not only in this project but in water
management projects in Estonia in general.

7.7. Thematic focus

The project is strongly related to providing a possibility for high quality services to
inhabitants in remote areas. The project is hoped to come to fruition so as to improve the
quality of life and environment for the people in involved districts and to create
opportunities for the development of local enterprises. River basins around which the
project area has been formed (Emajde catchment area, Vohandu catchment area) cover
approximately 11 000 km?. Affected 28 municipalities form over 10% of the total surface
area of Estonia. Many of the participating municipalities in this large scale project remain
below 2 000 inhabitants and uniformly almost all face low density of population (in 18
involved municipalities less than 20 inhabitants live in a km? and in six this number is 10 or
less) which complicates (also makes it more expensive) the provision of drinking water and
waste water system network services.

The project has been considered as an unusual and extraordinary project among funded CF
water management projects in Estonia because of its volume as well as slight deviation
from the requirements to follow one river basin area. Indeed, some exceptions were made
here, namely, investments are not only being made in Lake Peipsi sub-basin (Emajde and

estimates that the state has to support and subsidise the provision of this SG(E)I in local governments at least yet
another 6-7 years.
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Vohandu) as described in the Reference framework for the Cohesion Fund 2004-2006 in the
environment sector but also in some municipalities belonging to the Vortsjarve sub-
basin.'*! This represents an example of large scale coordination by the government as well
as lobby from the part of municipalities to enable necessary investments in areas in need
which in any other case would not have been able to form a group and fulfil the CF project
funding minimum limit (EUR 10 million). Interviewed representatives of the project are
convinced that 2004-2006 CF investment period was exactly right timing for this project as
it would probably not have been selected for funding in the new period where the
management rules of CF have been considerably changed. However, as seen from its
preparation phase it is very difficult to coordinate a large amount of municipalities and
motivate them to cooperate. As the state is not so to say intensively “holding hands” of the
applicants anymore in the new CF period it would be questionable whether same
investments would have been made by local municipalities without this kind of large scale
and strongly supported cooperation.

Altogether, the initial project application is positive by predicting that this way of planning
the project and coordinating investments in five counties should improve the economical
situation in project area. Establishing proper water and waste water infrastructure allows
considerable increase in tourism in rural areas and increase in employment. As a result the
GDP in affected regions will increase. In line with GDP increase, tax revenues of local
municipalities and the state will increase (as a result of increased employment). Decrease
in sewage treatment costs as envisaged by the cost-benefit analysis and increase in
operational cash flow of local water enterprises has also been envisaged. However, it is still
too early to make conclusions about these long term impacts of the project and probably
initial planning has been too positive considering many complications that have emerged
during the implementation of the project (like fluctuations in the economy affecting
construction prices, reconsideration of construction plans, time lags, coordination problems
etc.). Even though the exact socio-economic benefits may not emerge in the scale as
anticipated it is clear that the impact of the project in affected areas out of which most are
considered among the least developed ones in Estonia (except Tartu county) '*? has still
been priceless if to consider the volume of the investments and the possibility for the
expansion of SG(E)I.

In addition, even though cross-border cooperation is not exactly addressed by the project,
it is still indirectly affected. Both River Emajdgi and River Vohandu flow into Lake Peipsi.
Lake Peipsi is subject to Convention of Protection and Use of Transboundary Watercourses
and International Lake and therefore its catchment area is treated as a sensitive area.
Pollution loads into it are therefore subject of bilateral agreement between Estonia and
Russian Federation.

Aging population is not a topic which represents a relevant dimension for the project
analysed.

The following map presents local governments participating in the project in the project
area where Lake Peipsi sub-basin border has been given (light blue line), towns
participating in the project (marked with red), rural municipalities (marked with dark blue)
as well as municipalities who were left out or retained from the project (marked with light
blue).

141 Both still belong to the large East-Estonia hydrographic basin and therefore the project remains into the
territory of one hydrographic basin. Fulfilling the objectives of the project therefore helps to improve the ecological
condition of two of the largest lakes in Estonia (Lake Peipsi and Vortsjarve).

142 Estonian Regional Development Strategy 2005-2015.
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Figure 12: Local governments in the project (Emajoe and Vohandu Catchment
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Source: National Audit Office of Estonia (2007) Development of waste water treatment infrastructure in rural
areas by the support of the Cohesion Fund. Audit, pp. 20.

7.8. Contribution to cohesion policy objectives

The selected case study project belongs among the 13 Estonian water management
projects co-funded from the CF in the period 2004-2006 which altogether included 80
municipalities of 226 in Estonia. Emajoe and Vdhandu Catchment Area Water Management
project is involving 28 municipalities cooperating under three water utility companies and
therefore is being the largest project among these. This is quite exceptional volume of the
project, especially in the light of the new programming period 2007-2013 when mostly
single municipality applications prevail in the funding pipeline.!*® The project area covers
five counties in Eastern- and Southern part of Estonia which also belong among the remote
and less developed areas (except some parts of Tartu county). According to the Estonian

143 See also Ministry of Environment: Principles of Funding Water Infrastructure Projects from the State and the
Cohesion Fund (October 2007); EIC http://www.kik.ee/?o0p=body&id=185.
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Regional Development Strategy 2005-2015 and its updates in statistics'** P8lva and Jdgeva
county for example have demonstrated the smallest average net income of households as
well as levels of GDP for years. According to the latest study initiated by the Ministry of
Internal Affairs!*® most of the municipalities involved in the project engage last positions
according to the Estonian local government administrative capacity index which in general
terms has been calculated by taking into consideration territory and population, density of
population, strength of the economic situation and variability of economic structure, well
being of inhabitants, financial capacity of the local government, its administrative strength
and volume and quality of public services.

At the same time the project is directed to large investments towards improving one of the
very important universal services in the area concerned-the drinking water and waste water
networks-playing a remarkable role for the overall development of the project area. This is
not only because of the EU requirements imposed on Estonia but most of all in order to
provide inhabitants of these rural and in many cases remote border areas equally access to
high quality services necessary for quality of life and well being as well as for the boost of
the economic development of the area. In this way the project should also be considered
together with the future investments in the project area (as many local governments in the
area still need to make huge investments in their outdated water infrastructures). Over the
next years (2007-2013) Estonia is receiving more than EUR 3.3 billion in EU funding (ERDF
and ESF), with EUR 1.6 billion being allocated to the development of the living
environment. The most important sphere of activity, and financially the largest at
approximately EUR 0.45 billion, is water. For example, by now it is known that also Ltd
Pdlva Vesi and Voru Vesi are participating and applying for further investments in the new
period of CF funding in Estonia in order to broaden the access to high quality water service
infrastructures in their operative areas.

As explained above, the common approach promoted by the Ministry of Environment for
the implementation of CF projects and now dominating in the local water management is
the provision of services as well as organising necessary investments and maintenance of
the infrastructure through regional water utility companies. This arrangement has been
directly influenced by the EU Cohesion Policy. Moreover, the state has taken quite a large
role in coordinating and supporting the applicants in every stage of the preparation as well
as in implementation of the large CF infrastructure projects. Due to this local governments
in this project as well as in general have certainly learned to cooperate more in the
provision of important services to their citizens. Project participants (especially from the
state level) are convinced that although being initially “voluntarily enforced” into
cooperation to fulfil the funding requirements (minimum required size EUR 10 million per
project), this experience has been positive for building more cooperative way of thinking
among local governments in Estonia as well as enhanced the understanding of the
importance of SG(E)I and the role of effectiveness and efficiency in its provision.**® Local
governments in Estonia are small and in some terms not even comparable to villages in
some other member states. They are not having sufficient administrative and financial
capacity, are not used to cooperate in the provision of public services and are often with
conflicting views. As the heritage from the past this kind of culture has been resulting in
many ineffective investments or in no necessary investments at all in many important
SG(E)I areas. In that sense it may be said that in the project and in coordinating the water
management in Estonia the state level has acted reasonably in supporting the local

144 Mid-term review of the monitoring data of Estonian Regional Development Strategy 2005-2015
(http://www.siseministeerium.ee/5370/).

145 Geomedia (2009) Index of Evaluation of Local Government Administrative and Financial Capacity and Analysis
(http://www.siseministeerium.ee/haldussuutlikkus/).

146 Tnterviews.
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governments and pushing them towards cooperation in water service provision which is
definitely one of the key elements in further regional development issues in Estonia.

In 2007 the National Audit Office of Estonia investigated CF supported water management
projects in Estonia which also included River Emajogi and River Véhandu Catchment Area
Water Management project.!*” This audit found several shortcomings in many aspects,
especially referring to the poor preparation of the project applications and technical
solutions, cost-benefit analysis and doubts in achieving the results and impacts of the
projects and guaranteeing their sustainability (especially due to the possibility that local
governments can abolish the delegated service provision system through regional water
utility companies after the 5 year compulsory period prescribed by the CF rules). In spite of
addressed shortcomings the audit acknowledges the comprehensive support by the
government in initiating and enhancing the implementation of these water management
projects including the current one in the light of lack of experiences, tight schedule and
with so many cooperation partners with few resources and no motivation to truly
cooperate. Therefore, the state itself has learned a lot in “holding hands” of these water
management projects especially targeted to poorly-developed rural and remote areas of
Estonia. The difficulties handled through the operation of this project have been also
beneficial in order to learn to be able to avoid weaknesses in similar projects in the future.
This is already evident from the reorganised management of the CF support in 2007-2013
which has considerably changed the rules for CF. In 2007-2013 the open CF application
round pressures the municipalities to prepare high quality applications from the beginning
(and without such a large scale support by the government as was offered in 2004-2006 CF
projects) as well as set the focus to most critical needs in the area. As 2004-2006 water
management projects including the one under investigation have raised some doubts about
their actual sustainability (price setting and tariff equalisation)'*® now more attention is
given to the cost-effectiveness of the projects. This in turn should enforce the applicants to
foster more competition on their own in making investments (through strategic decisions
for carrying out procurements) as well as to be more responsible in the price setting
process of the services in order to guarantee the sustainability of these important SG(E)I
projects.

This case also clearly represents the example where the European regional policy
essentially intervenes with respect to infrastructures necessary for the service provision
under investigation. Firstly, even though all those missions of general interest are generally
laid down by national, regional and/or local authorities, they now also depend on the legal
framework of the EU, especially those stemming from sectoral and horizontal directives
(directives and national regulations for the water management sector as described above).
Secondly, as stated by the overview of the thematic issues of the SG(E)I in this study,!*°
targets of regional and social cohesion set that entire areas cannot be left without the basic
services on which modern economic and social life depends as well as lag behind the level
of activity and living standards in the rest of the country. This idea is strongly built in the
objectives of this case study project as well. This large scale investment already has and
certainly will have a strong contribution in extending the scope of this SG(E)I provision in
targeted areas and reinforcing social and territorial cohesion. This support will thus per se
have a positive effect on the evolution and extension of water services offered. It has been
clear from the beginning that without such CF support, the territorial differentiation in
availability, price and quality of water services in directed remote areas of Estonia would be
almost impossible to overcome. As evident from the reasoning of the EU regional policy
remote regions are less attractive to commercial operators in a number of sectors. Due to

147 National Audit Office of Estonia (2007) Development of waste water treatment infrastructure in rural areas by
the support of the Cohesion Fund. Audit.

148 National Audit Office of Estonia http://www.riigikontroll.ee/.

149 See methodology part of this study.
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specific constraints and the low population density, making investments and ensuring the
maintenance of existing basic infrastructure, or seeing to its upgrading, is rarely profitable
as the Estonian past experience clearly indicates. To counter market failures, there is thus
a need for subsidies for infrastructure in these services in such areas, both from national
governments and through the EU regional policy to achieve the goal reducing disparities set
out in Article 158 of the Treaty of Amsterdam.'*® By means of CF the possibility of “tariff
equalisation” that takes into account the service’s financial equilibrium, contributes strongly
to the possibility of the provision of the service at an affordable cost for those users
targeted by the project (and largely situated in more remote, peripheral or sparsely
populated areas of Estonia).

This project has certainly been one of the good ones for “learning lessons” as also stated by
the participants in this project. From its beginning it proposed huge challenges for the
administration and coordination of large amount of cooperating municipalities each at the
same time with its own distinct requirements. Slightly exceptional structure and
composition of the project area in terms of hydro graphic basins, lack of knowledge and
prevailing old habits in the provision of this SG(E)I in many local governments hindered the
project development at the beginning. Important changes that had to be made in the
project due to the poor quality of the initial application and project documents, economic
boost increasing enormously the prices for construction during 2005-2007 etc. all
challenged the actual implementation of the project. Still, the set targets have to be met
and investments made and in spite of many difficulties the project participants are still
optimistic about the potential final results and future impacts of the project. However, final
conclusions whether it shows the impacts envisaged for the project area (socio-economic
development), can be made only after 2010 when the project has been completed.

All in all, although it is still too early to make final conclusions about the actual success
made by the project in enhancing and expanding one of the most important SG(E)I areas
(water and waste water management), it is evident that this project represents one of the
important regional development projects in Estonia. It will help to solve huge water service
provision problems of many settlements and therefore bring along the positive aspects of
SG(E)I as envisaged by the EU. It has also been a good learning platform for future
planning of large infrastructure projects and for involved local governments to understand
more closely their role and responsibility in the effective and qualitative provision of these
services as well as the importance of future cooperation and planning activities.
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8.0. Background information

a) Country Finland

b) Region Northern Ostrobothnia Region-Sub regions: North Country-
City: Kuusamo

c) Full Project Title Renovation and enlargement of the Kuusamo airport

d) Duration 1.4.2008 - 31.11.2009

e) Programme Northern Finland Operational Programme 2007-2013-Priority
3 Regional accessibility and operational environments

f) Total Cost EUR 7 700 000

g) EU Contribution ERDF 23.0%

h) National and Local National: 15.7%
Contribution Local: 4.5% - Finavia: 56.8%

i) Private Contribution 0%

j) Sector Transport

k) Sub-Sector Airport

1) Beneficiary Finavia - public company

m) Implementing body Finavia- public company

8.1. National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

The provision of services of general interest is widely addressed in the Finland National
Strategic Framework. NSRF SWOT analysis shows that long distances within the country
and to other countries, cold climate and sparsely populated areas, sensitive environment,
ageing of the population and regional differences in its impact, uneven regional distribution
of expertise and innovation are among the main weaknesses affecting the country.
Accordingly the document specifically states that Finland’s businesses need increased
expertise, well-functioning transport services and international connections, clean
environment and efficient service structure, by taking into account the special needs of
sparsely populated areas. Setting the focus areas guiding the use of the Structural Funds
and of the national resources in all the ERDF and ESF Operational Programmes'®!, the
NSRF reflects the importance of the provision of SG(E)I to strength national and regional
competitiveness. Among the four focus areas identified, the area “Improving regional
accessibility and the operating environment” specifically addresses the need for efficient
and social sustainable transport connections that is the focus of this case study. In
particular, the provision of transport services is considered to be a key factor for fostering
business competition in eastern and northern Finland (especially tourism), where the
geographical distance with regard to European and global main markets is a permanent
disadvantage®®?. Good public transport connections, with specific reference to the Helsinki
Metropolitan area and the Tampere and Vaasa areas, are also addressed by the separate
priority for major urban area development included in the ERDF operational programmes
for southern and eastern Finland. The aim of this urban dimension, that is missing in the

151 The strategic priorities of the Finnish NSRF are implemented through seven operational programmes: five
regional programmes for Eastern Finland (Phasing-in), Northern Finland, Western Finland, Southern Finland and
the Aland Islands co financed by the ERDF, and two thematic programmes for mainland Finland and the Aland
Islands co financed by the ESF. Eastern and Northern Finland regions benefit from a special allocation from the
European Regional Development Fund given the very sparse population. A special sparsely populated area
contribution of EUR 35 per inhabitant per year, or EUR 359 million over the entire programme period (EUR 186
million for eastern Finland and EUR 173 million for northern Finland).

152 “Efficient transport connections are needed both to improve the business environment and to safeguard
services. Development of transport services support the functioning of other services, accessibility and logistical
efficiency. In particular the remote location of eastern and northern Finland with regard to European and global
main markets and long distances within Finland itself are considered to be a permanent disadvantage”, National
Strategic Reference Framework.
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programmes for eastern and northern Finland!®3

environmentally friendly modes of transport.

The use of the Structural Funds in the provision of SG(E)I is also recognised by the National
strategic document, when it states that the allocation of the national and European
resources should be oriented to reduce the distance between the sparsely populated areas
and the urban areas, in terms of basic services and expansion of business activities. What
is needed is to enhance networking and improving interactions between towns and
countryside, in order to avoid a depopulation of the rural areas in favour of the urban ones.
The role of the Structural Funds in improving the provision of services of general interest,
especially in remote areas, is widely recognised also by the Finnish administration. What
has been further stressed during the interviews is that the approach in the use of the
Structural Funds in the provision of services of general interest has been changed over the
last years. Since 1995, the attention has moved from financing health and education
infrastructures to transport and innovation ones. This is confirmed by the adoption of an
approach more competitiveness oriented, which requires the overcoming of the
geographical weakness of Finland, represented by the long distances from the main
European markets and within the country itself.

As shown by the figure below, even if the ERDF support allocated to Finland has been
reduced of about 26% with respect to the previous programming period, the percentage of
the ERDF contribution remains still higher for the transport and telecommunications sector,
in compliance with the strategy deployed under the national strategy framework, and
confirmed by the Finnish administration.

On a total of EUR 256.22 million allocated to finance SGI in Finland, under the Regional
Competitiveness and Employment objective, the 13.32% have been addressed to finance
transport infrastructure (against the 27.83% of the previous programming period).
However telecommunications remains the sector receiving the largest share of the
European contribution.

, is to promote an increased use of more

Figure 13: 2000-2006 and 2007-2013 ERDF programmed expenditure for SG(E)I
2000-2006 2007-2013
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8.2. National framework in the provision of SG(E)I

Finnish Government sets the long-term guidelines for transport policy in a report to be
submitted to Parliament at the start of each electoral period. The report of 2007*** includes

153 Although no separate urban area development priority is incorporated in the programmes for eastern and
northern Finland, urban areas will be targeted in these parts of the country in promoting a balanced regional
structure, reinforcing interaction between cities and rural areas, and enhancing regional competence in accordance
with the Lisbon objectives.
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the Transport Infrastructure Investment Programme for the 2007-2011 period and an
overall programme for long-term transport

system development. As stated in this report, transport system is an important competitive
factor for Finland, because of the country’s extensive area and long transport distances.
Accordingly, good transport connections are considered to be vital for the Country.

With regard to the focus of this case study, the basic provisions concerning aviation in
Finland are contained in the Finnish Aviation Act (1242/2005) which also regulates the
operation of Finnish aircraft abroad. More detailed aviation regulations complementing the
Act are also issued by the public authority responsible for the aviation service.

In Finland, the responsibility for the maintenance and improvement of the public road
network, the rail network and maritime and inland waterways, as well as the scheduled
airport services is up to the Ministry of the Transport and Communication, which operates
through state owned agencies and enterprises. The Ministry sets annual targets for the
transport infrastructure agencies and enterprises, including safety, the condition of the
infrastructure and the reduction and prevention of environmental damage.

As far as air transport is concerned, aviation business operations and public authority tasks
were separated, at the start of 2006, in compliance with the requirements of new
Constitution of Finland and the new State Enterprise Act (1185/2002). The public authority
tasks of aviation become responsibility of the Finnish Civil Aviation Authority®>®, which is
part of the Ministry of Transport and Communications, while the Civil Aviation
Administration, under its new operational name Finavia, continues the business operations
as a state-owned- enterprise. Following the reform of January 2010 concerning the
administrative organisation of the transport sector!®®, the Finnish Civil Aviation
Administration Finavia becomes a state-owned limited liability company. As a state-owned
enterprise, Finavia finances and develops its operations and infrastructure from its
operating income within the framework of annual operation and financial targets set by the
Government.

Finavia is responsible for maintaining and developing the network of airports and Finland’s
air navigation system. In particular it is responsible for the maintenance of 25 airports (of
which 18 civil airports, four jointly military and civilian airports and three military airports)
and the development of a network of airports. Economically, Helsinki-Vantaa airport is the
most profitable part of the network.

As of 1 January 2010, all the functions of the Finnish Civil Aviation Authority, established in
2006, have been transferred to the Aviation Sector of the Finnish Transport Safety Agency
(TraFi), which is also in charge of regulatory issues in the fields of road traffic, railways and
maritime safety.

In compliance with EU regulations, the Finnish air transport services have been gradually
opened to competition. Airlines in Finland operate in competitive markets on a commercial
base. Air traffic between Finland and countries outside the European Union is mainly

154 Ministry of Transport and Communications, Transport policy guidelines and transport network investment and
financing programme until 2020 Government transport policy report to Parliament, Helsinki 2008.

155 The Finnish civil aviation authority conducts audits of airports and air navigation services units to ensure that
their equipment and facilities are serviceable and the operations properly organised. Airport safety management
systems are also audited.

156 The six transport administration agencies operating under the Ministry of Transport and Communications were
amalgamated into two new agencies: the Finnish Transport Agency and the Finnish Transport Safety Agency. The
Finnish Transport Agency is now managing the fairway operations of the former Finnish Maritime Administration
and the central administrative functions of the former Finnish Rail Administration and Finnish Road Administration.
The Finnish Transport Safety Agency is now managing the functions of the former Finnish Vehicle Administration,
Finnish Civil Aviation Authority and Finnish Rail Agency, and the maritime safety functions of the former Finnish
Maritime Administration. The Finnish Transport Agency’s domain comprises the entire transport system and all
modes of transport, except for aviation. The Agency’s duty is to ensure that Finland has an effective, safe, energy-
efficient and environmentally friendly transport system. The Finnish Transport Safety Agency is the administrative
and safety authority in charge of transport system regulatory and monitoring functions whose duty is to promote
traffic safety and sustainable development in the transport system.
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regulated by bilateral air traffic agreements, often limiting the traffic rights of both parties.
The aim here is to liberalize the agreements in a controlled way so that fair operating
conditions and circumstances for competition are secured for the airline companies.

8.3. Project description

Located in North East Finland in the province of Oulu, close to the Arctic Circle and to about
830 km at north of Helsinki, the Municipality of Kuusamo is a sparsely populated area with
a population of 16 657 (31 January 2010)%”. Critical problem of accessibility and mobility
of the citizens can be found in this area. Kuusamo lacks of adequate and fast public
transportation and this is an obstacle to the sustainable development of the entire Kusamo
Lapland region and the tourism development, in particular.

The project “Renovation and enlargement of the Kuusamo airport” is among the
interventions financed by the Northern Finland Operational Programme®°® under the Priority
Axis “Regional accessibility and operational environments” aimed at improving the
accessibility and attractiveness of the region for businesses, employees and tourists by
providing better logistics and transport connections, as well as tourist attractions. Specific
objectives of the project are to improve the airport’s capacity and help to promote the
development of tourism in the region. Located 6 Km from the city centre and 27 km from
Ruka-the major centre of ski resorts ad winter sports-Kuusamo airport is a strategic
infrastructure for increasing the accessibility of the region for foreign tourists, as well as for
ensuring a better mobility for the citizens itself. The goal is to increase the number of
passengers from 103 000 to 170 000 by 2014.

The project includes investments concerning the extension of around 5 000 m? and the
renovation of about 1 800 m? area (as showed by the figure).

The expanded area includes a space for departing passengers, a staff security check area,
the conveyor systems for departing and arriving baggage, the baggage claim area,
customs, office and social areas, as well as technical premises. The departing passenger
check-in area of the expansion to the Kuusamo Airport terminal was opened on November
2009. The old part of the airport has been renovated as areas for departing and arriving
passengers. Both parts have non-Schengen and Schengen areas as well as areas for border
guard staff. Direct beneficiaries of the project are all the citizens of Kuusamo city (about
16 657 inhabitants in 2010), and of Pudasjarvi, Taiavalkoski, Salla municipalities, as well as
the number of tourists visiting the Kuusamo Airport’s sphere of influence (Ruka,
Taivalkoski, Posio, Suomu, Iso-Syéte, Salla, Pyha, Luosto and Viena Karelia), using air
transport.

As the project has been recently completed, it is too early for measuring the results
achieved. However, from the first data provided by the Project Manager, it emerges that
the interventions of renovation and enlargement of the airport have increased its capacity:
the number of flights has increased (three or four flights per hour) and direct flights are
now available from the Netherlands, Great Britain, Russia and Ukraine. Moreover, the
aircrafts are now able to transport 150-200 passengers, while three of them, mostly used
for international flights, can transport two hundred passengers. The aim is to manage
three-four aircrafts (200 passengers in each of them) per hour.

According to data provided by the monitoring system, impacts on employment have been
recorded as consequence of this project. Fifteen new jobs (of which four women) out of five
planned have been created.

157 population Information System. Population Register Center of Finland.

158 The Programme has been approved within the framework of the Regional Competitiveness and Employment
objective. It covers the regions of Central Ostrobothnia, Lapland, and Northern Ostrobothnia with a population of
approximately 634 500 at the end of 2005.
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As confirmed also by the project manager, indirect impacts are expected also on local
business activities: as consequence of the improved accessibility of the Region, the number
of tourists will increase and the local economy will enlarge its focus on tourism activities.

Figure 14: Map of the project
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Source: Project designer

8.4. Specific aspects of SG(E)I affected by the project
The following specific aspect/ objectives are enhanced with the project:

e universal and continuous accessibility;
e territorial accessibility;
o efficiency and effectiveness;

e reliability, safety and security of supply.

e Universal and continuous accessibility: this aspect is addressed in Section 6.1.
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e Territorial accessibility: the project is expected to improve the connection between

the remote areas of the north and eastern Finland with European Countries, such as
Great Britain and the Netherlands, as well as with Russia.
Given its geographical location, closed to the Russian border, Kuusamo serves as a
north-eastern gateway between the EU and Russia. The Finnish-Russian border (about
6 111 000 km long) runs for most part through forests and extremely sparsely
populated rural areas. Currently, in the northeast Finland there are only two border-
crossing roads that allows Finns and foreigners to enter Russia and vice versa. This
explains why Kuusamo airport is so important for increasing the accessibility to the
Northeast Finland.

As showed by Figure 15 below, the project is expected also to improve the connection
accessibility to this area not only for Russian people, but also for people living in the
southern Finland, by improving the connection with Helsinki-Vantaa Airport.

Figure 15: Kuusamo city-a gateway between Finland and Russia

HORWAY

Source: Finavia website

e Efficiency and effectiveness: the project is expected to improve the efficiency of the
air transport services. The renovation of the departing and arriving areas in the old part
of the airport has been designed to improve the efficiency of the services provided, in
terms of time savings in boarding and disembarking the passengers.

¢ Reliability, safety and security of supply: the safety and security of air traffic and
passengers are expected to increase with this project. The provision of a departure
passengers area, a staff security check area, as well as of a conveyor systems for
baggage is directly aimed at increasing passenger and baggage security at Kuusamo
airport, as well as the reliability of the service provided.

e Environmental sustainability: the project is expected to contribute to the
environment protection. As a part of the renovation, the airport's heating system was
changed from oil to pellets. The project has financed the building of pipelines for
connection to the boiler plants, that were built, instead, as part of a different project by
the Energy company Vaapo Oy.

The expected success of the project, in terms of better accessibility to the Region and
increased mobility within the Region, will confirm that the approach adopted by the
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National Government-based on the improvement of transport connections-is actually a
solution for overcoming the geographical weakness of Finland. Accordingly, greater priority
will be given to the financing of such kind of intervention.

The contribution of Structural Funds has been relevant not only for the realisation of the
project, that otherwise would have not been realised, but also for improving the quality of
the services provided by Finavia.

8.5. Governance aspects

National and local stakeholders have been involved in the project of enlargement and
renovation of Kuusamo airport. The main role has been played by Finavia, which is the
state owned enterprise responsible for the business operations of the aviation sector.
Finavia has planned and carried out the project. It has been responsible for the
coordination of the work of more than forty companies (designers, contractors and
suppliers) and has participated also to the financing of the project with a contribution of
56.8% of the total cost.

Another stakeholder involved was the Ministry of Employment and Economy, in the role of
funding provider. It has co-financed the 15.7% of the total cost of the project and its main
interest in the project was linked to the expected positive results on the Northeast Finland
economy that could derive from the increased number of tourists accessing to the region.
Local communities of Kuusamo-Ruka, Posio, Salla, Taivalkoski were also involved in the
project as funding provider. They co-financed the 4.5% of the total cost of the project.
They were mostly interested in the expected positive results of the project in terms of
growth opportunity for citizens to move to the southern part of Finland and to the largest
European countries, as well as to an increase in the number of tourists. Accordingly, project
has been designed by Finavia in close cooperation with these local communities and tourist
actors (such as Ruska resort).

No formal agreement was set up among these partners.

This project is only one of the elements of Finavia strategy aimed at increasing the number
of passengers who can access to this area both in high season (winter) and low season
(summer). In order to improve the air service to better serve Northern Finland accessibility
from both domestic and international airports, Finavia has branded all the airports in
Northern Finland as Lapland Airports and has created a marketing concept that emphasis
the infrastructural strengths combined with the destination brand (Lapland). Moreover, as
confirmed also by a Member of Finavia Corporation, Finavia strategy aimed at increase the
attractiveness of the area, is based on a work closely with local tour operators who need
the air service to provide sellable packages (accommodation + flight + activities).

8.6. Universality of access and affordability

Universality of access

The extension of Kuusamo airport enhances the accessibility to the air transport services
for all citizens. The capability of the airport to receive a higher number of passengers has
been increased. Accordingly it is expected that additional passengers can access the
airport, in particular both coming from the central Europe or Russia, as well as from the
southern Finland. To this end, aircrafts have been also equipped in order to be able to
transport 80-90 passengers during national flights and two hundred passengers for the
international ones. The aim is to have an annual flow of 170 000 passengers by 2014.

Affordability

Affordability is not affected by this project. Price for the air transport services is fixed in a
competition regime by the airline companies which offers flights from and to Kuusamo
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airports. Currently the scheduled airlines are Finnair, Finncomm Airlines (summertime),
Bluel (seasonal) and AirBaltic; in addition to these there are several charters operators
flying to Kuusamo seasonally.

8.7. Thematic focus

Geographical remoteness

Located in the east part of Finland in Oulu Province on the border with Russia, Kuusamo
municipality is geographically one of the most peripheral areas of the European Union. With
about 800 Km of distance from Helsinki, the area is characterised by several problem of
connection with the southern part of Finland Region as well as with the Central Europe. An
option would be to access by road or bus, but this is deemed to be less advantageous than
travel by air, both for time and price reasons. Kuusamo is not accessible by train, since the
nearest railway station is located 200 km from Kuusamo. In order to reach Kuusamo by
train and bus twelve hours are needed from Helsinki: 8-9 hours by train from Helsinki to
Oulu and 3 hours by bus from Oulu to Kuusamo for a price of around EUR 200 (railways
tickets is EUR 134 seat/person and bus tickets is EUR 64.30). Given the remote location of
Kussamo city, travel by air is considered the fastest and cheapest way to reach it. Travel
time form Helsinki to Kuusamo is one hour and ten minutes for an average price of EUR
200 (EUR 100 in the case of offer prices) there and back.

With the enlargement and renovation of the Kuusamo airport, the connection between this
area with the southern part of the Region, as well as with Central Europe, has been
improved. Daily flights to Kuusamo from Helsinki, as well as from the UK and the
Netherlands and back, have been increased. This means not only a better accessibility to
Kuusamo city and neighbouring municipalities (Suomussalmi in the south, Taivalkoski and
Posio in the west, Salla in the north) but also growth opportunities for the mobility of the
living population. Considered the strategic position of Kuusamo city, a north-eastern
gateway between the European Union and Russia, the enlargement of the airport becomes
relevant also for improving the connection between Finland and Russia.

8.8. Contribution to cohesion policy objectives

The geographical distance of Finland with the main European market and within the country
itself seriously hampers its competitiveness within the European Union. After the
enlargement of the Union, the geographical handicaps of Finland has become more relevant
than before, as the new Member States are located closer to the major European markets.
As highlighted also by the NSRF, the overcoming of the geographical constraints is a
priority for improving Finland’s competitiveness and the provision of well-functioning
transport connections is considered to be a key factor in this respect.

Finnish government transport policy!*® for the next years is focused on the improvement of
the quality of transport connections, considered to be an important competitive factor for
Finland. It has been assessed that the long distances to the most important market areas
and the severe climate are responsible of the higher logistics costs of Finnish companies, if
compared to those of companies in the core areas of the EU (costs are some 2-3 times
higher). Given these geographical weaknesses, the strategy put in place by the government
is to compensate them, by having a more efficient logistics system than other countries.
The development of fast, reliable and affordable transport connections could enable to
survive in the global economy.

High-quality transport connections and efficient logistics are considered to be vitally
important especially in Northern Finland, a sparsely populated area which accounts for 44%

159 The Ministry of Transport and Communications, Transport policy guidelines and transport network investment
and financing programme until 2020, Government transport policy report to Parliament, Helsinki 2008.
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of the total Finland’s area and encompasses three Regions (NUTS3) Central Ostrobothnia,
Lapland and North Ostrobothnia, whose distance with the southern part of the country is
about 800 km. Moreover high transportation costs due to long distances are another cause
of the weakening of the competitiveness of the area. Better accessibility could be a major
competitiveness factor, since it increases viability and contributes to the well-being of
people, by creating opportunities for growth and jobs.

As mentioned above (see Section 8.3), the project analysed is financed under Northern
Finland Operational Programme, approved within the framework of the Regional
Competitiveness and Employment objective, whose aim is to strengthen northernmost
region’s position in international and national competition and to respond to the
restructuring of the economy. The project is then directly linked to Cohesion policy
objectives, as well as to Lisbon strategy aimed to bolster the competitive position of EU
regions in the world economy by placing growth, jobs and competitiveness at the top of
their agenda. For the period 2007-2013 programming period, Finland has made a
particularly strong commitment to target funding efforts on Lisbon-related activities. Due to
its permanent handicap caused by sparse population and remoteness, the Northern Finland
region benefits from a special allocation for sparsely populated areas of EUR 35 per
inhabitant per year from the ERDF, totalling EUR 173 million during the current
programming period.

The strategy adopted by the project analysed in this case study results to be in line with
the broader national and EU strategy, since it improves the accessibility and attractiveness
of the Kuusamo Municipality-one of the most remote area of Northeast Finland-with the aim
to stimulate growth in tourism sector and to increase co-operation with the neighbouring
municipalities in East Lapland and Northern Ostrobothnia, located in the sphere of influence
of the Kuusamo Airport. With the expansion of the Kuusamo Airport, Northeast Finland is
better equipped to promote international tourism and then to further strengthen its
competitive advantage (tourism). The project is contributing to bridge the distances
between the northern east and southern parts of Finland, but also to promote a balanced
development between these.
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9.0. Background information

a) Country | France

b) Region Lorraine

c) Full Project Title Electrification of the Vosges lines

d) Duration 2002-2006

e) Programme Objective 2 Programme for the Lorraine Region (Priority Axis
B - Sustainable management - Measure 1: Improve network
infrastructure and transport services

f) Total Cost EUR 66 365 million initially planned

(ERDF : EUR 16.6 million; Lorraine: EUR 26 million;
Vosges: EUR 6.6 million; French state: EUR 6 million;
Réseau Ferré de France: EUR 11.3 million)

g) EU Contribution ERDF 25%

W) EL L E1N O Lhida]- 1T {(, I /5% (Lorraine: 39%; Vosges: 10%; French state: 9%;
Réseau Ferré de France: 17%)

i) Private Contribution 0%

j) Sector Transport

k) Sub-Sector Railway

1) Beneficiary Ministry of Transport, Infrastructure, Tourism and Sea

m) Implementing body Ministry of Transport and Equipment

9.1. National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

During the 2000-2006 period, France benefited from financing from Structural Funds within
the framework of Objectives 1, 2 and 3.

Objective 1 (promoting development and structural adjustment of regions whose
development is lagging behind) concerns the French overseas departments, representing
3% of the population. On the metropolitan territory, Hainault (in the North of France) and
Corsica remain eligible for period 2000-2006, but in the form of digressive assistance for
"transitional support". Out of a global Community subsidy of EUR 136 thousand million
France benefitted from total assistance in accordance with Objective 1, including
transitional support in the amount of EUR 3.9 thousand million.

Objective 2 (supporting the economic and social conversion of areas experiencing structural
difficulties) is the main programme from which France benefits, as it concerns 32% of its
population, or some 19 million inhabitants. 14% of the French population remains eligible
for "transitional support". France receives EUR 6.2 thousand million in accordance with this
objective on a Community subsidy of EUR 22 thousand million.

Within the framework of Objective 3 (supporting the adaptation and modernisation of
education, training and employment policies, not benefitting Objective 1), almost all of the
zones of metropolitan France are eligible. France receives EUR 4.7 thousand million out of
the EUR 24 thousand million of available Community assistance.

These national priorities led to the targeting of assistance on the opening up of rural and
mountain areas, the development of high-level services (in particular information and
communication technologies) and compatible infrastructures with sustainable development.
Simultaneously, the French strategy tried to bridge the isolation (distance and insularity)
and geographical handicaps of the French overseas departments. The development of basic
infrastructures was a priority and the SG(E)I contributed in several sectors: the
development of infrastructures for surface, air and maritime transport, mains energy
supply, telecommunications, water and waste management, education and health.
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The national policy notes the necessity of making good the earlier lack of investment in the
railroad sector. The State then began to invest in the financing of railroad infrastructures
and in combined transportation. The Regions led with the release of skills in regions to a
measure of autonomy in the railroad sector introduced in 1997, an important step forward
in this sector. The Regions organised the "Regional express trains" network. The Regions
currently have a measure of autonomy in the public financing of the projects. The financing
of the railroad sector thus increased tenfold from 1993-1999 until 2000-2006 in the
framework of Planning contracts between State and Region (“Contrats de Plan Etat-
Région”, CPER). Some EUR 5 thousand million are dedicated to the development of the
railroad infrastructures there. The environmental concerns include noise abatement and
atmospheric pollution and the development of freight to reduce the heavy goods traffic,
now a priority in many regions. Despite all that little has been done in the way of
development of interregional connections.

The European Union has identified some priority project infrastructures, in particular
several railroad axes concerning France. These axes are bound to the transport of freight
and High Speed Rail (HSR). EU policy has had various impacts on the operations of CPER. It
first concerns all operations in connection with freight with European funds: for the CPER of
Rhone-Alpes on the Dijon-Modane axis and on the Val du Rhone freight axis; for the CPER
of Lorraine, the Eco-fret freight operations (North-South European railroad axis); for the
CPER of Aquitaine, termination of the Bordeaux railroad hub. The European fund also had
an impact on the railway station modernisation programmes. The CPERs finally finance
operations to accompany the HSR, in particular besides the main lines of exchanges. In the
Loire region Structural Funds are also mobilised for improving access to
telecommunications, telephone, electronic administration and interconnection of transport.
ERDF will thus finance the reopening of a railroad line in order to facilitate the development
of remote municipalities and reduce pollution and road congestion.

For the 2007-2013 period, out of the EUR 347 thousand million that the EU earmarks for
Cohesion policy, 14.3 are allocated to France, or a decline of about 12% on the previous
period. The credits are divided up as follows: EUR 3.2 thousand million are dedicated to the
objective "convergence" and concern exclusively the overseas departments.
EUR 10.3 thousand million are reserved for the objective "regional competitiveness and
employment". This objective currently concerns the whole of metropolitan France. Finally,
EUR 860 million are reserved for the objective "European territorial cooperation”.

The State adopted the national strategic reference framework for the period 2007-2013 in
2005. However, with the aim of being selective, it defines relatively wide national priorities.
It is a question of allowing the regions to develop policies consistent with their needs.
National priorities are directed towards the improvement of access to transport and
telecommunications services, and in particular travellers' regional railroad transport,
railroad freight and rail links connecting to the HSR. The regional contributions helped to
define economic development, employment and territorial as priorities. However, tourism,
pollution, waste management and railroad transport also appear as important themes.
Railroad transport as a national priority was asserted even more vigorously in the
framework of the environmental policy adopted in France further to the "Grenelle de
I’Environnement " (2007). The State had ambitious objectives: 25% increase before 2012
of the market for non-road freight, which supposes an increase of about 45% in rail traffic.
Several regions also made a commitment in development policies for railroad transport by
mobilising the European fund. The Midi-Pyrénées region decided to use directly EUR 64
million of the ERDF to improve the accessibility and attractiveness of the regional territory:
it must involve waterways, information and communication technologies or railroad
transport.
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9.2. National framework in the provision of SG(E)I

Since 1997, two institutional reforms have transformed the French railroad sector to
prepare and accompany the opening to competition:

February 1997: creation of the "Réseau Ferré de France" (RFF). RFF is a public
institution, owner and manager of the French rail network. Its creation comes from a
split of the public incumbent operator, " Société Nationale des Chemins de Fer frangais"
(SNCF). The debt of SNCF has been transferred to RFF.

March 1999: creation of the "Conseil Supérieur du Service Public Ferroviaire Frangais"
(CSSPF). The CSSPF ensures balanced development of the railway sector, the
uniqueness of the public rail service, consistency in the implementation of these
guidelines by RFF and SNCF and the fulfilment of the public service missions of these
two institutions.

March 2003: a decree allowing French or foreign companies to transport freight in
international traffic.

April 2006: the opening up to competition of domestic freight traffic.

May 2006: with the “Plan Perben de renouvellement du réseau ferroviaire”, the Ministry
of Transport launches a great effort for the development and improvement of the rail
network.

December 2009: creation of a regulatory authority "Autorité de Régulation des Activités
Ferroviaires" (ARAF).

December 2009: foreign companies can now compete with SNCF on French territory,
through the opening up to competition of passenger transport on international routes
between two French cities for a train to or from abroad ("cabotage"), under Directive
D2007/58/CE.

These reforms introduced effective competition in the French railroad sector:

February 2004: a first railway licence in freight transportation is granted to Europorte 2,
a private subsidiary of Eurotunnel.

June 2005: the first private freight train runs. The operator is Connex, a private
subsidiary of Veolia. This company also obtains a first licence for passenger transport.

April 2006: seven new entrants obtain licences for railway undertakings and Security
Certificate allowing them to use the French Network: B-Cargo (subsidiary of SNCB), CFL
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Cargo (CFL/Arcelor), Euro Cargo Rail (EWS), Europorte 2 (Eurotunnel), Rail4Chem
(BASF), Connex (Veolia), Seco-Rail (Bouygues).

e October 2007: the competitors of SNCF net only 5% of the market share. The main
reasons for this situation are shortage of wagons and lack of traffic time slots.

e The first competitors of SNCF to carry passengers are expected in Summer 2010, in
particular with the entry of Trenitalia.

However, the number of meaningful competitors is few. There are several explanations for
this phenomenon. The crisis reduced the ambition of new competitors. In passenger
transport there are technical obstacles to entry: Trenitalia and Deutsche Bahn (DB) are the
only two companies to be technically able to compete with SNCF on the high speed trains.
Furthermore, cooperation relations exist between incumbent public operators in high speed
trains: like SNCF and DB with the InterCity Express (ICE), the German equivalent of the
HSR in France which already runs between Paris and Forbach. But another major
competitor to SNCF, Air France-allied to Veolia Transport-could create a European
champion in High Speed Rail and operate trains in France.

Finally, the problem of the considerable debts of the public railroad sector compromises its
development. Financial interests diverge between RFF and SNCF. The State has difficulty
arbitrating between operators and compensating the debts transferred to RFF. Conflicts of
interests between the operators also hinder the development of a sustainable development
policy of town and country planning.

9.3. Project description

The “Document Unique de Programmation” (DOCUP) 2000/2006 from Lorraine
recommends an improvement of the network of infrastructures and transport services
during the 2000-2006 period. The action B-1-3 entitled "to finish the electrification of lines
from Vosges" meets this objective. The Axis B is "to plan the region sustainably”, while
measure 1 within this axis aims to "improve the network infrastructure and transport
services'®®, This action plans the continuation of electrification, supply and adaptation of
the railroad lines from Vosges within the framework of the East European HSR project.
These works are 25% supported and financed by the ERDF.

The East European HSR project provided services to cities in the Vosges (Epinal,
Remiremont and Saint-Dié) with two HSR round trips per day Epinal-Remiremont and only
one for Saint-Dié.

To ensure that service, electrification (25 000 V single-phase) and upgrading of signals
(currently manual block) of the two lines concerned are required. This is a single track line
to Luneville in Saint-Dié and a double track to Blainville-Epinal-Arches, which continues to
Remiremont on a single track.

These arrangements mainly allow the region to introduce electrification for passenger rail
transport. They also improve freight transport by removing a break traction. They finally
also help to reduce of environmental nuisances (noise pollution).

In 2004 work began for a development operation in summer 2005. A building supply TER
(Transport Express Régional) in the Vosges was made on that date.

This project was nonetheless only a step towards the next electrification of the Epinal-
Belfort line, which will establish communication between the East European HSR and the
Rhine-Rhone HSR, introduction of which is planned for late 2011 and beyond the
Mediterranean.

160 A total of EUR 153.92 million was planned for improvement of the transport infrastructure network in Lorraine
under Measure B-1. 43% of the Measure was devoted to the 2nd tranche of Vosges lines electrification as against
56.4% for road projects.
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The rail network diagram is approximately similar to the Lorraine Road, but is primarily
focused on the North, since to reach almost any national or international destination one
has to go through Nancy, only beyond this branch of the Epinal-Strasbourg line via St.-Dié
des Vosges and Neufchateau that connects directly to the South (Dijon, Lyons and the
Rhéne Valley). Electrification in the last 2 lines Remiremont Blainville (via Epinal) and St.-
Dié des Vosges-Luneville multiplies effectiveness by connecting to the East HSR and direct
services from these stations by the HSR.

For the Vosges, this connection is important because it provides an opportunity to open
exchanges to the South and to Switzerland. And, to the North, this line is a natural
extension of the Epinal-Nancy-Metz-Luxembourg line, which serves the Moselle.

The project is open to all citizens and not targeted. It increases mechanical (increased
supply of TER) and national / international (High Speed Line). Regional mobility

This project includes the development of the template structures and upgrade paths. The
work involves the electrification of 200 kilometres of track and cut into two lines: one
focuses on the Blainville / Epinal / Remiremont line, and the Luneville / Saint-Dié line. The
work of electrification and modernisation took place in three phases. Initially, they required
the installation of 4 000 catenaries and electric cables (25 000 volt "single-phase") on the
200 kilometers of track. In a second phase electrification required the modification of the
template of 21 structures (bridges or overpasses) overlooking the tracks and had to be
adapted to the passage of electric trains. The third phase of work lay in the modernisation
of safety facilities, that is to say, the adjustment signals, the automation of level crossings,
telecommunications and informatics. Computerised switching stations were created, as in
Epinal, replacing five old posts, or as in Luneville, where they control all facilities to
Baccarat. The cables were drawn on the lines®!,

The total cost of approved expenditure amounted to EUR 73 582 093.69 (as against the
66 365 million initially planned), it has also benefited from EU funding amounting to
EUR 16 591 250.

Historical territory in transition between Southern and Northern Europe, Lorraine wants to
find a core role in strengthening European accessibility. It competes with other areas
further East to form a wide corridor linking North and South Europe. It positions itself in
part through this project on the East-West HSR, in addition to roads and the A 4-RN 4, a
Lorraine crossroads as it were.

The Vosges lines electrification project will bring many changes in the Lorraine region and
will generate positive impacts directly related to electrification or, more indirectly, in
connection with the East HSR; these are described in the next section.

9.4. Specific aspects of SG(E)I affected by the project

Generally speaking, the project aimed to improve the economic and social situation in the
maintenance and enhancement activities through upgraded access. A recovery of the
demographic situation is also expected in the medium term, particularly with the expected
improvement in job opportunities and improved access conditions (reducing travel time to
outside the territory), the improvement of living conditions (housing, road safety,
environment). This effect could however be reversed in practice with stronger
agglomeration effects for major cities including Paris.

This project was also an improvement in the living conditions related to the increased use
of rail transport at the expense of private vehicle traffic congestion and, thus, fewer
accidents.

Regarding the improvement of accessibility, three types of information should be
considered: the number of HSR deliveries, the saving of time in the light of existing

161 Note also that France Telecom has had to adapt telecommunications networks related to electromagnetic
interference generated by the electrification of these two Vosges lines.
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conventional train journeys and passenger traffic. At the railroad level, the work does not
include raising the speed of movement of trains. In fact, no improvement will be made as
regards performance and speed of trains. The journey will even be comparable with the
HSR.

By allowing the arrival of the East European HSR, travel times were significantly shortened
by putting Epinal at 2:15 hours against 3:45 in Paris, at 2:40 Remiremont against 4:15 (2
round trips a day), at 1:50 Luneville against 3:05 and at 2:25 Saint-Die-des-Vosges
against 4:00 (1 round trip per day). Note, however, that only 38 Vosges municipalities
have a train station in the department. Finally, the improved accessibility planning should
allow its recovery in terms of image, which should have a positive impact on the
consolidation of economic activities and jobs.

The expected positive impact includes among other things increased freight and passenger
transport.

Initially, based on 1988 data, assuming a 15% price increase, the total project (including
the entire East HSR line) provided an increase in traffic of 83%, but only 18% for regional
traffic (RFF data). In the case prior to the public inquiry, the new traffic was estimated at 7
million passengers. The department reviewed this number, offering 4.58 million additional
passengers: 2 million by substitution with air travel (43.5% extra traffic), about 1 million
from road transport (22% additional traffic) and 1.58 million travellers from new mobility
(34.5%). The data is unfortunately available for regional traffic only. Since 2007, the
Lorraine regional trains service increased 20% with an additional take-up of 15% observed
in the region. Moreover the performance of work has generated an average 40 jobs per
year enrolled full-time (railway, construction supervision, subcontracting), peaking at 200
officers.

From an environmental viewpoint, several positive impacts are anticipated, such as reduced
air pollution by abandoning the locomotive thermal power of a diesel engine. The transition
to electric propulsion is an undeniable environmental benefit of the railway, since air
pollution comes mainly from diesel locomotives. On the other hand, thanks to the research
programme on noise reduction initiated by the station between 1992 and 1997,
technological advances have been made to mitigate the noise inherent to rail traffic. In the
case of the Vosges’ lines, the use of more efficient rolling stock should reduce noise,
particularly that from starts and stops at stations.

The Vosges department has developed long-standing activities related to resources that
complete an industry still very present and that, despite the successive crises, continues to
engage a significant portion of the employees. However, like the textile industry, the
Vosges barely registers in a globalised economy. The development of large structural
elements such as electrification of railway lines which led to the arrival of the HSR and the
substantial expansion of regional services has strengthened the capacity of mobility of
passengers and goods. These works are new ways that balance economic development and
preservation of natural capital. The implications are numerous. For example, since mid-
2007, the Luxembourg-Perpignan railway highway (1 000 km) is on track. A train with 20
cars capable of carrying 40 trailers each day through the department in daily return
journeys but with the ultimate goal of performing a fortnight and capturing the flow of
1 000 trucks that travel this road every day®?.

European funds have financed 25% of the project. This significant funding comes with the
commitment of opening up the Vosges. In this, the improvement of regional rail travel is
the direct result of the electrification project lines of the Vosges. Regarding the financing of
an investment in heavy infrastructure, the use of EU funds is legitimate ex ante as well as
ex post.

162 The company in charge of these links is Lorry Ride (a joint venture with Vinci, the Deposit and Consignment
Office, the SNCF, the Luxembourg Railways and Modalohr).
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9.5. Governance aspects

The project funding partners are numerous. The participation of the region is the largest
with 39% of the funding, representing almost EUR 26 million. Then comes the European
Union through the ERDF (25% - EUR 16.6 million), Réseau Ferré de France (RFF) as a client
with 17% (about EUR 11.3 million), the Vosges (10% - more than EUR 6.6 million) and the
French State (9% or EUR 6 million). The share of the State is relatively low, the Regional
Directorate of Equipment has little involvement on the subject.

The public partners, local and European, saw this project as an opportunity to support the
economic restructuring of the Vosges department and also of Lorraine. The location of
territory inside more active European regions had to become an asset. The prospect of
reduced travel times with regular services between Paris and Frankfurt, Stuttgart or Munich
is a significant element for the European Union. The electrification of the Vosges lines was a
necessary step for these elements.

Regarding RFF, for the first time in French railway history, the functions of project
ownership (provided by RFF), were distinguished from the function of control of work
carried out by SNCF and maintenance of rail equipment in connection with its public service
missions.

Regarding the management of EU funds, training and / or management measures and sub-
measures is distributed among several levels of administration and services: Prefecture
Region and the General Secretariat for Regional Affairs (SGAR); the departmental
prefectures and the regional branch of Agriculture and Forestry (DRAF) very marginally
involved. The Vosges lines electrification project, due to impacts far beyond the Vosges
area, was tracked and followed by SGAR, so dependent on the Prefecture of the Lorraine
region.

As such, they have assumed different functions. Firstly, they were instructor and manager
in this project and acted as a functional implementing body. They also performed the more
general functions of driver, coordinator, facilitator and controller of European funds
(specifically with the departmental prefectures, managers of several measures and
actions). The SGAR, especially its “Europe” unit, is responsible for the propelling and
monitoring of programmes, and general best practices.

Compared to other French regions, the strong involvement of the regional level can
sometimes imply the risk of "centralisation", but offers a positive guarantee of consistency
and uniformity of the programme in terms of criteria eligibility and equity of
implementation at regional level as requested, moreover, by the Interdepartmental
Coordinating Committee of controls (CICC).

Local authorities have finally become involved in the wide participation of people concerned
by this line electrification project and to inform of the progress of work including through
joint residence.

This project has been discussed since the mid-1990s and owes much of its making to public
/ private assets. The European dimension of the project, involving a broad co-financing
including RFF and the State, the European Union and local authorities, and the integration
of companies such as Electricité de France (EDF) and France Telecom, makes a concerted
original project. Finally, some cities have occasionally participated in this partnership,
through remote operations. It has also been driven by an active partnership between RFF
and the various co-financings, based on the broad consultation marking the organisation of
technical panels and steering committees throughout the project. The participation of the
European Union gave an additional dimension to the project, although the prospect of the
East European LGV has been a main focus of the mobilisation of this project.
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9.6. Universality of access and affordability

All citizens of the Vosges and Lorraine are involved in this project. Increasing regional
trains on existing routes and reducing travel time to major national and European cities
(Paris, Lille, Rennes, Bordeaux, Frankfurt, Munich, Zlrich) can be noted. This new supply
provides mobility for all, according to income, to move at sub-regional and intercity level.
However, this supply primarily benefits citizens with high qualifications: they are in effect
senior, intermediate and higher occupations that are more mobile and/or travel the longest
distances.

These encouraging aspects about the universality does not yet come down to this single
project. Thus, the effects of the proposed line HSR can be fully exploited only if the stations
efficiently connect devices to central cities, neighbourhoods and historic train stations in all
cities. Otherwise, the disparities in service access would be maintained between
populations living in urban and rural areas devoid of terminals connected. Despite efforts
by the project financed by EU funds, only 38 cities have a station in Vosges.

In fact, this project should be an integral part of building sustainable areas: around new
mobility solutions, but especially around a delicate balance between structure of peri-urban
and high-density city centres. In this strict framework, the benefits of this project can be
obtained only by ensuring that the mix of social classes user of transport services remains
a major challenge.

Price comparison is particularly difficult in the context of this project. Indeed, insofar as it is
an investment as part of a larger project (East HSR), it is impossible to separate clearly the
specific impacts of this project. In addition, notwithstanding the non-availability of price
data over several periods, the comparison is complicated due to a variety of prices on one
hand (depending on time of booking, additional services offered, age or social class
passengers) and a change in service on the other (high-speed line, closure of direct routes
to take a step in a train station). Some items may still be highlighted.

On the one hand, a double movement has occurred: the prices on domestic destinations
have generally increased significantly. From the standpoint of providing service and,
therefore, prices charged travellers, the eastern sector has seen many changes.

First, SNCF introduced in 2004 an offer price (Téoz Corail) on the Paris-Nancy-Strasbourg
line. It was accompanied by the phasing out of the mileage prices and resulted in an
average increase of full second-class tariff by 10% (10.1% for Paris-Nancy, for example).
From June 2006, in preparation for the commissioning of the East HSR, SNCF introduced
infrastructure related to HSR to ensure the link Paris-Metz-Luxembourg. Prices were
brought in line with the Téoz Corai prices. The remaining Corail coverage corresponded to a
lower price level, until the commissioning of the HSR. Ultimately, after this commissioning,
the tariff increase is well above the 10% or 15% announced on assumption. The Paris-
Nancy run thus saw its price rise by 17.1% during normal and by 45.2% during peak
season, giving-including the 2004 mentioned above-a global evolution of respectively
28.9% and 59.8%. A significant proportion of these increases naturally results from the
need to finance the heavy investment thus made while including the cost of operation and
maintenance of lines.

On the other hand, the pricing of regional travel (TER) follows a different logic. In fact, on
December 12 2005, under the leadership of the new regional council, a “zonal” pricing
came into force with levels depending on mileage. The subsidised pricing is valid only
between two stations inside the region. It reduces the price by 40% compared to an
average SNCF tariff. The offer is also accompanied by regional price concessions for
passengers under 26 years of age and for persons with limited resources, such as HSR
pricing.

It is ultimately very difficult to make objective judgments on the role of Structural Funds on
the evolution of these rates. There is, however, every indication that the role is positive in
having reduced the total cost of funding support for the sector.
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9.7. Thematic focus

Ageing population and migrants

The SG(E)I provided was not specifically designed for senior citizens. However, improving
the supply of mobility within the department is a significant advantage in their case.

The project may yet have an impact in limiting the aging of the population Vosges. Indeed,
with 380 952 inhabitants (1999 census), the Vosges department has seen its population
decline by 1.3% from 1990 to 1999 (an annual average of 0.15%) and 3.8% between 1982
and 1999. Although the natural balance is positive (+6 371), net migration is strongly
negative (- 11 677). The population over 60 years of age is estimated at 88 400 or 23.2%
of the population of the department!®®. The rate is 21.2% for the whole of France.

All these figures thus reflect an aging population in the Vosges (high proportion of retired
persons) which should be confirmed in the next two decades. Indeed, the forecasts assume
a reduction of about 30 000 inhabitants over the next twenty years. These ageing
employees could give cause for concerns in certain occupations, including healthcare and
traditional crafts. In this context the opening of the territory may be an advantage in
limiting the negative migration of the department.

Geographical remoteness of the service provided

South Gate of Lorraine, the Vosges department is split between a mountainous area to the
East and a West Plain occupied by 48% of forest. The Vosges mountain occupies one third
of its territory and separates Lorraine and Alsace as a natural boundary. It is bounded to
the North of the Meurthe-et-Moselle and the Meuse, to the South by the Haute-Saéne and
Territoire de Belfort in Eastern Alsace, finally, it borders the Haute-Marne in the West. The
relief is an essential element of the Vosges area and represents a real asset to the
department.

The Vosges and Lorraine generally represent a territory with many faces with, on the one
hand, central areas of economic activity, consisting mainly of areas dominated by urban
settlement and more deprived areas which are mainly rural areas and urban centres. This
explains why the project is fully consistent with the purpose of opening up the territory. It
is also necessary that the opening up benefits the less advantaged regions instead of only
enhancing the attractiveness of regional and national cities.

The diversity of natural resources is the source of economic activity that began very early
and gave the department another strong feature: its industrial culture. The total workforce
employed in industry represents 30% of total paid employment, and places the Vosges at
the head of the French departments. However, the industrial sector, which occupied 46 000
people in 2000, has lost 10 000 jobs in seven years. Consequently, the attractiveness of
the territory is currently disputed.

Meanwhile, sectors of business services and personal services are still below the national
average. Logistics still keeps a strong growth potential, particularly in the perspective of
development of multimodal transport. This is also true for the tourism sector, which may be
based on exceptional natural resources, archaeological heritage and military and cultural
monuments, but also technical and industrial factors. However, it is only potential to be
developed to ensure the transition of the department and the region affected by
deindustrialisation.

The arrival in June 2007 of the East HSR and the near prospect of the Rhine-Rhone high
speed is a factor that could generate the structural reorganisation of the territory and
enhance its attractiveness. It cannot remain isolated and must become part of a broader

163 Specifically, 18.1% of the population is under 14 years, 18.8% is between 15 and 29 years, 21.3% between 30
and 44 years, 18.6% between 45 and 59, 14.9% between 60 and 74 years, 8% between 75 and 94 years and
0.2% more than 95 years.
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development plan taking into account the many major developments that may affect the
attractiveness of the area, such as the continuing exodus of rural youth in particular in the
Western Vosges, the phenomenon of desertification in certain rural areas (The Voge
countries), the current trend towards rationalisation of territorial public service, equipment
under constant supply of cultural businesses.

Cross-border cooperation

The cross-border dimension has gradually rooted in regional attitudes. Several examples
can be developed:

Nearly 84 000 people (one in ten working in Lorraine), derive their income from cross-
border operations.

The workflow border to Luxembourg has experienced exponential growth (15 000 in 1990,
about 58 000 today) and seems set to continue. This contributes to the stability of
residential geographic areas heavily affected by the crisis and is generating high income
(EUR 1.5 billion per annum) and helps to reduce unemployment!®,

For Germany, around 23 000 people cross the border into Lorraine compared with just over
15 000 in the early 1990s; the increase over the past decade is largely due to phenomenon
related to residential mobility that peaked between 1993 and 1996.

The density of nearby residential and industrial areas led local communities to organise
themselves as border-straddling conurbations: Greater Saarbriicken / Mosel East,
numbering one million people, should collectively address the issue of the sharp decline in
coal mining; Belval on the Franco-Luxembourg border is a new opportunity to promote
economic development and urban spaces even on marked imprints of steel and is a major
priority of policy cooperation on the Lorraine border.

Thus, the concept of cross-border cooperation, once highly theoretical, is gaining
importance. Also, actors from Lorraine enrol their cooperation in a broader context
including Luxembourg, Saarland, Rhineland-Palatinate and Wallonia. Mechanisms for
cooperation have been adjusted to take account of this new dimension to the image of this
project within the development of the East HSR but also as enabling the future
development of a Rhine-Rhone Axis. This new level of cooperation contributes to the
development of networks in higher education and research which continues to assert itself.
More broadly, beyond the electrification project of the Vosges lines seen on the territory,
the Community Initiative Interreg has now reached its third generation in a true spirit of
open cooperation. The support of these community projects made possible the emergence
of DEP Longwy-Athus-Pétange, Eurozone Saarbriicken-Forbach-archaeological park
Bliesbruck Reinheim.

9.8. Contribution to cohesion policy objectives

Adopting the definition of territorial cohesion from the final report of ‘Territorial Impact
Package for Transport and Agricultural Policies'®®’ Project (ESPON 2013 Programme).
Territorial cohesion refers directly to three main components, “namely:

e Territorial efficiency: resource-efficiency with respect to energy, land and natural
resources; competitiveness of the economic fabric and attractiveness of the local
territory; internal and external accessibility;

e Territorial quality: the quality of the living and working environment; comparable living
standards across territories; similar access to services of general interest and to
knowledge;

184 1t is not without negative effects on traffic congestion and rising land prices and rents in the region; companies

also see their skilled workers leaving for more profitable employment in the Grand-Duchy.
165 http://www.espon.eu/main/Menu_Projects/Menu_AppliedResearch/tiptap.html, scientific report, page 9.
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e Territorial identity: presence of “social capital”; capability of developing shared visions
of the future; local know-how and specificities, productive “vocations” and competitive
advantage of each territory.”

Regarding territorial efficiency, positive effects on environmental considerations have been
underlined in the last sections. On another aspect, an increase in the winter and summer
tourist population is expected due to improved mobility, particularly from the Paris region,
which could lead to the creation of new needs of this clientele. The potential is indeed
important. In fact, with 11.5 million passengers in 2008, the East HSR has confirmed its
leading role in the growth of the HSR in France, which alone accounts for half of the traffic,
and was achieved in 2009, most targets originally set in 2010. However, the positive
impact on tourism in the areas depends largely on the ability of areas to implement active
policies for tourism and hotel.

Directly, the project has been very positive for the economy, including in terms of
employment. Thus, the performance of the work was divided between local or regional
companies under contract for civil engineering works that are dominant in numbers, and
national companies that have made the bigger orders (installation of overhead lines - EUR
10 million, production of switching stations - EUR 5 to 6 million). In addition, with regard to
tenders launched on the European territory, the entire market has been won by companies
based in France.

Moreover, the new combination of HSR and TER will induce a strong increase in passenger
traffic, often privileged at the expense of freight. The usefulness of developing a dedicated
freight line to the west of the Lorraine path is reinforced. Indeed, it is essential for the
development and for the territory to have platforms that are well connected to the road
network, but also benefiting from the service on transport routes accessible by rail or inland
waterways that connects the major European urban and industrial centres and its seaports.
Regarding territorial quality, the Vosges has been experiencing a resurgence of the
situation as of late 2001 with 10.7% of the workforce unemployed (31 December 2009).
Women and young persons under 25 years are particularly affected by the worsening of the
employment. We consider that the overall purchasing power of households is lower in the
Vosges, with about 10 to 15% of the average French household, while 13.5% of the
population of the county is below the poverty line, which weighs on current consumption
patterns. In fact, the territory must be part of a new dynamic involving this project and the
East European HSR more broadly.

Another impact of importance for the region and its attractiveness lies in providing higher
education. However, it is concentrated in Nancy and Metz at regional level, leaving the
Vosges far behind. In this sense, without special effort on the subject, it is likely that
increased mobility will prima facie concern these cities. Again, the benefit of the project
area will be optimum if parallel support policies are pursued to include this new potential in
a context of territorial development.

Locally, some of these policies are already under way. For example, Nancy and Metz have
just begun recovery strategies'®®. More specifically, to take advantage of this new
infrastructure, the development offers a modernised and timed public transport and the
implementation of intermodal solutions are increasingly seen as essential. Indeed, public
transport is an important factor in planning social and territorial cohesion. The arrival of the
East HSR in Lorraine is an additional lever of modern, attractive and dynamic, but requires
a considerable amount of intermodal coordination with other networks. The Regional
Council has already initiated this under its TER powers, but these advances will find their

166 These strategies involve any restructuring of neighbourhoods with the creation of office buildings and homes.
The proposed convention centre in Nancy participates in this process. The cultural component is intended to
develop in particular Metz, with the implementation of the Pompidou Centre. The real estate professionals already
note renewed interest in the region.
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full effectiveness with devices in the nearby intermodal station. The goal should be to
achieve an integrated, structured, mesh-term supply and this throughout the whole
Lorraine region for all users.

Regarding territorial identity, this project can improve the opening of the territory to its
neighbours. Lorraine has a special place in the heart of transport flows to and from North
Europe but needs to improve its facilities and infrastructure so as to promote this opening
up to the Saarland and Luxembourg, and thus facilitating the movement of goods and
people. The arrival of the TGV East is one of the highlights of this strategy. It will require
first a set of preparatory actions, including the electrification of the Vosges lines, which may
nonetheless be seen as a preliminary stage. This is all the more the case if the increased
supply is significant regional rail, the East HSR finally offering a number of relatively small
services, abandoning some towns. Nor does the region enjoy direct services to Germany
and Luxembourg, which limits its links with Europe.
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10. Germany.
B 96n feeder road
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10.0. Background information

a) Country | Germany

b) Region Mecklenburg-Western Pomerania

c) Full Project Title Construction of the new ,B 96n Stralsund/Ruegen feeder
road” from Autobahn junction Stralsund (A 20) to Bergen'®’

d) Duration 2001-2004 (mainland section), island section: planning
approval procedure

e) Programme Objective 1 for Mecklenburg - Western Pomerania
Programme

f) Total Cost EUR 158 million %8

g) EU Contribution ERDF 65.8%

h) National Contribution [EEEWAZ

i) Private Contribution 0%

j) Sector Transport

k) Sub-Sector Road

1) Beneficiary Federal Ministry of Transport, Building and Urban
Development

m) Implementing body German Reunification Highways Construction Authority

DEGES (Deutsche Einheit FernstraBenplanungs- und -bau
GmbH)

10.1. National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

Germany’s National Strategic Reference Framework for the EU Structural Funds in Germany
2007-2013 (NSRF)!®° was elaborated by the federal government under the auspices of the
Ministry of Economics and Technology. This process involved extensive dialogue with the
various federal states (Bundeslaender) and with a broad range of economic and social
partners. Goal of this process was to take into account the specific characteristics and
problems faced by Germany’s various regions. One key example of this is the fact that the
Bundeslaender of the former West Germany have many years of experience with EU
processes and structural change, whereas the former East German Bundeslaender have
transformed their economies on the basis of a previously centralized planned economy.
Germany still has to cope with the economic and social results of the German partition.
Despite current fiscal constraints high expenditures are required to reduce the structural
disparities.

Key element of the efforts on national and European level of the federal government is the
Lisbon-Strategy. The national reform programme!’® addresses to the Lisbon goals,
describes the challenges, which Germany and Europe has to face in the next few years and
develops a strategy to facilitate growth and employment in a globalised world and in a

167 The 2" Strelasund crossing is not part of the ERDF funding as well as the island section of the project due to
delays in realisation within the ERDF funding period of the latter.

168 This includes only the costs of the mainland section of the project. The costs of the 2" Strelasund crossing
amounted to around 125 million EUR and the costs of the island section will be around 74 million EUR
(estimation).

189 Bundesministerium fiir Wirtschaft und Technologie, ,Nationaler Strategischer Rahmenplan fiir den Einsatz der
EU-Strukturfonds in der Bundesrepublik Deutschland 2007-2013", issued Nov. 2007
(http://www.bmwi.de/Dateien/BMWi/PDF/foerderdatenbank/nsrp-2007-

2013, property=pdf,bereich=bmwi,sprache=de,rwb=true.pdf)

170 Nationales Reformprogramm Deutschland ,Innovationen forcieren-Sicherheit im Wandel férdern-Deutsche
Einheit vollenden", issued Dec. 2005 (http://www.bmwi.de/BMWi/Redaktion/PDF/M-O/nationales-
reformprogramm,property=pdf,bereich=bmwi,sprache=de,

rwb=true.pdf)
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different demographic structure of the society. EU Structural Funds therefore will contribute
to the growth of structurally weak regions.

On the basis of a SWOT-Analysis (Strenghts, Weaknesses, Opportunities, Threats) for
Germany the federal state and the Bundeslaender have jointly defined the following four
strategic objectives in the NSRF:

e promotion of innovation and expansion of the knowledge society; strengthening
business competitiveness;

e enhancing the appeal of Germany’s various regions for investors and inhabitants
through sustainable regional development;

e facing new labour market challenges-creating new and better jobs;

e developing regions in regard to equal opportunity and balance.

In addition to the strategic objectives, the NSRF states also three horizontal objectives:
sustainable urban development, equal opportunities and environment.

The provision of an efficient transport infrastructure is one of the top priorities to reach the
second strategic goal to enhance the appeal of the regions. EU Structural Funds have
contributed substantially to overcome deficits regarding the level of provision of transport
infrastructure in the Convergence regions.!”! Starting point for developing and
safeguarding the infrastructure for a sustainable development are, among others, the
improvement of regional transport infrastructures and accessibility and the increase of the
use of more environmentally friendly modes of transportation. Measures with regard to
safeguard and qualitative improvement of transport infrastructure include, beside the
provision of an efficient transport infrastructure, the adaptation of the infrastructure to
different patterns of demand. Intact, efficient and integrated transport routes guarantee
mobility to facilitate a free exchange of goods and freedom of movement. This is especially
important with respect to regional needs and the apparent population decrease in the parts
of the Convergence regions to prevent a further rise in infrastructure and location-related
costs.

The promotion of significant supra-regional transport is given “priority 4” with regard the
objective “Convergence” in the NSRF. Starting points for the promotion of supra-regional
transport investments as stated in the NSRF are the improvement of spacious accessibility
by expanding Trans-European traffic networks and other supra-regional transportation
routes, the improvement of transportation routes to major business centres and
optimization of gateway functions and the increase of the use of more environmentally
friendly modalities.

The priorities contained in the German NSRF are translated into 36 Operational
Programmes. In Germany these programmes are mainly devised and managed by the
individual federal states (Bundeslaender), each of which elaborates his own ERDF and ESF
regional programme (16 Operational Programmes for each Bundesland and the district of
Lueneburg for each fund). The federal government manages two additional EU Structural
Fund programmes, one being a federal ERDF transport programme exclusively for
Convergence regions, and the other a federal ESF programme. Additionally, there are
Operational Programmes promoting projects under the objective of European Territorial
Cooperation.

The federal ERDF Federal Transport Operational Programme for the 2007-2013
programming period provides funding exclusively for federal transport infrastructure and
thus for transport infrastructure projects which improve interregional accessibility. In the

71 The German Convergence regions are situated (including phasing-out regions) in six Bundeslaender. With the
exception of the West German NUTS2 region Lueneburg the Convergence regions are located all in East Germany.
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context of the provision of SG(E)I the federal government is responsible for the
maintenance, modernization and new construction of supra-regional transport
infrastructure. A federal transport programme co-financed by ERDF is an adequate concept
for an accelerated promotion of supra-regionally important transport infrastructure.

Priority in federal infrastructure planning is given to the so-called German Unity Transport
Projects (VDE) because they are of paramount importance for the development of Eastern
Germany and the integration of the new and old federal states. Despite of high investment
in transport infrastructure in the East part of Germany, there are still deficits with regard to
accessibility of national and European agglomerations compared to other German regions.
In light of the growing significance of international transport, regional differing
demographic developments and the risen importance of accessibility concerning labour
markets and SG(E)I, the spacious accessibility to transport links and economic centres is a
key element to the improvement of the appeal of those regions.

Under the ERDF federal programme 2000-2006'"2, ERDF resources were, for the first time
in Germany, being used to improve federal transport infrastructure. EUR 1 661 billion were
available from the ERDF to provide assistance to federal transport infrastructure projects.
This co-financing from the EU Structural Funds benefits solely the new federal states
(excluding Berlin), with which the project proposals have been coordinated. The ERDF
federal programme 2007-2013'73 ties in with the former operational programme.

The picture below illustrates that the transport sector in Germany benefits from the largest
share of ERDF among the SG(E)I's in both funding periods (66.07% in 2000-2006 and
52.81% in 2007-2013).

Figure 17: 2000-2006 and 2007-2013 ERDF programmed expenditure for SG(E)I
2000-2006 2007-2013
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Source: Authors processing of DG Regio data

10.2. National framework in the provision of SG(E)I

Under Articles 89 and 90 of the Basic Law, the Federal Government is the owner of the
federal trunk roads (motorways and federal highways) and federal waterways. The federal
railway infrastructure is owned by railway undertakings in which the Federal Government
has a majority holding (federal railways), they are to be managed as business enterprises
under private law (Art. 87e of the Basic Law). The Federal Government meets its
constitutional responsibility by constructing and maintaining the federal transport
infrastructure.

172 Operationelles Programm "“Verkehrsinfrastruktur”, Europdischer Fonds fiir Regionale Entwicklung (EFRE),
Deutschland Ziel 1, 2000-2006.

173 Operationelles Programm Verkehr EFRE Bund 2007-2013, Europdischer Fonds fiir Regionale Entwicklung
(EFRE), Européischer Fonds fiir Regionale Entwicklung (EFRE), 2007-2013.
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The Federal Government has, since the 1970s, based its investment policy in the federal
transport infrastructure sector on intermodal planning. This intermodal planning is
conducted within the framework of overall transport concepts and is reflected in the Federal
Transport Infrastructure Plan (FTIP), each of which is drawn up by the Federal Government
for a manageable period (usually around 10 years) and adopted by the Federal Cabinet.!”*
The Federal Transport Infrastructure Plans detail the total level of investment earmarked
for the maintenance and upgrading of the existing infrastructure, geared to the funding
that is likely to be available over the lifetime of the plans. The Federal Transport
Infrastructure Plan is a framework investment plan, which does not contain any decisions
regarding the funding and time of realization of a project. These decisions are taken on the
basis of multi-annual plans.

The Federal Transport Infrastructure Plan provides the basis for further detailed
infrastructure planning. Focusing on the road sector, which is the subject of this case study,
detailed planning is provided by the 5" Federal Trunk Road Upgrading (Amendment) Act,
which entered into force in 2004, and with it the new requirement plan for federal trunk
roads (valid from 2001). It includes the construction of new motorways, the widening of
existing motorways and the widening and new construction of federal highways.

The Federal Government as the legally and financially responsible body delegates the
activities of construction, operation and maintenance of the federal trunk roads to the 16
federal states (Federal Order Administration).

The federal state governments develop their sectoral planning documents and updates and
have the duty to construct and maintain state roads. The responsibility for the planning and
construction of federal trunk roads and feeder roads within the scope of the "German Unity
Transport Projects” (VDE) lies with the DEGES, Deutsche Einheit FernstraBenplanungs- und
-bau GmbH (German Reunification Highways Construction Authority). Until 1990, the
transport systems of East and West Germany were primarily geared to north-south routes.
For this reason, the development of the transport infrastructure had to focus on restoring
the intra-German transport routes and upgrading them to a necessary level of efficiency.
Considering private sector operator models for federal trunk roads, two different forms of
private sector participation are applied:

e Operator model for widening motorways by adding lanes (so-called A model);

e Operator model under the Private Sector Funding of Trunk Road Construction Act'’®

(so-called F model).

Both models leave the infrastructure responsibilities of the Federal Government and the
federal states unaffected. Concessions are awarded for fixed terms, preceded by a
competition for participation.

The A model is made possible by the introduction of the distance-related motorway user
charge for heavy goods vehicles. This model provides for transferring responsibility for the
construction of additional lanes, maintenance, operation and funding to a private sector
investor. The toll revenues from heavy goods vehicles in the sections to be widened are
passed on to the private investor. The infrastructure costs imposed by other vehicles can
be paid in the form of a start-up financing which is subject to competition.

In the second operator model, the so-called F model, responsibility for construction,
maintenance, operation and financing is transferred to private sector investors. To recoup
their costs, they are given the right to collect tolls. The F model is restricted to projects
involving bridges, tunnels and mountain passes along federal trunk roads and multi-lane

7% The current Federal Transport Infrastructure Plan was issued in 2003.
175 Act on the Construction and Funding of Federal Trunk Roads by the Private Sector (Private Sector Funding of
Trunk Road Construction Act-FStrPrivFinG) in the version of 6. Januar 2006 (Federal Law Gazette I, p. 49).
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federal highways with separate carriageways for the two directions of traffic. The level of
the toll is determined by the responsible federal state government. Until now, two projects
were realized on the basis of the F model. These are the Warnow tunnel near Rostock
(2003) and the Herren tunnel in Libeck (2005). The Strelasund crossing was originally
planned as F model. Since the tender for the Strelasund crossing produced no appropriate
bids, the crossing was realized by conventional procurement (see also 10.2).

10.3. Project description

The project "B 96n Stralsund/Ruegen feeder road” is part of the programme “German Unity
Transport Projects (VDE)”. German Unity Transport Projects (VDE) are given priority with
regard to transport infrastructure investment because they are of paramount importance
for the development of Eastern Germany and the integration of the new and old federal
states. Totalling 17 German Unity transport projects with an investment volume of more
than EUR 36 billion form the core of the investment in the new states. The programme
consists of 9 railway and 7 motorway and one waterway project and was issued in 1991 to
accelerate the integration of East and West. Furthermore, important feeder roads are
included in the programme.

The construction of the new “B 96n Stralsund/Ruegen feeder road”, the core of which is the
new Stralsund crossing, is occurring in the functional context of the A 20 Luebeck-
Stettin/German Unity (VDE) road traffic project no. 10 “Baltic Sea Autobahn”, which was
completed in 2005.

The goal of this measure is to create an efficient road link between the city of Stralsund
and the Island of Ruegen and the German/European long distance network to strengthen
the tourism- and port-based economy of the structurally weak and geographically isolated
area.

Figure 18: Map of the concerned area
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Since German unification, the island of Ruegen has developed into one of the touristic
centres of the federal state of Mecklenburg-Western Pomerania. Every year, the largest
German island attracts numerous visitors. Already at an early stage it became clear that
the provision of transport links to the island is not sufficient to meet the needs of a steadily
growing number of tourists because the only link to the mainland is the "Ruegendamm”, a
rail and road embankment opened to traffic in 1936. The old link was far from being
sufficient to cope with the traffic volume between Ruegen and the mainland.

The new B 96n federal highway was meant to remedy the situation. The so-called feeder
road to Ruegen island including the second Stralsund crossing leads from the A 20
motorway to the town of Bergen on the island thus providing a hinterland connection for
the ports of Sassnitz/Mukran and Stralsund as well as for the island of Ruegen. Tourism in
the structurally lagging region, in particular from the metropolitan areas Hamburg/Luebeck
and Berlin, will especially benefit from the clearly improved accessibility of this coastal
region. The transport link to the mainland is also important for the further development of
the local port-based economy.

The B 96n leads to a channelization of traffic from the Autobahn A 20 to Stralsund/Ruegen
and to a sustainable relief for the existing federal highways, especially the bottleneck
Ruegendamm, and cross-town links.

The main final beneficiaries of the project are the tourism-based and port-based economy
of the region. The significant improvement of the accessibility enhances the attractiveness
of the holiday region for tourists, especially for tourists from the agglomeration areas
Hamburg and Berlin. In addition, the transport link is very important for the further
development of the port-based economy. With the completion of the Strelasund crossing,
the port Sassnitz/Mukran will get an optimal road-link. In view of the increased amount of
commercial traffic foreseeable on the roads, over medium term, the ferry port will be able
to continue to increase its highly competitive position in the area of freight.

The B 96n will also lead to a sustainable relief for the existing road and railway network,
including the old Ruegendamm bridge, as well as several local roads. Through the
construction of several by-passes on the mainland and the island section to avoid transit
traffic in towns and villages the new B 96n also leads to a local reduction of noise and
emissions.

In order to be able to realise traffic-effective sections of the “B 96n Stralsund/Ruegen
feeder road” as quickly as possible, the approximately 54 km long road project was divided
into three planning sections:

e mainland section (28.7 km): open to traffic since the end of 2004, construction period
2001-2004;

e 2" Strelasund crossing (4.1 km): open to traffic since 2007, construction period 2004-
2007;

e island section (20.5 km): ongoing planning approval procedure.

The island section of the project, except a small section from the Strelasund crossing to the
interchange Altefahr, was taken out of the ERDF funding procedure due to the fact that the
island section could not be realised within the funding period. The EU Commission has
agreed to that adaptation. Also, the Strelasund crossing is not part of ERDF funding.

The integral part of the mainland section was the construction of a by-pass which avoids
the city of Stralsund (9.6 km). The section also includes 6 junctions as well as 15 viaduct
constructions, one motorway bridge and 15 constructions for the Stralsund by-pass.
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Centrepiece of the 2" Strelasund crossing is the high level bridge over the “Ziegelgraben”
(583 m), it also includes the following constructions:

Headland bridge, Stralsund (327 m);
Headland bridge, Stralsund (317 m);
Headland bridge, Danholm (532 m);
Headland bridge, Strelasund (532 m);
Strelasund bridge (539 m);

Dam construction (456 m).

Construction works on the Island section didn't start yet. The section comprises of 4
junctions, 12 viaduct constructions, one motorway bridge and a railway underpass. Special
features are a sound protection wall (218 m) and a cycling path along the entire length of
the road.

10.4. Specific aspects of SG(E)I affected by the project

Short description of the specific aspect/objectives of SG(E)I realised/enhanced
with the project

The following specific aspect/objectives are enhanced by the project:

universal and continuous accessibility;
social accessibility and/or affordability;
territorial accessibility;

efficiency and/or effectiveness;

improving territorial and social inclusion;
weakening specific geographical constraints;

enlargement to other transport modes.

Main results of the project with reference to the specific aspect/objectives of
SG(E)I

Universal and continuous accessibility: As an infrastructure measure, the new
construction of the B 96n provides access to all citizens or companies respectively and
is therefore neutral considering the objective of universal and continuous accessibility.
However, accessibility to the new feeder road implies the availability of a private vehicle
(see also 10.1).

Social accessibility and/or affordability: originally the Strelasund crossing was
planned as a toll-based F model (private-sector operator model). There had been an
initial invitation to tender which first took the form of a Public Private Partnership (PPP).
The tender process, however, had to be cancelled in 2003 because no adequate tenders
had been submitted. Reasons for this were, among others, that profitability for the
private partner was low, since the existing bridge should have been toll-free. The
requirement to build a comparatively expensive pylon bridge further reduced the
profitability of the project. In addition, the support of the federal state of Mecklenburg-
Western Pomerania for a toll-based crossing was small due to structural weakness of
the region. There was an incentive for the federal state of Mecklenburg-Western
Pomerania to abort the PPP-project and to abandon the toll-scheme, hoping to receive
full funding by the federal republic and the EU.
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e Territorial accessibility: the A 20 motorway, to which the new B 96n serves as feeder
road, is of great significance as an instrument of structural policy to the federal state of
Mecklenburg-Western Pomerania. As part of TEN the motorway provides important
transport connections to northern Poland and Scandinavia. The new B 96n strengthens
the hinterland connection of the port-based economy and the serves as feeder road to
the Hanseatic City of Stralsund and the Island of Ruegen.

e Efficiency and/or effectiveness: the previous bridge to the Island of Ruegen
(Ruegendamm) proved no longer effective. Furthermore, the traffic-flow came to a halt
several times a day due to the opening of the flap-bridge for shipping. During traffic
peak hours, especially in holiday periods, the capacity limit of the two-line
Ruegendamm is at around 18 000 vehicles per day. Hence, aim of the construction of
the new Strelasund crossing was the reduction of frequent, especial seasonal traffic
congestion. It also serves as an efficient transport link to German and European
markets via the motorway A 20.

e Improving territorial and social inclusion / Weakening specific geographical
constraints: with a surface of around 926 km? the Island of Ruegen is the biggest
island in Germany. Beside the territorial remoteness linked to the island situation, the
region, like many East German regions, is affected by demographic change: Whereas
around 70 000 people live on the island today, it is expected that the population
decreases by 15% till 2020 to 60 000 people. On the other hand, the number of yearly
tourists escalated to ca. 1.4 billion visitors in the last years (1995-2006). The numbers
illustrate the strong dependency of the Island of Ruegen from tourism. In addition to
tourism, the port-based economy is an essential economic factor. For the further
development of this economic sector the accessibility of the ferry ports Stralsund and
Sassnitz/Mukran are of existential importance. Overall, the new feeder road is a tool for
safeguarding and improving employment in the structurally weak and geographically
isolated region and to prevent further emigration to other regions.

e Enlargement to other transport modes: the construction of the new “B 96n
Stralsund/Ruegen feeder road” serves as important supra-regional feeder road to the A
20 motorway as part of TEN and provides for a significantly improved road-based
hinterland connection for the ports of Sassnitz/Mukran and Stralsund. It facilitates
within the TEN a more efficient intermodal link between the federal trunk road network
and the international sea and ferry traffic.

Changes of public service approach, at regional and/or national level

The new Strelasund crossing in association with the completed motorway A 20 and the B
96n feeder road lead to an optimal road based transport link of the Island of Ruegen to the
mainland. This, however, generates new tourism traffic as well as new transit traffic due to
the further development of the port Sassnitz/Mukran. The realization of the island section is
delayed since the designated layout of the road affects issues of Natura 2000.
Environmental groups are strongly opposed to the new construction of the B 96n and
favour the upgrade of existing roads, which is also less costly.!’® Concerning future road
projects the experience with the problems faced on the island section of the B 96n might
lead to a stronger consideration of alternatives such as the improvement of public
transportation or the upgrade of existing roads, especially in ecological sensitive areas.

Expected changes in the use of Structural Funds in the SG(E)I, at regional and
national level

The contribution of the Structural Funds helped to accelerate the new construction of the B
96n. Change in the use of Structural Funds can’t be identified.

176 http://www.bund.net/index.php?id=3217, 23.04.2010.
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10.5. Governance aspects
The main stakeholders involved in the project are:

e German Federal Ministry of Economy and Technology!’’: responsible ministry for
coordination of EU structural policy, at the same time it acts as Federal administrative
authority with regard to ERDF-funds;

e German Federal Ministry of Transport, Building and Urban Development!’®: Preparation
of ERDF Federal Transport Operational Program, responsible ministry for German Unity
Transport projects of which the discussed project B 96n is part of;

e German Reunification Highways Construction Authority (DEGES)!’°: responsible for the
planning and construction of the B 96n (except by-pass around Stralsund) in behalf of
the Federal State Mecklenburg-Western Pomerania;

e Federal state of Mecklenburg-Western Pomerania / Stralsund city council highways
department: responsible for the planning and construction of the by-pass around the
city of Stralsund.

The list shows that all the stakeholders are public institutions. As stated earlier the Federal
Government as the legally and financially responsible body delegates the activities of
construction, operation and maintenance of the federal trunk roads to the 16 federal states
(Federal Order Administration). Although the B 96n is a federal trunk road, as an important
feeder road it is also classified as a “German Unity Transport Projects” (VDE). Those
measures are planned and constructed by the DEGES, Deutsche Einheit
FernstraBenplanungs- und -bau GmbH (German Reunification Highways Construction
Authority). Only the by-pass section around the Hanseatic City of Stralsund was within the
responsibility of the federal state of Mecklenburg Western-Pomerania, respectively the
Stralsund city council highways department.

At the beginning of the planning and in the course of the planning approval process of the
section of the Strelasund crossing the majority of the media, the nature conversation
organisations and many citizens strongly disapproved the project. It was assumed, that the
new bridge could interfere with the medieval structure of the City of Stralsund and
jeopardize the city’s status as a World Cultural Heritage. The suggestions of the critics were
taken into account by the planning authority with regard to the further outline planning.
Also, after the issue of planning approval it became clear, that ecological aspects (EC
habitats and birds directive) had not been taken into account properly. With the new
planning approval issued in March 2004 after EU treaty violation proceedings initiated by
nature conversation organisations have been dismissed, building of the Strelasund crossing
began in August 2004. In order to ensure that the birds are not affected by the planned
bridge construction, an extensive examination on bird migration was carried out by the
planning authority. The research concluded that collision risk for migratory birds was low
and there would be no significant negative effects on the local bird populations.

As stated above the planned island section of the B 96n, which is still in the planning
approval procedure, is also strongly opposed by nature conversation organisations and
some residents. The pending planning approval is owed to the fact that the federal state
Mecklenburg-Western Pomerania didn't manage to register the habitats of the ecologically
sensitive Island of Ruegen according to the EC habitat directive in time. The environment
groups developed a concept for a less invasive road construction to alleviate traffic
problems on the island for the stakeholder consultations of the planning approval process.

177 Bundesministerium fiir Wirtschaft und Technologie (http://bmwi.de/)
178 Bundesministerium fiir Verkehr, Bau und Stadtentwicklung (http://www.bmvbs.de/)
179 Deutsche Einheit FernstraBenplanungs- und -bau GmbH (www.deges.de)
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Their main points of criticism with regard to the current plans are, beside the destruction of
habitats, the enormous costs of the planned construction, the unreasonably high predicted
congestion figures, complete parallel routing of the new and old federal trunk road,
exaggerated planning of constructions and the prevention of sustainable tourism. Although
several stakeholder consultations have taken place in the course of the planning approval
process, the environmental groups still strongly oppose the designated routing and want to
take action against the planning approval, which will be most likely issued in 2010.

10.6. Universality of access and affordability

This chapter discusses two main issues related to SG(E)I's provision: the universality of
access and the affordability.

Universality of access to SG(E)I

In general, as a transport infrastructure project, the new B 96n provides access for all
citizens and companies. The described region has still backlog demand concerning road
infrastructure compared to other German regions. Reasons for this, as described earlier,
are the geographic remoteness and its history as part of the former German Democratic
Republic. The feeder road improves the access to markets for the port-based industry and
serves as a transport link for the regions’ important tourism economy. Furthermore, it
enhances the mobility chances of the local residents.

Access to the new road requires the availability of a private vehicle, though. The mobility of
persons who don’t have a private vehicle to their disposal, are excluded. This applies to a
great extent to women and elderly people (although the level of motorization of older
people is on the rise). Especially in light of the enormous demographic constraints-the
population of Mecklenburg-Western Pomerania shrunk by -11.2% until 2006 and forecasts
show a further decrease of -11.8% until 2025 due to a noticeable low birth rate and net
migration losses!®®-and the already sparsely population density, the protection of well-
balanced mobility chances and the provision of appropriate accessibility for all social and
demographic groups through transport infrastructure is able to contribute to social equal
opportunity. Therefore, accompanying measures to expand public transportation in the
region might be necessary in terms of universality of access.

Affordability of SG(E)I

The use of the B 96n including the Strelasund crossing is free of charge. Contrary to the
early intention to design the section of the Strelasund crossing as toll-based private
operator model (F model), the whole project was financed by public funds.

10.7.Thematic focus

The effects of geographical remoteness are a major challenge to large regions of the
federal state of Mecklenburg-Western Pomerania. The federal state is a rural, peripheral
region which is located at the north-eastern border of Germany, adjoining the Baltic Sea
and, to some extent, Poland. The federal state has a surface of around 23 000 km? and
covers 6.5% of the total surface of Germany.!®' The Island of Ruegen, which is linked to
the Autobahn A20 by the feeder road B 96n, is Germany’s biggest island. However, the
territory addressed by the feeder function of the B 96n cannot be reduced to the federal
state alone. The port- and tourism-based economy of the region has a far greater
catchment area.

As described earlier, the whole region is sparsely populated and has undergone dramatic
structural change during the transformation process. The unemployment rate is still the

180 http://www.demographiekonkret.aktion2050.de/Mecklenburg-Vorpommern.126.0.html, 12.04.2010.
181 http://www.m-vp.de/land/fakten-territorium-bevoelkerung.htm
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highest compared to other German federal states and the region is still the poorest in
Germany and well below EU-average. Also, the region is facing severe demographic
problems.

The coastline of the Baltic Sea, including islands such as Ruegen, as well as the
Mecklenburg Lake District are characterised by many holiday resorts and pristine nature,
making Mecklenburg Western-Pomerania one of Germany’s leading tourist destinations.
Beyond that, maritime industry is an important economic sector. Both sectors are highly
dependent on the endowment with transport infrastructure.

Therefore, the new feeder road B 96n in connection with the coastline motorways A 20
ensures an efficient transport connection of the Island of Ruegen and the City of Stralsund
to the German and European commercial centres. It also serves as hinterland connection of
the ports Stralsund and Sassnitz/Mukran and improves the accessibility for tourism. The
A20 is the major East-West connection in the North of Germany and improves the market
access for the whole region and enhances location conditions.

10.8. Contribution to cohesion policy objectives

Even more than 20 years after the Fall of the Wall, considerable deficits regarding cohesion
policy objectives can be observed in the new member states of Germany, especially in the
structurally week Mecklenburg-Western Pomerania. This is also true for the still
fragmentary endowment with regional and supra-regional transport infrastructure.
Unemployment rates are consolidated on a high level and there is still a large productivity
gap compared to the old member states. The endowment deficit considering the potential
factor transport infrastructure harms the regional development and the generation of
income in those regions.

The construction of the B 96n contributes to the economic, social and territorial cohesion by
improving the attractiveness of the affected regions through enhancing accessibility. Due to
the above described peripherical location of the federal state Mecklenburg-Western
Pomerania the project serves as a way to reduce territorial disparities and imbalances in
terms of location of economic activity. The socio-economic assessment of the project
prepared for the ex-ante project dossier estimated a benefit cost ratio of 6.5 according to
the assessment methodology of the Federal Transport Infrastructure Plan 1992. This ratio
is based mainly on the complementary benefit components “reduction of transporation
costs” and “improvements of territorial accessibility”. The environmental effects, especially
higher greenhouse gas emissions of the projects lead to negative results.

The strategic relevance of the new B 96n is to enhance the appeal of the region for
investors and for existing businesses, especially in the port and tourism sector by
improving transportation routes and accessibility to German and European markets.

The Sassnitz/Mukran ferry port is the largest reloading point for rail-ferry traffic and the
third largest Baltic Sea port in Germany. Through its ideal geographical location, the port
on the Island of Ruegen is able to provide the shortest sea connections from Germany to
Sweden, Denmark, Finland, Russia and the Baltic States. With the completion of the
Strelasund crossing, Sassnitz/Mukran will, beside the rail link to the mainland, also get an
efficient road link. In view of the increased amount of commercial traffic foreseeable on the
roads, over the medium term, the ferry port will be able to continue to increase its highly
competitive position in the area of freight.

The main advantages arising from the Structural Funds’ contribution is the acceleration of
the completion of the project. Without ERDF-contribution the realisation would have taken
much longer due to the scarcity of budget funds.
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11. Greece.
Broadband over the mountains

Author: Nicholas Konsolas
The Regional Development Institute
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11.0 Background information

a) Country | Greece

b) Region Western Macedonia - Kozani Prefecture

c) Full Project Title Bridge Me (Broadband over the mountains)

d) Duration 21 months (January 2005 - September 2006)

e) Programme Objective 1 ROP Western Macedonia

f) Total Cost EUR 355 000

g) EU Contribution ERDF 75%

h) National Contribution [PARA

i) Private Contribution 0%

j) Sector Telecommunications

k) Sub-Sector ICT

1) Beneficiary Municipalities of the Region

m) Implementing body \ Association of Local Governments

11.1.National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

The last two decades Greece’s development efforts have mainly been associated with
European Structural Funds, which have played a central role in financing large scale
projects in the sectors of transport, telecommunications, urban development, etc. Today,
the Greek NSRF 2007-2013 reflects the national development strategy for the next years
and is being implemented through 14 Operational Programmes, of which nine are Sectoral
(SOP) and five are Regional (ROP). These are designed to achieve 14 General Objectives.
As figure 19 shows, in the 2000-2006 programming period 64.39% of the ERDF
expenditure was allocated to transport and 12.8% to telecommunications, while in the
2007-2013 period there has been a shift towards environmental protection (28.74%) but
the information society (including telecommunications) is still at 12.65%. This can be
explained by observing the evolution of the national objectives within the policy documents.
It has been noticed that the Integrated Mediterranean Programmes of the 1980s and the
first CSFs of the 1990s gave emphasis to infrastructure, while the NSRF has set new
priorities. More particularly, transport funds have been reduced to 42% (still the largest
share) because the big transportation projects such as the Rio-Antirrio Bridge, great part of
the Egnatia Roadway, Athens’ Metro Network, Athens’ new Airport, etc. were completed in
the previous period. At the same time the environmental sector and the investment in
“soft” development factors is prioritised.

These new priorities affect the regional development objectives. Demographic trends make
the need for these new priorities even stronger: the ageing population (especially in rural,
mountainous and insular areas) and immigration are the two main challenges that are
being addressed within the relevant planning texts. The improvement in the sectors of
Health and Welfare (e.g. the improvement of the services provided and the citizens’ access
to them, and the restructuring of the healthcare system) is also included in these new
priorities. Apart from the above, ICT development is also expected to have a wider positive
effect. Still it has to be noted that Greece’s current financial crisis and the agreement to
use funds from both Europe and the International Monetary Fund to overcome this situation
has led to a new unpredicted situation with many difficulties. Obviously, this will strongly
affect many of the aspects of the planning procedures for SG(E)I as well. According to
official sources 15% of the resources of NSRF 2007-2013 will be allocated to various OPs
until the end of the year 2010. Also, the government is planning to take some legal
measures in order to eliminate the bureaucratic procedures regarding the implementation
of the NSRF projects. In order to facilitate the covering of the national contribution for the
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implementation of the projects the European Investment Bank will give to Greece a loan of
two billion Euros with very favourable terms.

For the 2007-2013 a very important change that affects every aspect of the NSRF is that
many Greek regions have moved from Objective 1 to the Competitiveness Objective since
the last programming period 2000-2006. Hence, a transitional support scheme is being
implemented where there are still many references to SG(E)I. Within the NSRF strategy
there are mainly two OPs which are enforcing actions concerning SG(E)I and especially
telecommunications issues, the “Digital Convergence” and “Public Administration Reform”
and particularly through the priority axes “Improvement of Productivity with the use of
ICT”, and “Upgrading of Public Policies”. Important actions are also enforced within the
“Education and Lifelong Learning” OP, where the development of the use of ICT within the
educational procedures and training of the teaching staff are of major importance. The five
ROPs all have prioritised the ICT sector within the Priority Axis “Digital Convergence and
Entrepreneurship” with the exception of Attica where the relevant axes are “Sustainable
Development and Improvement of the Quality of Life” and “Improvement of the
Competitiveness and Innovation”. According to the NSRF strategic report that was
presented in December 2009 by the Ministry of Economy, Competitiveness and Shipping
the progress of the implementation of the NSRF has witnessed delays which have especially
affected the above mentioned programs. Still some successful programs from the period
2000-2006 have been continued, as e.g. the Corallia Clusters Initiative.

Figure 19: 2000-2006 and 2007-2013 ERDF programmed expenditure for SG(E)I
2000-2006 2007-2013
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Source: Authors processing of DG Regio data

Regarding spatial planning of SG(E)I, Greece faces particular difficulties because of its
territorial diversity (mountainous areas and islands with special demographic
characteristics). Each of the country’s islands is in need of different types of infrastructure:
harbours, airports, water and waste management systems, environmental protection of the
coastline and the sea, health care, education, etc. The isolated mountainous areas face
similar problems such as sparse population, ageing and high costs of social infrastructure.
Therefore the strategy for the information society is vital, as it is connected with the
confrontation of the problems faced by the less favoured areas. According to the latest
figures on broadband services published by the Greek Observatory for the Information
Society (2008) the lagging of the rural regions behind the urban areas is still quite
important. Generally, the Internet penetration percentage'®® in large cities such as Athens
(49.6%) and Thessaloniki (46.8%) is quite high as opposed to the low percentage of rural
areas (21.2%). While the Greek government has ambitious plans for making Greece a fibre

182 This concerns the percentage of persons making use of the Internet at least once per week.
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nation, the strategy announced in 2009 mainly concerns urban areas: the intention is to
connect over 2 million homes with fibre network during the next seven years in Athens,
Thessaloniki, and 50 other cities and towns across Greece. Apart from that, the project
depends on the support from the private sector as the state plans to cover only EUR 700
million of the EUR 2.1 billion total cost. The ICT lagging problem of rural, mountainous and
insular regions is still to be addressed.

11.2. National framework in the provision of SG(E)I

In Greece the investment and provision of SG(E)I services has traditionally been associated
with state intervention. The geographical coverage of these services is the main issue: the
sparsely populated areas, the extended border areas (which is connected with the problem
of illegal immigration) and the large number of sparsely populated areas often make this
provision very expensive, while the private sector cannot cover in a cost benefit situation.
Local Governments are in many cases the providers of such services, while PPPs are not so
common vyet. Partnerships among different state authorities are starting to become a
common practice with very promising results.

The Telecommunications Sector in Greece differs from other SG(E)I sectors, as the private
companies hold a very important role. The main stakeholder is the Hellenic
Telecommunications and Post Commission (EETT) which supervises and regulates the
telecommunications as well as the postal services market in all kinds of electronic
communication activities pertaining to the provision of electronic communication networks
or/and services, conforming to Law No. 3431/2006 and the "“Regulation on General
Authorizations” (EETT Decision no 390/3/31-6-06). One of the main tasks of the EETT is to
monitor and - if necessary - interfere in the liberalized telecommunications market. The
state monopoly of the National Telecommunications Organisation was lifted in the 1990s
and has brought a number of private providers in the market, a fact that resulted in
improved services to the customer and better prices. The operation of the national provider
OTE within the liberalized market created some problems at first, but, after 2006, these
were dealt with and the national regulator set Greece’s broadband market on the path to
fair network access and more competition. The two key events in 2006 were the
transposition of the EU framework for Electronic Communications into Greek law and the
new regulations on Local Loop Unbundling (LLU). Since 2006 there has been considerable
progress in the development of the Greek broadband market. At the end of 2008, Greece
rose to the third highest position by annual broadband penetration growth among the 27
EU Member States. However, despite the progress, the country still ranks fifth from the
bottom by broadband penetration and falls significantly below the European average.
During the first half of 2009, broadband penetration in Greece increased by 2.19% from
13.44% to 15.63%. The rapid increase in LLU lines has contributed to broadband growth.
At the end of 2008 they constituted 36% of all broadband lines (compared to 20% in
2007), and their share further increased to 40.5% by June 2009.

Especially regarding the provision of Internet access and the Information Society the
Structural Funds and the state intervention hold a very important role. The main policy
document is the “Greek Digital Strategy”, which will utilise more than EUR2 billion in ICT
related initiatives, until 2013 within the OP 'Digital Convergence’ in the context of the NSRF
2007-2013. The Digital Strategy to 2013 has now presented a series of 9 “threads” of
initiatives to be supported by ICT, all related to everyday activities of citizens and
businesses alike. The threads of activities which are eligible for funding include: Digital
Support of Knowledge; Digital Consumer and Business; Digital Protection of the
Environment; Digital Security; Digital Support of Work; Improved Quality of Life; eInclusion
and eParticipation; Digital Support of Outward looking businesses; and “Digital Regions”.
The aforementioned dimensions constitute the policy dimensions, while the technology-
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related targets are still governed by the provisions of the Operational program ‘Digital
Convergence’ as defined in the Greek Digital Strategy.

11.3.Project description

The main features of the “Bridge Me” project and the particularities of the region are the
following:

Kozani and ICT lagging

The Kozani Prefecture (one of the 52 prefectures of Greece at NUTS3 level) is part of the
Region of Western Macedonia, a mountainous, rather isolated region in the northwestern
part of Greece, with 82% of the territory covered by mountainous and semi-mountainous
areas. The city of Kozani is the capital of the Region of Western Macedonia. The capital city
holds a population of 60 000 inhabitants, while the overall Kozani Prefecture has a
population of 155 324 inhabitants with 44.17/km? population density. The GDP per capita
amounts to EUR 14 178 (119% in relation to the national average). The Kozani Prefecture
has a large industrial sector which accounts for 41.3% of its GDP. Agriculture accounts for
9.8% and services for 48.9%.The geographical morphology is mainly mountainous, flat
areas being restricted largely to upland basins, two of which (those of Ptolemaida-Kozani
and Siatista-Grevena) are amongst the largest in the country. Both Kozani and Western
Macedonia are characterised by their important natural resources and forests. The isolation
of most of its territory and low accessibility has led to poor performance in many different
sectors (entrepreneurship, new technologies, research, etc.). The lagging of the area of
Kozani regarding the ICT sector in comparison with the national and European scale made
the situation even worse and action was taken from the Association of Local Governments
in order to solve this problematic situation with a new innovative project.

Main elements of the project

The “Bridge Me” project concerns the development of a wireless broadband network which
connects the municipal authorities of the area with the Prefectural and the Regional
Authorities. A high-speed information platform was created which can allow the use and
exchange of data, sound and image. “"Bridge Me” is considered one of the largest wireless
LAN networks as it covers a geographical area of 3 515 km?, most of which is mountainous.
The network consists of 72 wireless connections at a max of up to 108Mbps
(2.4GHz&5.4GHz unlicenced Band) and covers a total distance of 472 km of Wireless
networking connectivity. The links successfully transfer Voice over IP/video and data in high
altitude areas regardless of weather conditions (snow, rain, fog, wind), where temperatures
can drop to -28°C. The "Bridge Me" network allows connections at any place and any time
in the Kozani Prefecture where the services are offered The network’s management system
includes innovative functions, such as the use of integrated layer 2-3 routers for forwarding
data and has been proven to be fast and robust.

The Bridge Me project was funded by the European Regional Development Fund (75%) and
National Funds (25%) under the Regional Operational Programme of Western Macedonia
through Measure 4.6 referring to the "Information Society" aiming to incorporate new
information technologies in public administration and self local government. The total
budget was EUR 355 500 and it was implemented from January 2005 to September
2006.18 The first section of the project had focused on the broadband wireless network
construction whilst the second section concerned citizen's services provisions such as
paying municipal taxes, submission of requests and complaints, official document
requirements etc.

183 According to the Project Manager Mr. Topaloglou the project will be in full operation within the next months.
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Objectives of the project

The “Bridge Me” project has a wide objective while it aims to introduce the following
services:

e support municipalities broadband services within the procedures that support e-
government and e-democracy, through new applications such as e-voting at local
elections, requests for official documents;

e provide public services to citizens living in rural areas;

e provide environmental protection with services such as forest fire prevention. More
particularly, to enhance local governance by supplying advanced technology for forest
fire prevention using an advanced smoke detection system, air pollution surveillance
and water management;

e support automated projects based on Internet Protocol (IP) or serial communication;
e develop e-learning in training and education initiated by local actors;

e establish a local network among universities, local governments, firms and local
agencies stipulating innovation and create employment opportunities;

e enhance entrepreneurship by creating new firms based on wireless technology such as
building security services, vehicle-fleet management, via the network;

o familiarize people in rural areas with ITs;
e develop IP-Phone network among public bodies to reduce communication costs;
e internet share;

e provide the platform e-business services (e.g. e-payments, wireless fleet management).

The “Bridge Me” project has contributed to the goals of the regional strategy which include:
improving the effectiveness of the public sector; balanced and sustainable territorial
development; improvement of entrepreneurship; improving citizens’ access to ICT; human
resources development and innovation. Today, citizens can make use of various innovative
services regarding the municipal services such as on line polls, payment of fines with the
help of Web banking applications, payment of municipal taxes, etc. One of the applications
that were developed within the “Bridge me” Network, the employment database
“ergasiakozani.gr”, has been particularly successful. Finally the “"Bridge Me"” responds to the
European Union's Lisbon Strategy regarding a) More growth, b) More and better jobs, ¢)
Better governance, and d) information-knowledge society.

Main steps of the project

After the initial implementation and development of the basic infrastructure of the Bridge
Me project, the next steps considered the determination of its future prospects and the full
operation of the services. More particularly:

e a Business Plan was conducted for the Wireless Services of Kozani. The plan, which was
financed by the Local Government Fund “Thiseas”, describes possible ways of further
development and exploitation of the infrastructure by highlighting best practices from
the international experience on this subject;

e based on the Business Plan, the next steps of the project concern the further
development of the Network by including other services and organisations of Kozani
such as Neighbourhood Committees, Public Bodies, Health Centres, etc.;
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e one of the major applications that has followed the development of the Bridge Me
project is the operation of 92 WiFi Hot Spots —-funded by call 192 of the Information
Society Programme of Greece - in central spots of the Kozani Prefecture. These spots
include the central squares of all the municipalities, the bus stations, schools, sport
halls, the regional bus network, etc. The access to this service is free both for the
citizens and the visitors of the area;

e other important applications, such as those connected with environmental protection,
have been set as planning priorities for the future.

11.4.Specific aspects of SG(E)I affected by the project

One of the main applications of the Bridge Me project is the connection of all the municipal
offices of the Prefecture, in the context of the development of an e-government and e-
democracy field. The software has been installed and the only step left for its operation is
the training of the staff of the municipalities. This has been delayed due to the new context
set by the Kallikratis Law (3852/2010) for the Local Government Restructuring which is
about to change drastically the organization of the municipalities. Therefore the full
operation of this service is estimated to start within 2011. The provision of free access to
WiFi is in full service. The notion of wireless connectivity reaches almost every aspect of
economic and social life. It is the most effective way of connecting to the Internet as it
provides connection at high speed and without interruptions. The operation of the 92
hotspots ensures the access to all citizens and visitors of the prefecture. The only step one
has to make is to search for the “"LGA Wifi Bridge me” connection, use the accept button in
the welcoming page and automatically he connects to the Internet.

Since “Bridge Me” is a project with wider scopes and objectives, it aims to influence
different sectors of the local SG(E)I. Many new applications are being implemented but at
this moment it is difficult to fully evaluate the results of the project. A very good example
of a specific application within the network which has already been implemented is a new
service called “ergasiakozani.gr” which is part of a Local Employment Action of the
Prefecture of Kozani entitled “Multiplying Support for Employment and Entrepreneurship”.
The Association of Local Governments, while implementing the “Bridge Me” project, saw the
necessity of creating and operating an on-line employment data base which aims to link the
demand and supply for labour in the area. The most important principles of the operation of
this new service is that it is not run by a single body but it works on the basis of mutual
inputs by different bodies, its easy functioning (as it has to be appealing to all kind of
users) and the protection of personal data. It aims especially at less favoured groups of the
local population. The “ergasiakozani” project has an annual budget of 60 O00EUR (2010)
which covers the salary of the administrator, technical support, the cost of SMS, travelling
expenses, the expanding of the services and publicity expenses. The latter is considered as
very important since publicity has increased the use of the application.

According to the latest data, “ergasiakozani.gr” contains 1 600 enlisted companies and
4,600 enlisted job seekers, whose names are known only by the administrator of the
application. The protection of personal information has been set as a priority. The real-time
information of the participants for any news or change in the applications is sent both by e-
mail and short message service (SMS). Until today 477 SMS messages have been sent and
15,000 matches have been made between job seekers and enterprises as 121 job openings
have been posted. From this job openings 108 where covered by the database, which gives
a high percentage of success (84.2%). The enterprises haven't got direct access to the job
seekers database, but the latter get the enterprise’s contact information and they are the
ones who make contact.

Another subproject that has been introduced in 2009 for a specific part of the city of Kozani
and is also connected to the objectives of the “Bridge Me” Project is the “Smart
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Neighbourhood” application. The application allows the citizens to have access to a range of
electronic services with the use of telephones with a video function; they can hereby cover
needs that are connected to daily life, the special needs of their work, entertainment,
communication, etc. Furthermore this application is also connected to safety issues.

11.5. Governance aspects

The implementation of the project has been executed by the Association of Local
Governments which is formed by the municipalities of the prefecture that are also the main
stakeholders of the project. Apart from them, the Prefecture (Nomarchia) of Kozani and the
Region of Western Macedonia were also important stakeholders. This partnership has been
very successful and its future prospects are very promising. Despite that, it has to be noted
that the already mentioned “Kallikratis Law” will affect the “Bridge Me” project and its
various applications.

The government aspects of the “ergasiakozani.gr” subproject in particular are considered as
very successful. To some extent it is based on a Private Public Partnership as the private
companies are directly involved. Apart from the Association of Local Governments and the
municipalities there is an important number of bodies that are members of this partnership:
the Chamber of Commerce, the Technical Chamber, the Geotechnical Chamber, the Labour
Union, the Development Agency of Kozani, the Employment Organisation Office, the
Regional Committee for Gender Equality and three public lifelong training centres. In the
next steps of the program the public bodies will also be enforced to make use of this tool -
this will increase the credibility of the project to both job seekers and enterprises. The
objective of this partnership was to create a permanent local forum for employment issues
that will eventually lead to the full operation of an Employment Observatory. The project
was also followed by publicity actions such as information days and extended publicity in
the local media.

11.6. Universality of access and affordability

Universality of access

The provision of public services and information to citizens residing in rural or mountainous
areas and their familiarization with ICT is one of the main accomplishments of the project.
In the case of the employment portal (ergasiakozani.gr) this application proved to be
extremely useful and the way it is managed is very effective, as there is no interference of
any kind. The connections made between enterprises and employment seekers work
automatically without actual human interference and this proves to be one of the main
advantages of the technological solutions that have been chosen.

Apart from the above, some particular applications that will be implemented within the next
months are expected to improve the provided services of the program. For example one of
the applications that aims to prevent forest fires, detect smoke or air pollution and control
water managament provides a vital tool for the local government. Furthermore, “Bridge
Me"” reduces the communication costs among public bodies with the use of net-phones and
generally allows the support of any kind of business or social networking activity. It also
enhances entrepreneurship by creating new firms based on wireless technology such as
building security services, vehicle-fleet management, etc.

Affordability of SG(E)I

The project provides the citizens with the opportunity to make use of broadband services
without any costs attached. Especially the “ergasiakozani.gr” application covers a need that
cannot be fulfilled by a private office. The range of social groups covered and the fact that
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the use of this service does not have a cost is made possible due to the ERDF contribution
to the “"Bridge Me"” project and forms one of the main advantages of this program.

11.7.Thematic focus

Bridge Me is a project that helps in overcoming the disadvantages created by the
geographical characteristics of the area, as it is a platform that can support services which
are of particular interest to specific groups of the population. This doesn’t only concern the
e-government applications that are already in operation, but also the applications that are
planned to start operating the next months.

The expected results of the project have been partly met, as some parts of the “Bridge Me”
project are still being delivered or improved. Particularly successful can be considered the
operation of the 92 hotspots that ensure free access to Wi-Fi for all citizens and visitors of
the prefecture.

Another successful application is the “ergasiakozani.gr” which primarily targets the
following groups: Women long-term unemployed, young people without skills, ICT illiterate
persons, young farmers, and immigrants and refugees. Within the next months the service
will be extended in order to cover the needs of the students of the local University
Departments who want to work as interns in local businesses. The ergasiakozani project
apart from being an e-job portal, also addresses the particular needs of specific less
favoured groups. The organization of Greek language seminars for immigrants and the ICT
lessons for unemployed persons over 40 are some characteristic examples. At first the
planning was for 167 persons but the high demand has raised this number to 299.

The “ergasiakozani.gr” is going to be translated in English and there are plans for extending
the service in the whole region of Western Macedonia. Cross border cooperation is an issue
that has to be further examined as the project could be extended towards the neighbouring
regions. This has been already planned and will be discussed during a conference on cross-
border cooperation which will be held in Veroia in September 2010.

11.8. Contribution to cohesion policy objectives

Mountainous and disadvantaged areas (e.g., islands) have particularities that refer to
social, economic and cultural characteristics, which do not allow provision of SG(E)I. In
economic terms, the existence of a limited local market, scattered in a lot of small
communities and settlements, is a barrier to develop competitive enterprises and establish
an economic advantage. Therefore ICT and, especially, broadband access has proved to be
very useful. This is the case for the prefecture of Kozani, where the SG(E)I provision
regarding ICT through the “Bridge Me” project has proved to be an essential development
tool. Taking into consideration that the prefecture has an ageing population especially in its
rural areas, their ability to enjoy services of high quality is made possible through this
service.

The ability to distribute data at high speed and through multiple platforms comprises a key
factor for the development of new services, the creation of employment opportunities, the
promotion of innovative activities, and the attraction of investments. Of course, the primary
objective which was the support of the Local Government’'s services, is also of great
importance, as e-government becomes a priority for the improvement of the shortcomings
of the public management issues in Greece. Apart from that the opportunities that the use
of ICT offers for the employment market, the familiarisation of citizens with new
technologies, the provision of health care, the protection of the environment (through the
operation of a Forest Surveillance and Protection System), and, generally, with the
establishment of a networking platform without cost are very important.

Especially, the job seeking application of “ergasiakozani.gr” proves the importance for the
achievement of the cohesion policy objectives. Not only is the network used as a platform

165



Policy Department B: Structural and Cohesion Policies

for job seekers and enterprises, but most importantly the exchange of information and data
is done automatically. The willingness of the beneficiaries to pay for such a service is
difficult to estimate, still a very large proportion of users — especially the ones that belong
to less favoured social groups - would have been excluded from access to vital information
and applications, if they had to pay for them.

The Cohesion Policy and the provision of SG(E)I in the case of Greece remain a critical
policy issue - especially during the current financial crisis- and must therefore be
addressed more carefully. For the reasons explained above the provision of broadband
services within the Digital Convergence strategy is a commodity that cannot be easily left
to the market or to the large telecommunication companies to provide, as, obviously, they
are not interested in covering local needs in less privileged areas. Handling information as
well as providing cheap, constant and unhindered access to all electronic services is
therefore an example of SG(E)I that has to be further supported through the Cohesion
Policy.
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12.0. Background information

a) Country Hungary

b) Region Csemd (Central Hungary)

c) Full Project Title European day care centre for the children of Csemd

d) Duration 14.10.2005-30.11.2006

e) Programme Regional Development Operational Programme (2004-2006)-
Measure 2.3 “Infrastructure investment in pre-school
institutions and primary schools”

f) Total Cost EUR 898 904

g) EU Contribution ERDF 94.8%

h) National Contribution WS

i) Private Contribution 0%

j) Sector Social Infrastructure

k) Sub-Sector Childcare infrastructure

1) Beneficiary Csem6 Local Government

m) Implementing body Csemo Local Government

12.1. National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

In both Hungarian National Strategic Reference Frameworks (2004-2006 and 2007-2013)
the term “Services for General (Economic) Interest” cannot be found and is not used. The
logic of these documents is not following this kind of terminology and categories. Although
it is often argued in both National Development Plans that regional disparities are caused
(amongst others) by differences (in quality and accessibility) of public services.

The present case study belongs to the field of human infrastructure that consists of the
following sub-sectors: health, social services and educational infrastructure. In the first
Hungarian NDP (2004-2006) under the central regulations, Operational Programmes have
not been mono-funded (including European Social Fund financed, human resource
development type of programmes and European Regional Development Fund financed, and
infrastructure development type of investments). It means that the Operational
Programmes have been thematically divided and in this period Hungary had one Regional
Development Plan for all seven regions.

Educational infrastructure was a part of the Regional Development Operational Programme
concentrating on the following topics:

e more capacity and better quality of day care services (kindergartens, age 3-7);

e 21% century public education: IT developments, environment friendly infrastructure
development;

e Educational integration: equal accessibility to high level public education for all. The
elimination of existing segregation. (Segregation means the separation of children
coming from a disadvantaged social situation, typically of Roma origin).

In the second Hungarian NSRF (2007-2013) a separate and mono-funded (European
Regional Development Fund financed) Operational Programme has been introduced for
human infrastructure investments. The specific objectives are the following:
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Table 2: Specific objectives and indicators of the Operational Programme
Specific Objectives Indicators

1. Reducing the territorial disparities of e.g. Reducing the differences (spread) as measured

the at small regional level of the number per

infrastructure of public social services and | 1000 pupils of classrooms equipped with Internet

improving access to them and ICT-devices

2. Improving the efficiency of e.g. The average length of time need to satisfy the

public social services, enhancing their labour demands of companies

comprehensive reform

Source: Operational programme

Concerning the relevant sub-sector the following priority axes are set:
e development of an education infrastructure;
e development of an infrastructure of school-based education-the "Intelligent School”;

e development of an infrastructure supporting co-operation between education and
cultural institutions;

e development of an infrastructure for services and research activities in higher
education.

The two main points in public social services infrastructure and especially educational
infrastructure development are the following:

1. equal accessibility of public social services-geographically and also social: elimination of
segregation: when social groups from disadvantaged backgrounds (most often Roma)
have lesser opportunities to access the same quality of public social services;

2. better quality of public social services in general.

Concerning education, one of the main priorities is de-segregation which is also crucial in
the case of kindergartens. Inequalities start to develop at a very early age and are
subsequently significant in the later phases of the child’s future. Because of this, equal
opportunities for all social groups was one of the main aspects concerning the planning and
the implementation of the educational development programmes financed by the Structural
Funds.

Figure 20: 2004-2006 and 2007-2013 ERDF programmed expenditure for SG(E)I
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184 The structure of the 2004-2006 and the 2007-2013 NSRF are basically different. In the second one we have
Regional Ops that include all the SGEI sectors.
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Source: Authors processing of DG Regio data

12.2. National framework in the provision of SG(E)I
Social services (health care services, education , social care services infrastructure).

Health care services are basically state tasks provided through central hospitals and the
network of family doctors. Besides this, a low number of privately owned clinics are
operating in the field. The sector is regulated by the Health Act (1997). The nursery homes
(day care for children 0-3 age) belong to this field, too.

Social care services are regulated under the Social Act (1993). Most of these services are
the obligatory tasks of the municipal governments, which provide them either through their
own institutions or contract it out to charitable or other civil organisations.

Educational services are regulated under the Education Act (1993)-concerning pre-schools,
primary schools and secondary schools- which is called public education. Higher education
is regulated by the Higher Education Act (2005). Public education is liberalised to a very
low extent, in Hungary there are a relatively low number of private schools. Most schools
are operated by municipal governments, a small number by churches or civil organisations.
Based on sector freedom, all of them receive the same state normative support, depending
on the number of students.

Thus there are two parts to childcare infrastructure in the regulations. First, the nursery-
homes (0-3 years) are regulated by the Health Act'®> and Childcare Act!® (both 1997), and
controlled by the Child-welfare Authorities (Ministry of Healthcare, State Ministration of
Healthcare and Medical offices, etc.). The number of nursery-homes has decreased in the
last two decades, because of decreasing sources (in Hungary the industrial sector almost
disappeared in the '90s, and most of the nursery-homes belonged to factories). Secondly,
preschools (3-7 years) are regulated by the Education Act'®’ (as are primary and secondary
schools). All of the acts have changed each year since their application, occasionally more
than once a year.

Most of the childcare institutions belong to local government; just a few preschools (non-
profit or private) are self-supporting. It is important to know for the understanding of this
sector that in Hungary the owners of the structures and the service providers are the same:
the local municipalities. They have the primary monitoring and controlling function over the
financial and professional needs of the institutions; the national authorities have fewer roles
and licenses in the controlling process.

Kindergartens and nurseries receive normative state finance and may receive
complementary financing from other sources depending on their special programmes and
services. All local governments separate financial sources from their budget to support
public education institutions. The decentralisation of the public education system leads to a
lack of financial sources in many cases (especially in the case of “poor” settlements); many
institutions’ daily operation is endangered.

One of the most negative effects of the regulation changes after the 1990’s is the process
of so-called spontaneous segregation. During state socialism all children-based on their
official address-were entitled to a prescribed public school. The level and quality of services
differed but were much more homogeneous than nowadays. The liberalisation and
decentralisation of public education has lead to a high range of differentiation. As the free
choice of schools is a basic right of parents, wealthy families have spontaneously started to

185 1997. Act CLIV. on healthcare.
186 1997, Act XXXI. on childcare.
187 1993. Act LXXIX. on education.

170



The inter-relationship between the Structural Fund and the provision of services of general interest and services of general
economic interest, and the potential for cross-border service delivery

move to better schools (often to private ones or those where pupil expectation is high).
Many public schools have become less attractive to the middle class and to teachers also.
Because of this lower class, or often Roma (segregated) schools have been spontaneously
formed in just one decade.

12.3. Project description

Csemoé is located in the Middle-Hungarian Region, about 70 km from the capital city,
Budapest. The settlement and the surrounding farms have connection with the smaller
cities in the neighbourhood, Cegléd, Nagykéros, Lajosmizse. In contempt of the closeness
of the capital city, the infrastructure is quiet defective, and the surrounding farms have bad
access to the village. Most of the Roma people live here, so transportation of the children
had to be solved within the confines of the project. Generally one could say that throughout
the whole country the ratio of Roma people is very high in the poorer layers of society. In
Csem6 the situation is the same, so the biggest problem is poverty, discrimination and the
bad accessibility to public services.

In this Programme the 2.3 measure was the “Infrastructure investment in pre-school
institutions and primary schools”. The objective of the measure was to reduce inequalities
in the access to proper quality education through infrastructure development of elementary
and pre-school educational institutions in disadvantaged areas and particularly in
settlements with a large proportion of disadvantaged population and of Roma origin.
Infrastructure developments must have contributed to the following specific objectives:

e improve the quality and efficiency of education and promote the use of information
technology in elementary schools;

e ensure equal opportunities and promote integrated education;

e increase the capacities of pre-school educational institutions.

The primary objectives of the project were the improvement of the educational conditions
of the children who use day care centres, and the expansion of day care centre spaces. An
important factor in the project was to keep the underprivileged and Roma families in the
village of Csem6 and the countryside. The objective was to help children with special
educational needs to integrate, and lower the segregation in the area.

The needs addressed by the project were the following:

e more and better day care services for all children in Csemd and the neighbouring
countryside;

e healthy environment for the children;
e sustainable services from the municipal government;

e children with special needs and in disadvantaged social situation had little chance for
integrated education.

The take-off in the definition of the beneficiary group was that all citizens, who have day
care-aged child (0-7 years), or will have in the future in the village and the countryside are
affected. Within the affected inhabitants the breakdown is the following.

e age-group:

- 3-5 year old children: the total headcount in this age-group is 173, ca. 68% of the
children receive day-care services in the settlement;

171



Policy Department B: Structural and Cohesion Policies

- 5-7 year old children: the total headcount in this age-group is 187, ca. 36% of the
children receive day-care services in the settlement;

e those in unprivileged situations:
- Roma children (28);
- Children with special educational needs (36).

At the end of the project (2006) 176 children were enrolled, today 199 children are using
the preschool services. This number changes daily, because of migration. The enrolment
figure by age group changes as well, because of the regulation-preschool-aged (3-7)
children must be enrolled in the institute by the time they have completed their fifth year,
and the children must spend at least one year in the pre-school in order to be able to start
elementary education.

Under the project the following investments materialised:

e classroom units-4 existing classrooms were renovated and 3 new classrooms were
added;

e administration unit-new offices for the management and the board;

e medical and social unit-new medical room and isolation room, staff cloakroom and
toilets;

e sport unit-new gymnastic room with storage room and professional renovation of the
yard and playground;

e community place-by expanding the building the corridors and stairs were turned into
useful rooms and these rooms are handicapped accessible. Operational unit-a new
maintenance yard and storage room was built;

e kitchen unit-a whole new dining room, with kitchen;

e operation-new building engineering and electricity network.

The project’s activities:

e the reconstruction of the building and the garden-considering environmental friendliness
and sustainability;

e public forum for the inhabitants and affected groups about equal opportunities and the
future of the institution;

e general project management.

12.4.Specific aspects of SG(E)I affected by the project
The following specific aspects/ objectives are enhanced with the project:

e Universal and continuous accessibility

- Pre-school services of the local municipality (Csemé@) are equally and universally
accessible to all, free of charge. Before the investment they could serve 75 children,
after SF support they have doubled their capacity. This also means that at the
moment they can serve all families with children between 3-7 ages who request day
care locally.

- One of the main goals of this educational infrastructure development project was to
increase the number of children from Roma origin (and typically from multiply
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disadvantaged social situation) and those who have special educational needs in the
pre-school. This project targets de-segregation and equal opportunities for all
children, to prepare for their future successful school integration. Approximately 1/3
of all children in the preschool come from disadvantaged social situations, or has
special educational needs.

e Equal opportunities

- The project serves as an example for other applicants for Structural Funds from the
region, especially regarding equal opportunity practice. Segregation in public
education is a typical problem; the project serves as a best practice to insure equal
opportunity for children from disadvantaged social backgrounds or special
educational needs.

- The project obviously serves the equal opportunity of women as the increase in child
day care capacity allows more women to reintegrate into the labour market and
they have better help in harmonising their family related duties and working life.

e FEfficiency and effectiveness

- Higher quality services at a higher volume. After the development, the institution is
able to serve more children (double capacity) in a much nicer and more suitable
environment.

- Better and tailor-made services for children with special educational needs and
those from disadvantaged social situations, thanks to special tools (i.e. toys for
special development, equipment of the special room for loco motor therapy)
purchased from SF.

e Reliability, safety and security of supply

- The services of the institution are regulated by protocols; the kindergarten has its
own quality insurance system. Like all public education institutions, it is governed by
strict control from the local government and from the Ministry of Education-checking
the quality of services at every level.

e Environmental friendliness
- The formation of a modern, energy saving and less air polluting heating system.

- The use of environmental friendly technologies was an obligatory condition for all
architects and implementers participating in the project.

e Environmental sustainability
- The use of efficient insulation techniques for lower energy consumption.

- The elements of an environment conscious pedagogy were built into the institution’s
pedagogy programme.

While defining the project cycles, the beneficiaries have analysed the sustainability aspects
at each step.

12.5. Governance aspects

The beneficiary and the project implementer was the municipal government of Csemo.
Besides the representatives of the local government, the management of the preschool
concerned, the management of the local primary school and two local Foundations have
been involved. These charitable organisations aim to help local children living in poverty
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and deprivation. Local forums have been organised regularly to inform the local community
and to conciliate the interests of all concerned.

The setting-up of partnerships was a condition in the tendering period. The consortium was
to contain the local pre-school, the primary school, and the two aforementioned civil
organisations. However financial support was only received by the municipal government,
the other partners have participated in the professional conciliations and have followed the
implementation of the project.

Each inhabitant of the village had an interest in renewing and enlarging the pre-school
building. A better day care services for children motivates young families to stay in the
current village and not to move to another one. It is in the common interest of the local
people to maintain the population. This interest and will of the people of Csemd were
clearly articulated through the local representatives and the participating institutions and
organisations. This strong and wide, trust based situation was one of the key factors of the
project’s success (interview).

In this project only local authorities played a role (there was no involvement of national or
regional authorities). They were responsible for all the licenses related to the building
procedure. Besides keeping all professional protocols they were most helpful and
cooperative to the municipal government.

There was no public-private partnership set up during this project.

Public education (including pre-school services) is an obligatory service to be provided by
municipal governments, partially financed by the central state on normative bases. This
means, that in this case Structural Funds investment did not influence the provision of the
services. The service (day care for children between 3-7 ages) was and still is provided by
local government through its own institution. But because of the investments the services
are now of much higher quality and are accessible for more families. This has also had a
long-term effect on the entire local community, which has been clearly recognised by the
inhabitants.

It seems-based on the interviews-that there was already well functioning local cooperation
among the stakeholders (school and pre-school management, civil organisations, local
government, etc.). The project did not cause fundamental changes concerning the
governance aspects or on local cooperation as they had been preconditions of the project.

12.6. Universality of access and affordability

Universality of access

The number of children at the settlement between 3-7 years of age is around 360.
Approximately half of them go to the renewed local pre-school. In the case of the rest:
some of them already go to school at the age of 7, some of them stay at home at age three
by voluntary decision of the parents. In Hungary maternity leave lasts until the age of. 3.
Mothers who are staying home with a younger child prefer to “keep at home” the 3 year old
older child, too.) A significant proportion of the settlement’s children aged 3-7 years go to
other pre-schools-parents commuting to Budapest is very common. At the moment there is
no need to have limitations concerning the services as the local needs are fully satisfied,
which also means that services are universally accessible.

After the regime change (1990) in Hungary, a lot of nurseries and preschools were closed.
Newly formed and democratically elected local (municipal) governments became
responsible for providing child day care services. In Hungary, in general, the volume of
these services is not enough to satisfy the needs, and the quality is also often not
satisfactory (partly because of human resources, and partly for infrastructure reasons). The
access to services, in general, is better in urban regions than in rural ones. But it is very
important to underline that it depends on the settlement, the local government, on its
opportunities, financial sources and will. Although day care services for children between
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3-7 ages is an obligatory responsibility of municipal governments, many of them are
negligent in not providing these services (e.g. not securing the necessary number of
available places in the institutions).

In the case of Csemd, inhabitants from the village and the surrounding farms have equal
access to services. The Structural Funds have definitely assisted easier access to children’s
day care services as capacities have grown. Those children who have special educational
needs or come from disadvantaged backgrounds have the opportunity for integrated
education, because of the development of the project. (See data under 3.4).

Affordability

The issue of affordability is not applicable as child day care services are provided by the
municipal government free of charge. The families have only to pay for meals. Based on
central regulations families with 3 or more children pay half price and children from
disadvantaged backgrounds receive the meal for free. These fees are complemented or
paid for by the local governments.

12.7. Thematic focus

Geographical remoteness of the service provided

Although Csemd is in the Central-Hungarian Region (the only region in Hungary that
belongs to Objective 2 based on the GDP/head, all other 6 regions are under Objective 1),
the settlement is disadvantaged.

The high-level of unemployment and the strong attraction of the geographically close
capital are serious challenges. Csem6é is fighting to keep its young and well-educated
citizens, the young families to secure the future development and human resources of the
settlement.

Csem6 is also surrounded by some farms where public services do not exist. It means that
high level public services are crucial to making Csem6 more attractive for the younger
generation and it is also an important responsibility for those living on nearby farms.

High quality public services are key elements in retaining a population. In Csemd they have
succeeded in establishing better quality day care services for children and also at the same
time involving higher numbers of children from disadvantaged backgrounds. Integrated
education of children from disadvantaged social circumstances and with special needs can
halt the circle of poverty, deprivation and social exclusion over generations. It also means
that the entire social structure of the settlement could change and make Csemd an even
more attractive place to live for young families.

12.8. Contribution to cohesion policy objectives

The analysed social infrastructure development project has long-term effects on the Roma
minority’s situation in the micro-region. The children of Roma origin are under-represented
in day care and pre-school. At the same time they are over-represented in the socially
disadvantaged groups. Their integration, at the earliest possible age, to the educational
system is crucial for their better social integration later, but it is impossible without
appropriate infrastructural endowment. The enlargement of the building has led to an
increase in the number of spaces and the introduction of special rooms (sporting and
special development facilities) as well as special services for disadvantaged (poor or
handicapped) children. The modernisation of the heating system and the changing of the
doors and windows have led to financial savings. As an outcome of the project equal
opportunities and equal access to high quality, integrative and environmentally sustainable
educational services are insured in the settlement and the surrounding farms.
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Although the settlement concerned is in the Central-Hungarian Region, which is the most
developed one, the micro-region of Csemd is a rather disadvantaged area. High level,
equally accessible SGEI (like the one analysed in this case study) increase population
retention power, and also strengthen social cohesion. Children from disadvantaged social
situations have a much better chance in the longer-run if they participate in integrated
education and day-care services.

The second objective of the Hungarian NSRF is to increase employment and to develop
human potential. The choice of this objective is justified by the low participation rate in the
labour market; the high share of long-term unemployment; social exclusion (disadvantaged
and the Roma), the discrimination of women in the labour market, the low flexibility and
ability of education and vocational training in meeting labour market needs and its weak
infrastructure, and the weakness of services that promote employability.

Actions that ease the social and employment discrimination against disadvantaged groups
of society such as the Roma increase social cohesion. These groups of society are
concentrated in micro regions that are lagging behind. Ensuring equal opportunities in the
schooling system and the support of social inclusion has large benefits for future labour
market performance. Direct measures to improve the current labour market position of the
disadvantaged enhance their employability, and lead to an improvement in their social
status.

The Structural Funds’ contribution in Csemd has led to a doubling in the capacity of child
day care services in the settlement (and the surrounding farms) which secure universal and
equal accessibility, as they now satisfy the existing local needs. Environmentally friendly
solutions during the investment led (besides sustainability) to savings for the municipal
government which also allows reallocation of resources for other public services. Special
targeting of children in disadvantaged social situation (mostly Roma) and with special
needs has led to better social integration and cohesion at the local community level.
Implementing the project in a wide partnership and with continuous conciliation with the
inhabitants has strengthened local democracy and the community itself.

This project has relevance on the regional, the national, but even on the EU-level. After the
2004 and 2006 enlargement of the European Union, the Roma issue has become a
European one. Segregation, discrimination, poverty, unemployment and the low-level of
education are inter-related phenomena concerning the Roma minority. Their social inclusion
is possible only through high quality and accessible SGEI that ensure their integration at
the earliest possible age. In Hungary service providers have several “techniques for
excluding or segregating Roma children. For example, Roma children are highly over-
represented among those classified as “mentally handicapped” and segregated in special
schools or classes. It is clear that they are often so classified because of behavioural or
cultural differences, not because of real mental problems. These procedures are extremely
ruinous. The Csemd example shows that setting-up high-quality day care services with
targeting the most disadvantaged families and children bring a lot of benefit to the entire
local community, breaking the circle of exclusion and segregation.
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13.0. Background information

a) Country | Ireland

b) Region Border, Midland and Western region (BMW)

c) Full Project Title N15 Bundoran/ Ballyshannon by-pass

d) Duration 2004-2006

e) Programme National Road Authority Programme

f) Total Cost EUR 74.1 million

g) EU Contribution ERDF 75%

h) National Contribution [PER/

i) Private Contribution 0%

j) Sector Transport

k) Sub-Sector Road

1) Beneficiary Local community/ Donegal County Council

m) Implementing body SIAC Wills 1V

13.1. National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

In the Republic of Ireland, transport was addressed through the National Strategic
Reference Framework, which was set out in the National Development Plan (NDP) 2000-
2006. The NDP was an investment plan to address economic and social needs and aimed to
address Ireland’s infrastructural deficit. Transport infrastructure was the largest area of
investment. The Economic and Social Infrastructure programme aimed to increase the
capacity of Ireland’s economic infrastructure, which would support continued growth and
competitiveness, enhance the potential of all parts of the country to participate in
continuing economic and social development, contribute to the protection and improvement
of the environment and to improve the overall quality of life. The National Roads
investment programme was one of six sub-programmes and invested in major national
roads projects.

In the period 2000-2006, Ireland was eligible for Objective 1 funds and the Border, Midland
and Northwest (BMW) region was allocated as an Objective 1 region. The NDP 2000-2006
proposed Structural Funds and Cohesion Funds assistance towards the provision of National
Roads in the Economic and Social Infrastructural Operational Programme. A provision of
EUR21 million was made for roads as part of the Regional Operational Programmes.
Operational Programmes in the two regions funded local infrastructure improvements
including non-national road improvements. Road improvements were also covered in the
Economic and Social Infrastructure Operational Programme-National Roads Programme and
National Public Transport Services.

In the period 2007-2013, the National Strategic Reference Framework informs the National
Development Plan, which is entitled ‘Transforming Ireland-A Better Quality of Life for All’
and builds on the achievements of the 2000-2006 National Development Plan. The goals of
the national transport plan ‘Transport 21’ inform the National Development Plan (2007-
2015). These include a comprehensive development plan for a national network of roads to
be developed by 2015. The targets for this plan cover improvements to national primary
roads, including the Atlantic Road Corridor in the northwest of Ireland (Border, Midland and
Western region). This also supports the National Spatial Strategy 2002-2020 Gateway
Cities strategy. Secondary roads within the Border, Midland and Western region will also be
improved as part of the National Development Plan 2007-2015.
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Over the period 2000-2015, roads have remained the first priority for transport investment.
The Republic of Ireland is investing in infrastructure as part of a regional development
strategy to stimulate social and economic development. The improvement of transport
links, particularly roads, is an integral part of this development plan.

Figure 21: 2000-2006 and 2007-2013 ERDF programmed expenditure for SG(E)I
2000-2006 2007-2013

Environmental Environmental
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Source: Authors processing of DG Regio data

In the period 2000-2006, over three quarters (77.54%) of the ERDF were allocated for
transport development, which included road improvements. The following period, 2007-
2013, saw a decrease from 77.54% to 21.15% in the use of ERDF for transport. This shows
the important role that ERDF played in transport development in the 2000-2006 period.
Although the allocation of ERDF to transport development has decreased, transport
infrastructure remains a priority within the National Development Plan. This shows the
importance of ERDF in providing initial support to national and regional goals.

13.2. National framework in the provision of SG(E)I

In the Republic of Ireland, the Department of Transport has overall responsibility for the
national roads system and the development of transport policy. The implementation of
national roads policy is the responsibility of the National Roads Authority (NRA), which is a
national government agency. Established as an independent statutory body under the
Roads Act, 1993, with effect from 1 January, 1994, the primary function of the National
Roads Authority (NRA), is 'to secure the provision of a safe and efficient network of national
roads'. For this purpose, it has overall responsibility for the planning and supervision of
construction and maintenance works on national roads.

The NRA works in partnership with local road authorities as well as managing operations
directly. The NRA may give instructions to local road authorities, which relate to all aspects
of roads development and management. These may be applications for bridge orders,
acquiring land through a compulsory purchase order, preparing Environmental Impact
Statements or entering into contracts for construction or maintenance works. Road
improvements are subject to public procurement rules and procedures. Improvement
projects are contracted out directly to private sector contractors.

The majority of the roads infrastructure in Ireland is still owned by the public authority.
However in 1999, the government announced three national roads projects based on
public-private partnerships. The role of public-private partnerships was further emphasized
in the 2000-2006 National Development Plan (NDP), which presented them as a way of
delivering new infrastructure in the national road network. Private finance was considered
an important part of the new investment programme for road infrastructure. A target of
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EUR 1.27 billion or 23% of the planned total road investment programme was set under the
National Development Plan (NDP).

The National Roads Authority (NPA) was given an additional set of responsibilities for the
development of toll roads in 2000, through the Planning and Development Act (2000). As a
result, the NRA started to prepare schemes for the development of toll roads. An
amendment of Section 57 of the Roads Act 1993, enabled the NRA to enter into public-
private partnerships with a private companies to build new roads. Tolls would be used to
repay the funding involved.

The National Roads Authority (NRA) outlined a set of principles to determine public-private
partnerships (PPPs). Alternative non-toll routes had to be made available for road users.
PPP projects should not result in a delay to road improvement schemes. They should be
spread across national routes to improve the rate of delivery. Public subsidies would be
considered for high cost schemes that could not be financed through tolls alone. The NRA
also has power to revoke toll schemes

The role of the NRA is integrally bound up with planning but although the Planning and
Development Act (2000) give the NRA new responsibilities in relation to toll roads, it also
removed some of the NRA responsibilities for the approval of motorway, bus or protected
road schemes and the determination of compulsory purchase orders. These have been
taken over by the Irish Planning Board. These legislative changes in the nature of NRA
responsibilities show that the position of a national agency in the implementation of
national roads policy has been adjusted over the last 15 years, partly as a result of the
introduction of public-private partnerships in road building.

13.3. Project description

The overall objective of the project, the Bundoran/ Ballyshannon by-pass, was to improve
part of a national primary route, the N15 Sligo to Lifford Road, in the Atlantic corridor in the
Border, Midland and Western (BMW) region. This is part of the National Roads Authority's
programme for upgrading the N15 Sligo to Lifford Road, which will contribute to improving
infrastructure in the BMW region, which will support a more balanced regional
development, an important part of the Republic of Ireland government policy. It will
increase access to the BMW region for commercial and tourist activities.

The need for a by-pass of Bundoran/ Ballyshannon had been identified at several levels of
the planning process. At county council level, Donegal County Council had identified the
need for a by-pass of both Bundoran and Ballyshannon and this was reflected in the
Donegal County Council Development Plan. At local district level, the Ballyshannon and
Bundoran Development Plans also included a by-pass for the two towns. At national level,
the 'National Roads Needs Study' (1998), which was prepared by the National Roads
Authority, included a by-pass for Bundoran and Ballyshannon. It was also included in the
National Development Plan 2000-2006.

There were several reasons why a by-pass was needed around Bundoran and
Ballyshannon. The section of the N15 that passed through Bundoran and Ballyshannon was
of poor quality because many local roads accessed the main N15 at this point. It acted as a
bottleneck on the N15 route, which resulted in slow moving, congested traffic.

Although the combined population of Bundoran and Ballyshannon is only 6 500, in the
summer season the population of Bundoran expands to 30 000-40 000 people as a result of
tourists and holidaymakers. This is reflected in the automatic traffic counts which showed
that the route carried about 12 000 vehicles per day at the peak of the tourist season. This
contributed to a high level of congestion on the route. A number of accidents had taken
place in Bundoran and Ballyshannon, on this section of the road. These were caused by
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several junctions and access roads being close together, traffic congestion, a large number
of pedestrians, and mixed use of roads by local and long distance traffic. The by-pass
scheme was submitted to the Irish Planning Board for approval and was this was given in
September 2002.

The section of the N15 starts at Bundrowes Bridge, approximately 2 km south of Bundoran
and ends at Cotton Hill, 1 km north of Ballyshannon town. One of the problems, with this
stretch of road, was the many local, smaller roads that entered the N15 over a relatively
short distance. The simplification of these many different flows of traffic required a complex
construction of bridges and under bridges for both traffic and pedestrians as well as link
roads.

To facilitate the construction of the by-pass, the most spectacular part of the project was
the construction of the Cathaleens Falls Bridge over the Erne River, as a two tier reinforced
concrete structure, with the lower level for pedestrians and the higher level for vehicles,
thus meeting the needs of both pedestrians and vehicles. The whole project consists of a
11 km wide single carriageway national primary road and associated side roads, which
starts at Bundrowes Bridge and ends at Cotton Hill, 1 km north of Ballyshannon. It includes
fourteen structures, of which five are over-bridges, three are river bridges, two are
underpasses, three are under bridges and a retaining wall. In addition, a new link road
from the N15 roundabout at Cotton Hill, west to Rossnowlagh is also completed. The
Department of the Environment provided funding for this link road.

The beneficiaries to the project are the local population of the two towns, who now have an
improved environment, with less traffic. This will contribute to the improvement of health
and well being of the population through a reduction of traffic noise, traffic accidents and
pollutants. External visitors benefit from the faster moving traffic as well as the
environmental improvements. Local roads are no longer used by long distance traffic,
making them safer and cleaner. There has been an improvement in journey times in the
region and improved access to the south of Donegal, which will bring benefits to the local
economy. The improved flow of traffic will also bring improvements to local tourist and
commercial activities.

13.4.Specific aspects of SG(E)I affected by the project

In the Republic of Ireland, public authorities commission work on the roads system. In the
case of the Bundoran and Ballyshannon by-pass, private contractors were used to construct
the by-pass. The process of choosing the contractor was subject to public procurement
rules. Although there have been attempts to introduce public-private partnerships into the
road sector, these have been concentrated on larger road developments. Smaller projects,
such as this by-pass project, have not been subject to public private partnerships
arrangements but contract out the design and construction to the private sector.

The road by-pass project has contributed to the objectives of universal and continuous
accessibility by improving access within the area for local people. Tourists and commercial
vehicle users have improved access to other part of the Donegal region and more widely to
the Border, Midland and Western region. This makes journey times more reliable, an
important factor in economic and social development. Improved access to the wider region,
as well as to Northern Ireland, contributes to improved territorial accessibility.

The Bundoran/ Ballyshannon by-pass is located on the Atlantic Road Corridor. The
improvement of the whole of this route from Sligo to Derry is still a goal of the 2007-2015
National Development Plan. The by-pass has contributed to the improvement of part of this
route. This route is also presented as a key interurban route under the national transport
strategy “Transport 21",
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The by-pass has contributed to improving territorial and social inclusion in a region which
has experienced civil conflict over several decades. It has made the two towns and part of
the sub-region more accessible by road and linked them to the development of other
transport improvements in the N15, which is part of the Atlantic corridor route.

The benefits to the population can be measured in terms of improved access and faster
journey times for local journeys. The total population of Bundoran, is about 2 000 people in
the town and 1 000 people in the surrounding rural area. Ballyshannon is a similar size,
with 2 232 people in town and 1 272 in the nearby rural area. However, in the summer
season, as a tourist centre, the population of Bundoran expands to 30 000-40 000 people.
For tourists, the by-pass has improved access to the region of Donegal. There has been a
reduction of 9 000 vehicles travelling through the two towns but these vehicles will be
travelling on the by-pass at increased speed. It can be estimated that the average number
of people in one vehicle could be three in the tourist season, making a total of 27 000
people experiencing faster journey times and enabling them to travel further to tourist
centres in the region. There is expected to be a decrease in accidents, although the actual
decrease is difficult to quantify. Both of these effects will improve public health and well-
being of the local population through lower noise levels and reduced air pollution.

13.5. Governance aspects
The stakeholders involved in the project were:

e National Roads Authority;

e Donegal County Council;

e SIAC Wills JV-made up of two companies-SIAC Construction Ltd and Will Brothers Ltd;
e Irish Government;

e Border, Midland and Western Region-operational responsibility for ERDF funding as part
of the Economic and Social Infrastructure objective.

The interests of the partners were:

e National Roads Authority-part of national policy is to improve quality of roads in Ireland,
especially the Atlantic Corridor route;

e Donegal County Council-long term interest in building a by-pass to improve transport
links and improve quality of life through reduction in traffic, as seen in Donegal County
Council Development Plan.

The roles of the partners were:
e National Roads Authority-funding provider;
e Donegal County Council-funding provider and commissioning agency:

e Jacobs Babtie, Consulting Engineer, designed the project and SIAC Wills ]V, was the
construction company that built the by-pass, bridge and related structures.

Jacobs Babtie, was the Consulting Engineer who designed the project. This was put out to
tender and five renderers were short listed. SIAC Wills JV was awarded the contract in July
2004.
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13.6. Universality of access and affordability

The by-pass project involves two small towns in a rural region on the border of the Republic
of Ireland and Northern Ireland. It will benefit the rural hinterland by improving access,
reducing congestion and supporting commercial and tourist activities.

Although the concept of toll roads has been introduced to Ireland, through the adoption of
public-private partnerships for the construction of new roads, the upgrading of existing
roads is still done through the use of public funds with no direct cost to the road user. In
this sense, roads are still considered a public good in Ireland. A national roads assessment
in 1998 informed the strategy of road infrastructure development that has been
implemented through the National Development Plan 2000-2006. This is part of a wider
strategy to improve infrastructure in the Republic of Ireland, as a response to under-
investment over several decades. The Ballyshannon-Bundoran by-pass was identified as a
priority within the 1998 Road Needs Assessment.

Although Ireland has built one or two toll roads within a public-private partnership, this by-
pass was not financed through this arrangement. It was funded by Irish Government and
EU Structural Funds. The technical design and construction work was contracted out to the
private sector. The improvement was delivered by a private sector company but the project
was managed by a public authority. The private sector did not have to secure funding for
the project. Consequently, there is no direct payment required to use the by-pass and no
toll system has been introduced.

The benefits that the population will experience are difficult to quantify in terms of prices.
Instead they relate to quality of life, reduction of accident risks, improvements in journey
time, and an improved environment for tourist and commercial activities.

13.7.Thematic focus

The by-pass project is located near to the border of the Republic of Ireland and Northern
Ireland but it was funded and implemented within the Republic of Ireland and not within
the context of a cross-border initiative. However, the by-pass will contribute to opening up
the Western Atlantic Road network, which will help to increase access between Ireland and
Northern Ireland. The by-pass is already improving part of the Western Atlantic Road
network and this can be seen as part of the improvement of the route.

Bundoran and Ballyshannon are only a few miles from the Northern Ireland border. The
Northern Ireland Regional Development Strategy (RDS) and the Republic of Ireland
National Spatial Strategy have both developed regional frameworks, characterised by
Transport Corridors, which will integrate the road systems of the Republic of Ireland and
Northern Ireland.

One National Transport Corridor runs from Sligo to Derry, through Bundoran/ Ballyshannon,
and it continues south to link Sligo and Dublin. Another National Transport Corridor runs
from north east of Sligo and links to a key transport corridor in Northern Ireland
(Enniskillen to Belfast). A trunk road runs from Enniskillen to Ballyshannon across the
border. The impact of an improved road by-pass from Bundoran/ Ballyshannon will impact
on nearby roads. The Ballyshannon-Bundoran by-pass will contribute to improving the N15
route in Donegal. It is a short distance away from the N3 road which runs from Dublin to
Northern Ireland. The plan for 2007-2012 highlights the improvement of the Western
Atlantic Road network. The Ballyshannon-Bundoran by-pass was an early stage in the
development of this network. The development of the by-pass on the N15 road will
promote economic, social and territorial cohesion in the region through the improvement of
transport links. In the medium term, it will contribute the convergence of interests in the
Republic of Ireland and Northern Ireland through improved commercial and tourist links.
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The improvement of the Western Atlantic corridor will impact on the development of social
and economic cross-border activities.

13.8. Contribution to cohesion policy objectives

Regional policy helps to place SG(E)I in the context of national, regional and local priorities.
In this case study, the Irish National Development Plan (NDP) 2000-2006, highlighted the
need for improvements in road infrastructure, which had experienced significant under-
funding for several decades. The use of Structural Funds contributed to the development of
infrastructure which, in the case of Ireland, had been neglected and so has not received
adequate investment funds to provide improvements necessary for long term economic and
social development.

The reasons for the increased awareness of the need for investment followed the entry of
Ireland into the European Union but the Multi-Party Agreement of 10 April 1998 also
contributed to a feeling of political stability. This has helped the government at national,
regional and local levels to focus on creating conditions for social and economic
development.

In public policy terms, there are several national strategies that support the development
of primary and secondary road networks as well as potential cross-border transport
developments. The national transport plan, Transport 21, was published in 2005 and sets
out transport goals until 2016. It is the largest investment in the transport system and
covers Metro and rail lines, roads, buses and regional airports. The National Spatial
Strategy of the Republic of Ireland and the Regional Development Strategy for Northern
Ireland both include road developments. They both acknowledge that improved roads will
enhance the creation of new jobs and stimulate local businesses.

The improvement of the N15/N17/N18/N20/N25 Atlantic Corridor in the Border, Midland
and Western region is one of the main goals of improved national road infrastructure. The
Ballyshannon/ Bundoran by-pass is part of this improvement in the Northwest of the
Republic of Ireland, a region, which has been isolated from the larger economic centres in
Ireland, such as Dublin and Cork. Although the building of a by-pass is a relatively small
event in the creation of a nationally integrated road network, there are several multiplier
effects which will benefit the tourist industry and local economic development. In the case
of the Ballyshanon-Bundoran by-pass, this improved road infrastructure will impact on both
local people and on tourists visiting Bundoran and the surrounding area. This will have a
multiplier effect on the tourist industry and local economic development. It will also
contribute to the slow process of social and economic integration of Ireland and Northern
Ireland, which is necessary if the region is to avoid any conflict in the future.

The by-pass has made contributions to economic cohesion by improving conditions for
traffic travelling into the region, which will enhance the opportunities for the tourist
industry and local economic activities. In a social and environmental sense, the by-pass will
help to improve the quality of life for local people through a reduction in traffic noise and
improvement in air quality. There will also be reduced accidents. From a territorial
perspective, the improvement of the Atlantic corridor is significant in improving the links
between the Border, Midland and Western region with the rest of the Republic of Ireland as
well as improving links between the region and the border with Northern Ireland, which is
only a few miles away. The National Spatial Strategy and the National Transport strategy
will also support this increased territorial integration.
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14. Italy.
Extension of the metro section of the
Circumetnea Railroad

Author: Mario Genco
CSIL, Centre for Industrial Studies
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14.0. Background information

a) Country | Italy

b) Region Sicily

c) Full Project Title Extension of the metro section of the Circumetnea Railroad
in the territorial ambit of the Metropolitan Area of Catania
town-Four stretches: Galatea-Giovanni XXIII-Stesicoro and
Borgo-Nesima-Misterbianco Centro

d) Duration 2000-2013

e) Programme Objective 1 Programmes: i) ROP Sicilia 2000-2006 and ii) OP
ERDF Sicilia 2007-2013

f) Total Cost EUR 333 395 941.13

(ROP Sicilia 2000-2006: EUR 57 009 823.80 (17.1%);
OP ERDF Sicilia 2007-2013: EUR 276 386 117.33 (82.9%))

g) EU Contribution ERDF 42.1%
(ROP Sicilia 2000-2006: 45.0%;
OP ERDF Sicilia 2007-2013: 41.5%)

h) National Contribution VAR
(ROP Sicilia 2000-2006: 55.0%;
OP ERDF Sicilia 2007-2013: 58.5%)

i) Private Contribution 0.0%

j) Sector Transport

k) Sub-Sector Railway (public rapid mass transport in urban and extra-
urban areas)

1) Beneficiary Ministry of Infrastructure and Transport

- Governmental Administration of the Circumetnea Railway
(FCE)

m) Implementing body Ministry of Infrastructure and Transport
- Governmental Administration of the Circumetnea Railway
(FCE)

14.1.National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

The European Structural Funds (SF) have been in past years and are still of great
importance for financing the infrastructure projects in all the sections of the transport
sector in Italy. Attached Figure 22 shows that, both in the programming period 2000-2006,
and in that-now in implementing-2007-2013, the transport sector benefits, among the
SG(E)I's, from the largest share of ERDF with, respectively, about 50% and about 36%. In
absolute terms, the ERDF resources in the programming period 2000-2006 were about
EUR 3 782 million, while in the period 2007-2013 the financial budget has increased to
about EUR 3 847 million, confirming the highly strategic value of the use of the Structural
Funds in the transport sector.

Such a great use of Structural Funds corresponds, precisely, to the high levels of
investment that are still needed in the Italian transport systems-such as roads and
highways, railways, undergrounds and other mass rapid transport systems, ports, airports,
inter-modal hubs, etc.-in the Italian context of this SG(E)I. In Northern Italy and, to a large
extent, in Central Italy, the transport infrastructures need modernization and expansion of
their capabilities (e.g. new lanes for the busiest highways) mainly due to a steady increase
in economic activities, only recently heavily slowed down by the current global economic
crisis; in these areas the need for cross-border connection of the transport national
networks of transport with the European networks (e.g. high speed railways) is strongly
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felt'®®, In southern Italy, although a rather large amount of investment -also co-financed
by the SF- has been made in recent years, a considerable number of transport systems are
still, at various levels, weak, in some sub-regional areas efficient transport infrastructures
don't exist and low quality level services are in many cases provided in favour of the
SG(E)I's final beneficiaries; the southern transport systems need, in some cases, the
completion of infrastructure and, to a large extent, they are to be amended or rebuilt.
Condition and needs of the transport systems, above mentioned, are the basis of national
policy of the sector, which the objectives outlined in the national programming, i.e. the
National Strategic Reference Framework for the transport sector, are derived from.
Moreover, the document of the Ministry of Economic Development "National Strategic
Framework for Regional Policy Development 2007-2013"'%° the framework document in
governing the use of EU funds-indicates, among the main limiting factors, which impact
negatively on context conditions, in which the regional economic progress may be fulfilled,
the inadequacy of public services (SG(E)I), which is particularly serious in the Italian
Convergence regions (CONV regions).

This strategic planning document includes an analysis of the national economic strengths
and weaknesses and specifies the strategy chosen for the Convergence Objective (CONV)
and the Competitiveness and Employment Objective. In particular, the strategy and
objectives of the networks and connections for mobility are specifically stated as "Priority
6". The document explicitly highlights the consistency and the complementarity of regional
policy with national and Community policies, and, specifically, with the Lisbon Strategy, the
Community Strategic Guidelines, the National Reform Plan in implementation of the Lisbon
Strategy and National Plan for Social Inclusion, the rural development policy and the
fisheries policy.

The framework document also lists the operational programmes (OP), which are of three
kinds: National Operational Programmes (NOP), Regional Operational Programmes (ROP)
and Interregional Operational Programmes (IOP). Investment in the transport sector are
planned both in the proper National Operational Programme ("Networks and mobility"
NOP), and in several regional programmes. The NOP is reserved for investments at national
level, that have the specific objective of contributing to the creation of a national logistics
system, supporting the construction of a national network of transport terminals and
logistics, integrated, safe, interconnected and homogeneous. The ROP's fund both,
investments related to a sustainable urban mobility and urban logistics, and investments
who have the specific objective of improving regional or sub-regional transport services, to
facilitate the connection of productive areas with the major urban network systems and to
improve the inter-modal hubs and the accessibility of peripheral areas.

To achieve the ambitious aims of the national programmes, consistent with the Community
Strategic Guidelines, the Structural Funds have largely been supplemented by various
national funds, even recently refinanced, in addition to ordinary ones and to national-EU SF
related-co-financing funds. The funds that follow are the most important:

e The Underused Areas Fund!®® is the main tool for financing-by means of national
additional financial resources-development projects in all sectors of the overall territory
of the following eight southern Italian regions: Abruzzo, Basilicata, Calabria, Campania,

188 1t should be noted however that some actions of local, political and social, opposition against certain projects
(e.g. high-speed trains, highway and railway links) have been and are still active.

189 Ministero per lo Sviluppo Economico, Dipartimento per le Politiche di Sviluppo e di Coesione, "QSN 2007-2013-
Quadro Strategico Nazionale per la politica regionale di sviluppo 2007-2013”, issued in June 2007 and approved by
the European Commission on July 13, 2007 (http://www.dps.tesoro.it/documentazione/QSN/docs/QSN2007-
2013_giu_07.pdf).

1% Fondo Aree Sottoutilizzate (FAS), has been established by Law of 27 December 2002, n.289 (Budget Law for
2003) and amended by Law 27 December 2006, n, 296 (Budget Law for 2007); the fund was recently financed by
the Budget Law of 2007 for the period 2007-2013; the Budget Law for 2008 has regulated the Fund for the years
after 2010 and until 2015.
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Molise, Puglia, Sicily and Sardinia and of some sub-regional areas of north-central
Italian regions (as a whole, the so-called “under-utilized areas” of the Country). The
financial resources allocated in favour of the transport sector are more than EUR 8 500

milliont;

e Law 211/92'9%: this law funds investment projects promoted by the municipalities-
beneficiaries of this fund-in the field of mass rapid transport systems in the overall
Country; the fund has been refinanced for the current year, too;

e Law 910/86!%3: this law, refinanced several times, funds’ investments in the rail
transport sub-sector in the overall Country.

The sectorial Framework Program Agreements (FPA)'* are the most general tools and they

provide the rules for the use of the SF and the other national financial resources. State,
Regions and public agencies promote the FPA. Agreement indicates, at least: i) the list of
activities and interventions to be implemented, with the timing and modalities of
implementation, the responsible body(ies) and the related commitments; ii) financial
resources coming from public or private funds; iii) procedures and responsible bodies for
monitoring and controlling the overall results and those of the various listed projects. FPA
incorporate and integrate all the funds, national and community, which finance
interventions in the transport sector and they refer to all existing programmes, at any
level: Networks and Mobility NOP and ROP.

As an example, in Sicily are being issued the following sub-sectorial FPA?®:

e Framework Program Agreement of the air transport systems;
e Framework Program Agreement of the road infrastructures;

e Framework Program Agreement of the rail transport'®®, which includes the project
discussed in this case study;

e Framework Program Agreement of the maritime transport.

In the past experience of implementing FPA’s, some planned investments have failed,
because, for various reasons, or project designs were not drafted at all, or project
promoters have not been able to obtain regulatory approvals. Financial resources of the
unrealized projects were subsequently used for other investments. To avoid similar failures
still occurring, a new interesting approaches to the provision of transport sector has been
introduced in the new programming period (2007-2013): projects to be listed in the ERDF
OP 2007-2013 must already have, at least, a final design'®’/, technically and
administratively approved, and, in advance, must have been included in the FPA of the
sector, having checked that the candidates projects have the required standards and they
meet all the related rules.

Another measure, adopted by some regions, deals with the involvement of the service
utility bodies, already in charge or appointed, in stipulating the new FPA (or in revising the

191 CIPE Deliberation n. 166, December 21, 2007
(http://valutazioneinvestimenti.formez.it/files/Delibera%20CIPE%20166_2007.pdf).

192 | aw 26 February 1992, n. 211, "Interventions in the field of mass rapid transport systems".

193 | aw 22 December 1986, n. 910, “Provisions for the formation of the annual and multi-annual budget of the
State”.

194 In Italian: Accordi di Programma Quadro (APQ) di settore. The FPA's specific, at sector or sub-sector level, the
contents of the Institutional Agreements for the Programme (in Italian: Intesa Istituzionale di Programma)
stipulated between Central Government and each Region, established by Law 662/1996.

195 The total funding of four Sicilian FPA’s is EUR 8 510 million (see the website:
http://www.euroinfosicilia.it/Default.aspx?tabid=203).

19 This FPA has been drawn up by the Ministry of Economy and Finance, the Ministry of Infrastructures and
Transport, the Sicilian Region, Ferrovie dello Stato S.p.A. and the Governmental Administration of the
Circumetnea Railway (FCE); the total funding is EUR 1 856 million.

197 1n Ttalian: progetto definitivo.
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existing ones), with the aim of avoiding that, such as has sometimes happened, the
infrastructure, even if fully implemented, will remain unused for lack of the service
provider-due to several reasons, including bureaucratic ones. The adoption of such
measures in all regional programs should be therefore strongly recommended.

Figure 22: 2000-2006 and 2007-2013 ERDF programmed expenditure for SG(E)I
2000-2006 2007-2013
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14.2. National framework in the provision of SG(E)I

The government framework document on the Italian policy in transport and logistics is the
General Plan of Mobility!®®, whose guidelines were issued by the Ministry of Transport!®® in
October 2008. National Integrated Transportation System (SNIT) is the scenario for the
analysis and the planning. SNIT is a part of the European Transport Network (TEN), which
SNIT connects across the Alpine passes. SNIT includes: railways, roads, airports, ports and
waterway system, modal interchange hubs.

As part of such national programming, the regional Governments have developed their
sectorial planning documents. E.g., the Sicilian Regional Transport Plan is composed,
among others, by two main documents: the Directive Plan, which concerns all sub-sectors,
issued in 2002 and currently under revision, and the more recent Implementing Plan of the
rail transport, which covers the project of this case study.

Among the national laws concerning the transport sector, one of the most important is the
DPR 753/802%, which concerns the safe operation of all mass transport (railways, subways,
cable cars, etc). The role of safety authority of the mass transport systems, previously
exercised by an Office of the Ministry of Transport, is now assigned to the Italian Agency
for Railway Safety?°!, which approves the projects and monitors the infrastructure safety
during the service operation.

While not forgetting the national framework and the residual tasks that the State reserves
to itself, the governance of the sector is mainly borne by Regions, both with reference to
programming, and to financing and implementing investment and service operation (see
below). As stated in the previous section, the use of SF and other national funds is still

198 The General Plan Mobility upgrades and integrates the former General Plan of Transports, issued in the latest
version in 2001.

199 Now the Ministry of Infrastructure and Transport (http://www.mit.gov.it/mit/site.php).

200 Decree of the President of the Republic No. 753 of 11 July 1980, "New rules for police, security and regularity
of the operation of railways and other transport services"
(http://site.rfi.it/quadronormativo/Legislazione%20Nazionale/leggi/Legislaz/753.pdf). This decree was followed
over the years by several subsequent related laws and regulations.

201 The Italian Agency for Railway Safety is established, with headquarters in Florence, on the basis of Article 4 of
Legislative Decree 10 August 2007, No 162, which implements the Directive 2004/49/EC of the European
Parliament and the Council of 29 April 2004. The Agency is operational since June 16, 2008
(http://www.cesifer.it/index.shtml).

189



Policy Department B: Structural and Cohesion Policies

regulated by the regional FPA’s. These agreements provide project titles, financing, rules
about not only the local transport systems (regional or sub-regional), but also they governs
the integration into the local territories and networks of all the investments, also those
related to the national transport networks, although, e.g., included in the NOP (see Section
14.1).

The transport infrastructures are owned by the State or Municipal Property.

Generally speaking, to meet the EU directives on separation between the system operator
and the provider of transportation service (diversification), infrastructure maintenance and
investments are entrusted to public bodies or public companies, while service and other
functions (e.g. design, licensing) are provided by different public organisations or by
companies, at present, mainly public (see below). Service contract governs the relationship
between the above mentioned bodies.

Focusing on the Italian rail sector, which is related to the present case study, there are two
categories of railways: the national railway network and a group of local regional railways
in the past operated under concession by public bodies or private companies.

The national rail network is entrusted to the “Ferrovie dello Stato S.p.A.”?°?2 Group, a
holding limited company, which is wholly State owned. The separation between the network
operator and the service provider is achieved by assigning these roles to two different
companies, although both 100% owned by the Group:

e Rete Ferroviaria Italiana S.p.A. (RFI)?* is starting on 1™ July 2001-the national rail
infrastructure operator, who maintains the efficiency of the railway network. Contractual
relationships between RFI and the State (mutual obligations and rights concerning
investments) are regulated by the Program Agreement, equivalent to a service
contract;

e Trenitalia S.p.A. is the company that provides the freight transport and, both, the
passenger’s service on the high-speed trains and the general rail service. Very recently,
the service has been opened to competition, allowing the transport service can be
performed by other operators, Italian or otherwise.

Regional railways (former government concessions) are generally owned or participated by
the Regions: examples of these are: North Milan Railways, Apulo Lucane Railways, Railways
of Calabria, Roma-Civitacastellana-Viterbo Railway, Railways of Southeast in Apulia, Central
Railway in Umbria, MetroCampania Northeast, etc. Circumetnea railway, subject of this
case study, is the only government administration still existing, but, in the beginning of this
year, the institutional procedure for establishing a regional society, which will take charge
of this railway, has started. Separation between network operators and provider of rail
services in many regional railways has been made, in general, in a quite similar way of the
national network.

Although, in order to promote the liberalization of this SG(E)I, Regions have set up
operating companies, regulated by service contracts, the expected tenders of
transportation service, such as stated in the reform law with the aim of promoting the
privatization of these local railways, don't have been called for and only in a few cases
private investors have bought shares of these companies?%*.

Difficulties encountered in privatization process have different causes: it must be noted that
the income from ticket sales, passes and other railway service are not sufficient to balance

202 gtate Railways, Ltd”. The group has approximately 100 000 employees
(http://www.ferroviedellostato.it/homepage.html).

203 Ttalian Rail Network, Ldt, is totally owned by Ferrovie dello Stato S.p.A.

204 E g., Ferrovie Nord Milano SpA is listed on the Milan Stock Exchange. The share capital is owned as to 57.6%
from the Lombardy Region, to 14.5% by the State Railways, for the 3.1% from Aurelia SpA, the remaining free
float (24.8%) is in private hands.
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the costs, with the exception, almost solely, of high speed trains; in the local rail transport
service of the most of the Community Countries, virtuous companies achieve, as a best
result, a coverage of about 35% of their costs from ticket sales. So, even if the service was
privatized, financial subsidies?®® should be given to the new companies to support the
operation of the service; this finding has discouraged many public decision makers.

In the liberalization process, another key obstacle results from the technical constraints of
many, though not all, regional railways, due to narrow or special gauge, value of supply
voltage, etc. The service in these railways is provided by means, e.g., special rolling stock
and traction units, not suitable to any other railway.

The monopoly thus occurs in many regional railways, but does not occur in the State owned
rail network, where the service can be (and is) provided by any owner of trains with usual
and standard features, without requiring large investments in purchasing special rolling
stock. In this latter case, a risk of oligopoly still exists: only a few companies, even at
European level, could have the necessary funds to support major investments still needed
to provide competing services, even if investments in infrastructure will still be funded by
the SF and other national resources. It is therefore necessary to strengthen measures to
promote competition in the transport service market, as large extent as possible.

The structures of the underground railway are typically owned by municipalities, except in a
few cases where they are state-owned (e.g., Palermo, Catania?°®). The mass rapid
transport services are entrusted, by means of service contracts, to companies often wholly
owned by municipalities®’, but in some cases partially privatized®°®.

Partnerships among different government agencies dealing with public transport have been
established in Italy in recent years; some of that partnerships have been promoted by
regions2%®, others, in urban ambits, have been promoted by municipalities. Nevertheless, a
national authority does not exist, nor regional authorities, entrusted with governing and
regulating, with adequate powers, the integrated transport systems-structures and
services-have been established, nor, as far as we know, have been planned by the regional
decision-makers. This seems to be a significant weakness of the overall governance system
of transport in Italy.

14.3. Project description

The following short paragraphs provide a full description of the project, organised according
to the topics of greatest importance for the understanding of what the project properly is.

The project is a part of the programme of modernization and extension of the historic
narrow-gauge railway “Ferrovia Circumetnea” (length: ~114 kilometres), located around
the foothills of Etna volcano and whose first section was opened in 1895 and was
completed in 1898.

The programme's overall objective is to achieve an urban-suburban integrated
transportation system, connecting all major urban traffic attractors and, simultaneously,

205 currently, financial contributions are given by the Regions for the regional owned railways and by the State for
the other ones.

206 The infrastructure of the underground railway in Catania, which is discussed in this case study, is owned by the
State, as a part of the Circumetnea railroad (see the point 3); the service is currently provided by the Government
Administration of the Circumetnea railway.

207 E.g., Azienda di Trasporti Milanese SpA, which operates the underground of Milan, is wholly owned by that
municipality.

208 E g., the property of Azienda Mobilita e Trasporti SpA, a limited company which provides, along with other
pubic transport services, the underground service in the town of Genoa, is shared between the Municipality (59%)
and the French company TAG (41%).

209 The Umbrian Region, e.g., has signed a memorandum of understanding with the Provinces on restructuring
regional and local public services.
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the towns of the Catania belt (i.e.: cities included in the Metropolitan Area of Catania®'?),
that are generating a strong commuting. An early intervention, in 1999, was the rebuilding,
in tunnel, of a section of 3.8 km of the previous narrow gauge monorail line, which has
provided the opportunity to give to the Catania town the first underground railway line at
high frequency and capacity. Previously, under the 2000-2006 programme, the ERDF has
co-funded the project of modernization of an extra-urban section of the railroad, from the
station of the town of Paterno to that of Adrano (length: ~15 km, total cost: EUR ~103
million). Currently, the project for a further extension of the urban section of the
Circumetnea railway in the south of the city of Catania, including connection of the
international airport Fontarossa, is under development. Moreover, a preliminary feasibility
study to extend the electrification and the standard gauge to the remaining sections of the
Circumetnea railway has been also carried out. The intervention will enable the closure of
the Circumetnea Railroad ring around the Etna volcano by interconnecting with the
Messina-Catania rail line of RFI. The frequency of trains is expected to be one every 15
minutes, in line with the anticipated traffic flow.

Looking at the proper project, that is an extension of the underground railway line in
operation within the urban centre of Catania, the overall objective is to contribute at
developing the metro network of the city and surrounding.

The project aims to divert the demand of mobility in the urban area of Catania and in the
northwest belt of the city in the Etna foothills, currently satisfied by public buses and-
primarily-by private cars, towards the services of public rail transport.

More in details, the project aims to address the following specific needs:

e to fulfil transport demand of workers and pupils commuters;

e to fulfil transport demand for business, administrative activities and for social, cultural
and health services;

e to relieve the congestion of the urban and sub-urban traffic and to balance the modes
of transport in favour of environmental friendly technologies;

e to increase the safety levels of the whole urban transportation system.

The final beneficiaries of the project are all the citizens of Catania and of the towns
connected by the underground. The inhabitants of Catania are 296 469 and those of
Misterbiano are 48 549 (data: ISTAT?!! 1% January 2009). The expected transport demand
on the new underground section has been estimated to be about 38.3 million passengers
per year.

The investment concerns the construction of four sections of the double track underground
railroad, standard gauge and 3 kV d.c. electric traction:

e 1% stretch: from Borgo to Nesima: length 3 174 m, 4 stations;

e 2" stretch: from Nesima to Misterbianco: length 3 939 m, 4 stations;

e 3" stretch: from Galatea to Giovanni XXIII: length 898 m, 1 station;

e 4™ stretch: from Giovanni XXIII to Stesicoro: length 1 027 m, 1 station.

210 The local territorial institution Metropolitan Area of Catania, one of the fifteen set up in Italy and one of three in
Sicily, is an urban conurbation due to continuity and the strong social and economic integration of several
municipalities (27) in the Province of Catania, in particular the provincial capital itself and the municipalities placed
in the south of Etna.

211 ISTAT is the Italian national institute of statistics (http://www.istat.it/).
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Project activities mainly consist of: i) the construction of the tunnels and of the civil
structures, ii) the installation of the rail superstructure and of the electrical power overhead
line, and iii) the erection of the train control systems and of the plants of the railroad and of
the stations. The overall construction of the underground, including feasibility study,
design, licensing and erection, is lasting 15 years, having started in 1999 and ending in
2014.

14.4. Specific aspects of SG(E)I affected by the project

Specific aspect/objectives of SG(E)I realised/enhanced with the project
The following specific aspect/ objectives are enhanced with the project:

e universal and continuous accessibility;

e territorial accessibility;

e social affordability;

o efficiency and effectiveness;

e reliability, safety and security of supply;

e environmental friendliness.

Main expected results of the project with reference to the specific

aspect/objectives of SG(E)I

e Universal and continuous accessibility: the extension of the metro line, including
the inter-modal access and interconnections (e.g. parks and bus stops near the new
metro stations) needed in order to allow a continuous mobility, enhances the
accessibility to the public transport service for all citizen. It is expected that the new
underground section will attract additional passengers for those already served by other
transport systems, public or private, amounting to 6 055 843 passengers per year®'2. In
addition, the demand diverted from other transport systems is expected (all figures are
passengers per year) to be 32 250 925, due to the following contributions: i) urban
public transport: 2 351 850; ii) suburban public transport: 5 093 850; iii) suburban
private vehicles with inter-modal interchange: 16 289 313, iv) urban private vehicles
with inter-modal interchange: 3 302 779, v) urban private vehicles without inter-modal
interchange: 5 213 126. Taking into account the above data, the expected total number
of passengers per year of the new section of the underground is 38 306 768.

e Territorial accessibility: The project will help improving the connection between the
suburbs and the central urban areas, that play the pivotal role cities for numerous
economic and social activities, but also for regional development and convergence;
access to the city centre will be improved for all citizens, also those not living in the
central city but accessing it every day or only for special purposes (administrative,
economic or social ones, but also health-related ones or for further travel connections).
Taking into account the data presented in the previous point, the share of suburban
traffic served by the new underground is expected to be 66%.

e Social affordability: With improving underground service, is expected to strengthen
the pricing policy already adopted by the operator of public transport in Catania, based
primarily on offering monthly passes at discounted rates for a very large number of
special categories of users, such as: retirees, seniors, housewives married, veterans,

212 Al the data shown in this point are derived from the demand analysis of the project.
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disabled persons, employees, non-EU immigrants, resident and not resident in Catania
students, university students, unemployed people (http://www.amt.ct.it/).

e Efficiency and effectiveness: the under construction project radically improves the
efficiency of the metro service, since, by the part concerned, the current in surface,
single track, narrow gauge railway, is replaced by the new one, double track, standard
gauge, in tunnel. The route of the line and the location of the stations have been
designed to achieve a high effectiveness of the service. The direct benefits to the
community due to the increase of effectiveness and efficiency (time savings and lower
operating costs) are estimated in the cost benefits analysis of the project to be
approximately EUR 900 million (present value) in a time horizon of 30 years, i.e. about
EUR 86 per year and per inhabitant, taking into account the overall population of the
cities of Catania and Misterbianco.

¢ Reliability, safety and security of supply: The modern infrastructural technology of
the new metro line ensures high service reliability; the traffic control systems increase
the safety level both for passenger and for professional workers; the surveillance
systems of the stations and of the access ensure high security standards. In addition, a
very relevant indirect effect of the new underground line is the reduction of road
accidents.

e Environmental friendliness: The project, due to the diversion of traffic from the
existing-heavy impacting the environment-transport systems, reduces the emissions of
greenhouse gases and other air pollutants; in addition greatly reduces noise pollution.

Improvement of public service approach, at regional and / or national level, as a
consequence of the expected results of the project

The expected success of the project will increase-both in Sicily but also at national level-the
choice of giving priority to railroad, with adopting efficient design solutions and with low
environmental impact, for urban and sub-urban connections, especially to link up, at sub-
regional level, the main attractors of traffic and to meet the demand for commuting.

Expected changes in the use of the Structural Funds in the SG(E)I, at regional and
/ or national level, as a consequence of the experience of the project co-financing
by such funds

The contribution of the Structural Funds has made possible the financing and the
implementation of the project. For the future, the use of Structural Funds in the transport
sector, both at regional and national level, should be more concentrated with the aim to co-
finance efficient and environmental friendly design solutions of urban and suburban
transport, i.e. mainly railroad projects.

14.5. Governance aspects
The main stakeholders involved in the project are:

e Italian Ministry of Economy and Finance®!®: role of co-financing subject with the
national funds cleared through the CIPE?'* decisions;

e Ministry of Infrastructures and Transport?!®: this institution monitors the consistency of
the Regional Program and the project with the principles of the General Mobility Plan

(efficiency, safety, sustainability);

213 Ministero dell’Economia e delle Finanze (http://www.tesoro.it/).

214 CIPE = Comitato Interministeriale per la Programmazione Economica (Interministerial Committee for Economic
Planning) (http://www.cipecomitato.it/).

215 Ministero delle Infrastrutture e dei Trasporti (http://www.mit.gov.it/mit/site.php).
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e Sicilian Region?'®: The Planning Department?!’ prepares the general programmes of

Structural Funds and coordinates their use for financing the project and controls the
overall expenditure of the national and Structural Funds. The Department of
Transportation?'® prepares and implements the area programme (Director Plan of
Transports), which the project is included in, and controls the project funds
expenditure. The Regional Environmental Authority (Department of Land and
Environment?!®) expressed favourable pronouncement about the environmental
compatibility of the project;

e Circumetnea Rail-Governmental Administration (FCE)??°, public body directed by a
Government Commissioner: project design and construction; provides the service of the
Circumetnea railway, including the underground;

e Municipalities of Catania and of Misterbianco??': The municipalities decide about the
plans for local mobility and they support the design of the underground about the
interfaces among the metro service and the other public transport systems. In
particular, Catania Municipality has contributed to individuate the better sites, in the
project design phase, for the inter-modal interchange nodes (tram and bus stops,
interchange car parks);

e Municipal Transport Company of Catania???, a public in house provider of Catania
Municipality: support in the design phase with regard of the coordination of local public
transport services. In the future will be assessed the option of entrusting the
management of the metro service to this municipal company;

e Rete Ferroviaria Italiana S.p.A. (RFI): inter-modal integration.

Users were not involved in the project partnership.

Although all the above mentioned stakeholders have roles in the project, a formal
partnership was established only among four of them (Ministry of Economy and Finance,
Ministry of Infrastructures and Transport, Sicilian Region and FCE) through the signing of
the Framework Program Agreement on Rail Transport, on October 5%, 2001. In addition,
Government management of Circumetnea Rail (FCE) and Sicilian Region signed an
agreement dealing with the realization of the intervention on January 29, 2001. In 2005,
FCE, Ministry of Transport, RFI and Municipality of Catania signed a Memorandum of
Understanding with the aim of developing the integration in the territory among different
modes of transport.

As can be seen from reading the above list of project partners, all bodies involved in the
project are public. The Circumetnea railway is operated by a Government Commissioner,
representative of the State. It is therefore a public management exercised directly by the
State through the organisation of the Circumetnea Rail (FCE).

14.6. Universality of access and affordability

This section discusses two main issues related to SG(E)I's provision: the universality of
access and the affordability.

216 Regione Siciliana (http://www.regione.sicilia.it/).

217 Dipartimento della Programmazione (http://www.regione.sicilia.it/Presidenza/programmazione/).
218 pipartimento delle Infrastrutture, della Mobilita e dei Trasporti
(http://www.regione.sicilia.it/turismo/trasporti/).

219 Dipartimento Territorio e Ambiente (http://www.artasicilia.it/).

220 Ferrovia Circumetnea-Gestione governativa (http://www.circumetnea.it/).

221 Comune di Catania (http://www.comune.catania.it/), Comune di Misterbianco
(http://www.comune.misterbianco.ct.it/).

222 pzienda Municipale Trasporti di Catania (http://www.amt.ct.it/Home.php).
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Universality of access

The project promotes access of all citizens, without any forms of limitations, to the new
metro service. The catchment’s area is mainly composed by the people resident in the
centre and in the north-west of the city of Catania and in Misterbianco town and in
neighbouring countries. We can estimate that about 35%+40% of the overall population of
the two cities will use the new service, on average in each year.

Metro stations are equipped with the devices required to provide access to disabled, people
with reduced mobility, elderly, etc.

As mentioned above, the new underground connects and is a part of the Circumetnea
railroad; in this way, the project facilitates access to the transport service to the city
centre, among other people, also for all citizens residing in rural zones in the areas of
influence of the non-urban railroad stations.

Affordability

The price of a metro ticket is currently fixed at EUR 0.90 per a 90 minute trip, a little lower
than the ticket of the service of urban buses (EUR 1.00). A monthly pass costs EUR 10, but
is expected to be increased at least to EUR 18 to align it to the minimum current price of
the pass of the urban public service. Ticket prices of the non-urban section of the
Circumetnea railroad are related to the length of the journey??3. The price of the service is
therefore proportional to the "quantity" of the service, but no mechanism correlates the
tariffs with the service quality.

As mentioned above, at present a single rate of service is set up, but the expected
alignment with the pricing policy of the operator of urban public transport services in
Catania will encourage the adoption of differential tariff depending on the category of users
supplied. E.g., the urban monthly pass price is EUR 40, while the special categories already
mentioned in Section 14.4 benefit from discounted prices between EUR 18 and EUR 27.

The project was entirely financed by public funds (EU Structural Funds and national funds),
without recourse to the contribution of the expected revenues. Financial analysis of the
project shows that the expected service revenues will be sufficient to offset the running
costs (Operation & Maintenance), with no other financial aid.

Service may be supplied on an affordable level, because the Structural Funds (and the
national funds) fully fund the investment costs of the project?**. Additional remarks about
subsidy control mechanism in order to ensure an affordable level of the tariffs are set out in
Section 14.8.

14.7.Contribution to cohesion policy objectives

The project geographical area is one of the most important territories in Sicily, both in
terms of number of residents, both for the importance of the business. It is reasonably
connected to the rest of Sicily, to Italy and to Europe by roads, railroads, port and airport,
although the existing transport services are in general suffering, in various degrees, of
typical problems arising from the insularity and from the socio-economic delay, well known
in the South of Italy. Taking into account the cities of Catania and Misterbianco as those
directly affected by the project, their surface represents 6.13% of that of the whole
Province of Catania, 0.85% of that of Sicily and only 0.07% of the whole Italian territory. In
terms of resident population, the above percentages become respectively 31.8%, 6.85%,
0.57%. The Circumetnea railroad as a whole, however, serves a significant part of the
Metropolitan Area of Catania®?®, whose surface (939.56 square kilometres) is 26.44% of

223 gee http://www.circumetnea.it/main.asp?1.

224 Circumetnea Railway (FCE) gets, from the State, a financial contribution to partially balance the running cost of
the of the whole railroad system, in favour of the service users. The FCE service contract regulates this subsidy.
225 See a previous footnote.
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that of the Province of Catania, 3.65% of that of Sicily and 0.31% of Italian territory; in
terms of resident population, the above percentages are respectively 69.7%, 15.0%,
1.26%. As the above reported figures show, the railroad, object of the improvement plan
described above (see Section 14.3), provides transport service in a large portion of the
whole Catania province and in a significant and relevant part of the Sicilian territory. The
territory of the rail catchment’s area is largely urbanized (population density in the
Metropolitan Area: 805.15 inhabitants per km?2) and mainly devoted to housing and other
residential purposes, but in which economic activities, industrial and agricultural, are fairly
developed too.

The construction of the new section of the underground contributes to improve the quality
of life in the City of Catania. The diversion of mobility offered to the people from the road
transport systems to the railway not only meets the growing demand that cannot be
covered, without significant social and environmental costs, by increasing the traffic of
public buses and private cars, but also relieves the urban congestion, reduces the pollutant
and greenhouse gas emissions and lowers the urban noise levels. All these ones are well-
known benefits of this kind of projects, treated extensively in the literature??°.

But the project, which, as above mentioned (see Section 14.3), is a part of a wider project
to improve the whole Circumetnea railroad, contributes to the economic, social and
territorial cohesion in a much broader way and affects a territory larger than the only
Catania town.

The city of Catania, with predominant activities in the advanced tertiary sector, directly
affects the dynamics of the other smaller towns, which have a predominant development in
the productive primary or secondary sectors and support a primarily residential function.
Moreover, in recent decades, the population living in the countries of the conurbation with
Catania city has increased, while simultaneously the resident population in the capital of
the province has decreased??’, resulting in high commuting and congestion on the roads.
The demand of mobility that is expressed within the basin of influence of the intervention,
that is the object of this case study, is more than 600 000 daily trips, of which more than
70% are gone on by private means. The network of the road infrastructure is still
inadequate and the latest major interventions (such as completing the western ring road),
were intended more to allow the "overtaking" of the city of Catania than to facilitate the
internal relationships between the urban centres. Although the Municipal Transport
Company of Catania carries approximately 48 million passengers per year, the volume of
the mobility demand in Catania town cannot be satisfied only by the system of public
transport by road. On the other hand, public transport service in the extra-urban areas is
still supplied by a set of bus lines operated by public and private companies under regional
concession. The lack of coordination of planning and operating of all the service in the
metropolitan area of Catania gives a level of service rather poor, characterized by an
inadequate frequency of service and by overlapping on different bus routes, lack of
integration between the companies operating in the urban zones with those in non-urban
areas.

To cope with the problems of a sustainable mobility in the metropolitan area of Catania, the
solution is not building new roads, due to the high environmental costs of land
consumption, energy consumption and pollution. Furthermore-such as the outcomes of
similar projects, already completed from several years, have shown-improved roads lead,
over the medium-long term, to an increase in mobility on individual means, which quickly
brings back the system in crisis.

226 Quoting a single reference, in which the methodology of quantifying economic effects is provided, see:
Handbook on estimation of external costs in the transport sector, produced within the study Internalisation,
Measures and Policies for All External Cost of Transport (IMPACT), commissioned by DG TREN.

227 The decentralization of population from the major urban centres toward the surrounding towns is a trend, that
has almost universally occurred in Italy in recent decades.
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As a result of the above, the mass rapid transport system at high frequency, high capacity,
which will be realized with the completion of the project, seems to be, in the medium and
long term, a good tool to reduce the urgent problems of territorial imbalance existing in the
metropolitan area of Catania, reducing the current level of dependence on the central city,
promoting conditions of accessibility and while producing a general increase in the level of
service of transport infrastructure. The project seems to have the potential to improve the
connection between suburban and urban centres, to reduce territorial disparities and
imbalances in terms of location of economic and social activities, to improve the local
competitiveness and attractiveness, to facilitate relations between individuals and groups,
to work towards the convergence of the area and within the region.

But, the project's promises will fully come true, only if all project's partners, including those
involved in the stage of operating the service, will strongly contribute to integrate not only
the different transport structures and infrastructures (bus, underground, railways, parks,
inter-modal interchange nodes, etc) existing in the territory, but also-and this is of utmost
importance-the policies and the practices of the service management, under several
aspects, even if the transport services are provided by diversified bodies. Another key
factor of the expected success of the project is the integration of transport systems in the
other policies of the territory (e.g., measures to stop the traffic in the historic centres, re-
locating of administrative or commercial services, etc).

Cooperation in the partnership and involvement of stakeholders at local level (including
users) are the right way to take into account the key factors so that the project contributes
to improve the social convergence during its life time.

It is recommended to consider the possible adoption of policy guidelines so that the local
governments (Member States and/or regional Governments) promote, where partnership
does not have been established, and in all cases reinforce, support and guide appropriate
local partnerships, also and especially during performing the transport services. E.g., in a
certain area, the price of public transport could be standardized, regardless of the
transportation system the user uses; the policy of the “one ticket” could be adopted; the
bus timetables can be synchronized with those of other systems (train, underground) and
vice versa in view of the traffic flows in the main interchange nodes, etc.

In this context, Transport Authority, to be set up at regional and/or national level, could
optimally play the role of promoting local partnerships. In addition, the Authority may
disseminate best practices to improve the effectiveness of partnerships and the quality of
service. In Sicily, e.g., the experience gained in Catania could be spent on planning better
transport services in metropolitan areas of Palermo and Messina.

Moreover, only such an Authority (of regional and/or national level) would have the powers
to take charge of integrating the governance of funds for financing investment and the
governance of financial subsidies to the running costs of the service operators?%,

Such a coordination of all transport policies and funds could deliver the full potential of
current and future projects fund by SF and, at the same time, could extend the use of a
high quality public service for all categories of users, even giving new impulse to policy of
liberalization and competition in the sector, now somewhat jammed.
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228 These two governance actions are in fact currently held by two different groups of public bodies.
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15.0. Background information

a) Country Latvia

b) Region Zemagale

c) Full Project Title Electronic services for citizens and businesses at Jekabpils
town information centre

d) Duration 2004-2006

e) Programme Objective 1 Programme 2004-2006

f) Total Cost EUR 166 974

g) EU Contribution ERDF 75%

h) National Contribution P&RG
(10% is contributed by the central/national government;
15% is contributed by local government)

i) Private Contribution 0%

j) Sector Telecommunications

k) Sub-Sector Services and applications for citizens

1) Beneficiary Jekabpils Town Municipality

m) Implementing body Jekabpils Town Municipality

15.1. National approach to SG(E)I and the support of the Structural
Funds to SG(E)I provision

European Structural Funding was and still is an issue of great importance for the national
economy in Latvia. The use of Structural Funds (ERDF and ESF) corresponds to needs for
investment in sectors such as transport, environment, social infrastructure and the
information society. Figure 23 clearly shows that in both programming periods 2000-
20062%° and 2007-2013 the transport sector benefited the most. At the same, in the
programming period 2007-2013 many more resources were allocated to environmental
protection and risks (28.22%) in comparison to the previous period (14.71%). Finally, the
available amount of funding has considerably decreased for telecommunications and the
information society (10.14% in 2004-2006 and 6.74% in 2007-2013). In absolute terms,
the total available amount of ERDF in the programming period 2000-2006 were EUR 382
million, but in the programming period 2007-2013 EUR 3 979 million are available.

The Single Programming Document 2004-2006%° (hereinafter SPD) the framework
document on the use of EU structural funding set out three mid-term objectives,
development of infrastructure, including ICT solutions for business, provision of ICT skills
and ICT equipment?*'. Such mid-term objectives were defined taking into account the
limited lifetime of both the Single programming document and the short programming
period.

The SPD clearly stated that the unbalanced development of social infrastructure and limited
access to public services (SG(E)I) makes rural areas and small towns (e.g. Jekabpils) less
attractive as much for people as for business. Thus, investments in social infrastructure and
ICT infrastructure should increase both the accessibility and the quality of those services.
The SPD foresaw the development of ICT skills for the general public as well as the
provision of necessary equipment and infrastructure to ensure access to ICT. In this
context, digitalisation of public services and development of information networks would
pave the way to an information society and would address the digital divide in Latvia. The

229 1t should be noted that in Latvia this programming period covers only two years 2004-2006, since Latvia joined
EU in 2004.

230 vienotais Programmdokuments jeb Latvijas Attistibas plans, Single programming Document, approved by
European Commission in 18.12.2003. http://www.esfondi.lv/upload/05-
saistosie_dokumenti/spd_en_09112006.pdf (last accessed March 29, 2010).

231 Single programming Document , pp.178.
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SPD concluded that investments in telecommunications by national and local authorities
would ensure access to telecommunications and ICT in a non-discriminatory and
technologically neutral manner?®*?. It was concluded by the SPD that there is a low level of
ICT usage by business (in 2003, 39% of the companies uses computers) due to a weak
understanding of ICT opportunities®*3.

The SPD was based on national development priorities, strengths and weaknesses, socio-
economic analysis and lessons learned while working with pre-structural funding. The SPD
highlights the consistency with EU guidance and policy directions as well taking into
account the designed national programme in the sector-the national programme
“Informatics”. There were 4 priorities defined based on the mid-term objectives, where
SG(E)I's were cross-cutting issues inherited in each priority and measured by the
indicators at the priority level, the measure level as well as at the horizontal policy level.
For administrative management of structural funding, quite a complicated scheme was
created consisting of the managing authority, the paying authority, the 1% level
intermediate body and the 2" level intermediate body.

The National Strategic Reference Framework 2007-2013,%** in its structure, is quite close to
the programming document of the previous period. The Framework document of this
programming period is much more detailed regarding SG(E)I. There are three operational
programmes introduced (“Human Resources and Employment”, “Entrepreneurship and
Innovations”, “Infrastructure and Services”). At the same time, the Framework document
introduced three thematic axes (Development and efficient utilisation of human resources,
Strengthening competitiveness and progress towards a knowledge-based economy,
Improvements in public services and infrastructure as a precondition for balanced national
and territorial development). In respect to this case study, both-the thematic axis on
improvements in public services and the operational programme on infrastructure and
services provides the outline for the development of ICT and electronic services. The
Framework document states that the improving quality and accessibility of ICT will reduce
disparities between regions and it puts special emphasis on the development of ICT as an
opportunity for the competitiveness of regions.

It is relevant to note that the operational programme should contribute to achievement of
the objectives of more than one thematic axis. In this context, the thematic axis on
improvement of public services states clearly that the insufficiently developed ICT
infrastructure and electronic public services (SG(E)I) is an obstacle for economic growth. At
the same time, it is recognised that this lack of ICT skills, remoteness of places of residence
affects access to informational resources and electronic services®*°,

232 gingle programming Document , pp.183.

233 Single programming Document , pp.46.

234 valsts stratégiskais ietvardokuments 2007.-2013.gada periodam. National Strategic Reference Framework
2007-2013 http://www.esfondi.lv/upload/04-kohezijas_politikas_nakotne/VSID_2009.pdf (last accessed March 29,
2010).

235 National Strategic Reference Framework 2007-2013. pp.60.
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Figure 23: 2004-2006 and 2007-2013 ERDF programmed expenditure for SG(E)I
2004-2006 2007-2013
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15.2. National framework in the provision of SG(E)I

There is no strict definition or common agreement on the definition of SG(E)I in Latvia
either in practice or legally. In some cases, SG(E)I and SGEI are perceived as a synonym
for the terms “public services” and “public functions”. The Law on Public Administration
Structure states clearly, every service provided by or delivered by public authorities
(national or local) should be considered as a service of general interest. Therefore, sectoral
ministries at the national level are the main responsible bodies for the respective sectors as
is envisaged in the national legal framework and supported by the national framework for
structural funding.

Based on the above, the relationship between public authorities and providers of SG(E)I
depends very much on the sector where SG(E)I is located, on the regulative framework for
the respective sector and on the level of government (national or local). Since, there is no
clear understanding on SG(E)I, some of the SG(E)I"s are provided by public administration
institutions themselves.

Regarding the SG(E)I discussed in this case study, it should be pointed out that general ICT
services are assigned to economic operators, and these services are to be delivered under a
competition regime, since there are a large number of ICT providers (~400 electronic
communication service providers?3®). At the same time, if some ICT services are provided
by public administration institutions or local municipalities (such as Jekabpils), these
services are not provided under the classic understanding of “competition”, but they are
measured by their impact on the living and business environment, the quality of life, client
satisfaction and are regulated by administrative procedures. However, there is no data
available on the impact of those services, since each public administration institution
collects information according to their own methodology, if at all.

For economic operators delivering electronic communication services with relevant impact
in the market, the Public Utilities Commission defines the tariff calculation methodology
according to the Electronic communications law and the law on Regulators of public utilities.
Economic operators are free to set their tariffs and quality standards. Thus, the degree of
market liberalisation is very high in this sector and in most cases the owners of the
infrastructure are the service providers. Such a situation allows for end-users to have a
wide range of choice. The service users regularly evaluate the service quality and tariffs,
and in the case of insufficient quality, the contract can be terminated. The service contracts
signed are the main instruments for governance of the relationship. In common with the
liberalised sectors (such as electricity, railway transport), and contractually delegated

236 pyblic Utilities Commission, http://www.sprk.gov.lv/index.php?id=34998&sadala=301 (last accessed March 29,
2010).
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services, several measures are set to guarantee SG(E)I principles. For the liberalised
sector, the Public Utilities Commission evaluates tariffs, quality and access before approval
of the tariffs. For contractual services, the contractor regularly evaluates service quality,
and in the case of insufficient quality, the contract can be terminated.

The situation is quite different with regard to electronic services delivered by public
authorities. First of all, the current electronic services in the public administration have
been digitalised due to the pressure of globalisation. E-solutions provide opportunities to
bring traditional bureaucratic services up to the level of modern technologies and
challenges. Secondly, the Law on Public Administration Structure and the Law on Local
Municipalities regulates services delivered by public authorities” on the national and local
levels. Thirdly, in 2009 the government launched a public debate and evaluation of public
functions?®” in order to define the public functions to be contracted out. It is expected that
some tasks related to the maintenance of ICT systems of public authorities will be
contracted out to private companies in the near future. At the moment, public authorities
are owners of the ICT infrastructure located in their jurisdiction as well as being service
providers. We can conclude by stating that, the current approach to electronic services
delivered by public authorities is fragmented, since each public administration institution
decided on the design and development of those services itself.

15.3. Project description

The priority of the Single Programming document was: promotion of balanced
development; the measure of SPD was: Development of ICT; the activity of the SPD was:
Development of public information and e-government system. The project is part of the
national programme "“Development of public information and e-government systems”
designed under the activity mentioned above.

The overall objective of the national programme was to improve the existing, and to
develop new public information systems, integrating them into the unified government
system, thus ensuring access and public services, promoting e-government and
improvement of operations in public authorities. The national programme was designed to
address long-term economic goals such as the creation of possibilities for development of
all regions equally; development of the business environment and the creation of new jobs.
At the same time, the national programme foresaw development of electronic documents,
e-commerce and e-government.

The objectives were:
e to promote the use of electronic public services among citizens and business;

e to improve access to, and the quality of these services;

e to promote the IT skills of the population.

The project aims to address the following needs:

e demand for coordination of the IT system in Jekabpils town municipality thus ensuring
electronic document circulation among public and private organisations;

e to improve the technological infrastructure of Jekabpils town council;
e to fulfil the demand for e-services;

e to ensure the safety of all electronic data;

237 There is no 