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1 Introduction
Watertime is based on 29 case studies. These case studies are expected to provide information on the interaction between a range of PESTE factors, at various levels, and the parties and processes involved in decision-making, including the constraints on decisions and objectives of decision-makers, so that models can be developed of these interactions to guide future decision-makers.

Water supply and sanitation provision has been the subject of several reforms in the last 20 years. Reforms have first, from 1984 to 1994, taken place under public ownership and management, involving the consolidation of water operations at inter-municipal level, horizontal integration into the structure of a multi-utility and vertical integration with the joint operation of water supply and sanitation services under the same enterprise. Also, the legal status of the public water undertaking changed from “azienda municipalizzata” to “azienda speciale” and then to a PLC (Public Limited Company or joint stock company) wholly-owned by local authorities. In a second phase, starting from 2002, the multi-utility merged with a number of other public service providers active in the neighbouring Romagna region and the minority of its capital was listed on the stock exchange. Before the floatation, as made possible by art. 35, l. n. 448/2001, the ownership of the infrastructure network was transferred to publicly-owned PLCs which in turn leased the assets to the new semi-privatised multi-utility under a contract specifying the amount of the fee to be paid for the use of infrastructure, the responsibility for ordinary and extraordinary maintenance, projected capital investments in terms of extension or renewal, and the conditions for the restitution of the infrastructure back to the owners. It should be noted, however, that this does not apply to the subsidiary operating services in Bologna, whose infrastructure was part of the assets listed on the stock exchange. At the same time, reform took place at the institutional level with the establishment of a local regulator for water supply and sanitation as well as solid waste services, the only one so far set up in Italy, and a regional watchdog supervising both water and solid waste operations. Interestingly, a first attempt at international expansion of water operations took place under full public ownership, only for the semi-privatised company to decide to sell its equity stake in the foreign venture after the floatation.
2 City background 
As of April 2003, Bologna counted over 372,000 residents
.
3 Water and wastewater undertaking
3.1 Background

In December 2004, the semi-privatised water and waste operator Hera has been awarded a 20-year concession covering 58 communes in ATO 5 Emilia Romagna, including the commune of Bologna. The concession, awarded without a competitive tendering as provided for by art.4.234, l. n. 350/2003 (see Lobina, 2005: pp. 18-19). Pursuant to regional law, the concession backdates to 20th December 2001 and will expire on 20th December 2021. 
The municipality of Bologna is the major Hera shareholder. The ATO grouping of communes of the Province of Bologna and the Bologna Province is responsible for planning, the selection of the water operator and regulation. Following the approval of a temporary investment programme (“Piano d’ambito di prima attivazione del Servizio idrico integrato”), regulation is carried out by the ATO agency applying the tariff formula established by the so-called “Metodo Normalizzato” (see Lobina, 2005: pp. 10-11), while beforehand economic regulation was carried out by the Bologna Chamber of Commerce pursuant to the CIPE tariff regime (see Lobina, 2005: pp. 10-11). The ATO Agency has also set up a consultative users committee (“Comitato Consultivo degli Utenti”).  
3.2 Water and wastewater undertaking profile

The undertaking profile outlines the framework of the organisation. It should be noted that the organization or company as a whole is considered at this point. 

	DATA
	CONCEPT

	Undertaking identification
	Hera Bologna

	Geographical scope
	Bologna (ATO 5 Emilia Romagna)

	Type of activity
	Water supply, sewerage and wastewater treatment (also solid waste management)

	Type of assets ownership
	Public-Private

	Type of operations
	Public-private

	Total personnel (no)
	n/a

	Outsourcing (%)
	n/a

	Annual costs (EUR/a)
	n/a

	Annual revenue (EUR/a)


	n/a

	Average annual investment (EUR/a)
	n/a

	Tariffs (EUR/m)
	€1.33/m3


3.3 Region profile

	DATA
	CONCEPT

	DEMOGRAPHY AND ECONOMICS

	Population density (persons/km )
	178 persons/km2

	Population growth rate 
	

	· Current (% per year) 
	3.7%

	· Forecasted (% per year)
	2%

	Gross National Product per capita (EUR/capita/a)
	€ 39,552/capita

	ENVIRONMENT (

	Yearly rainfall 
	n/a

	· Average (l/m2/a)
	n/a

	· Maximum (l/m2/a)
	n/a

	· Minimum (l/m2/a)
	n/a


3.4 Performance indicators

	INDICATOR
	CONCEPT

	CUSTOMER COMPLAINTS

	Customer complaints, water supply  (no/connect/a)
	n/a

	Customer complaints, wastewater (no/connect/a)
	n/a

	WATER LOSSES
	

	Non-revenue water by volume (%) 
	20%



	Water losses by volume (%)
	n/a

	Sewer network leakage (%)
	n/a

	FINANCIAL DATA 

	

	Unit total costs (EUR/m3)
	€0.87/m3

	Unit annual revenue (EUR/m3)
	n/a

	Unit investment  (EUR/m3)

	€0.26/m3

	PERSONNEL
	

	Total personnel  per 1000 connections 

(nº/1000 connections)
	n/a


4 Actors in Water and Wastewater Services
Decision making in Bologna appears characterised by the predominance of institutional actors, with municipal decisions being adopted in reaction to national and regional legislation. Interaction between the municipality and Bologna and neighbouring municipal and provincial administrations, as well as with the regional government, might also have been an important component of the dynamics. It remains to be seen whether and to what extent the management of the municipally-owned water operator(s) have tried to affect decision making by putting forward proposals on institutional and organisational reform to their owners. 
5 Episodes
5.1 Decision to award water supply and sanitation concession to public-private multi-utility: 2004 

5.1.1 Decision to create a publicly-owned multi-utility providing water supply and sanitation services: 1994-2002
In 1976, the municipalities of the Province of Bologna established the public consortium CAR (“Consorzio Acque Reno”) for the construction of the Reno river aqueduct.

In 1984, the municipalities of the Province of Bologna established the public consortium Co.Se.R. - Consorzio Servizi Reno – by merging CAR with a number of other public undertakings and transforming it into a multi-utility active at provincial level. In the same year, municipally-owned water supply and gas distribution “azienda municipalizzata” AMGA Bologna was transformed into an “azienda speciale” (6 years before the enactment of l. n. 142/1990) and became the operator of all services for which the public consortium Co.Se.R. was responsible. As a result, AMGA was renamed A.Co.Se.R. (“Azienda Consorziale Servizi Reno”).

In 1989, A.Co.Se.R. extended its operations to wastewater treatment and identified its areas of activity as energy and the environment. Two years later, A.Co.Se.R. launched an initiative aimed at offering a number of services including co-generation and heating.

In 1994, Bologna city council decided to merge A.Co.Se.R. with “azienda municipalizzata” AMIU, providing waste management in the city, and changed both name and status into SEABO SpA (as A.Co.Se.R. was transformed from “azienda speciale” into PLC). SEABO was a multi-utility active in the water supply and sanitation, gas and waste management sectors.
5.1.2 Decision to expand multi-utility through M&A and listing on the stock exchange: 2001-2003

On 1st November 2002, Seabo merged with 11 public undertakings in the neighbouring Romagna region and created the multi-utility PLC Hera SpA. On 26th June 2003 Hera was listed on the stock exchange. Hera is currently 55.5% owned by local authorities and 44.5% owned by a number of institutional and other private investors.

Hera’s structure is that of a holding company, with wholly-owned subsidiaries operating at local level in 5 contiguous areas: Bologna, Rimini, Ravenna-Lugo, Forlì-Cesena e Imola-Faenza (at present, a further merger is on going with Faenza’s Agea). The reason for creating the holding company is to define strategy and ensure coordination among the operational subsidiaries, while producing economies for the group. At the same time, the size of the holding company is expected to enhance the competitiveness in a number of sectors at national level. The reason behind setting up the 5 operational subsidiaries is to ensure a direct and close presence on the territory, without losing local knowledge.  

Overall, the area covered by Hera SpA includes 4 ATOs, corresponding to the provinces of Ravenna, Forlì-Cesena, Rimini and Bologna. Hera Bologna provides water supply and sanitation services to 755,923 people in 49 communes. Estimate UFW in the area covered by Hera group is around 15%, almost half the national average.

5.1.2.1 Attempted expansion in Albanian water sector: 2001-2003

In 2001, AMGA-led consortium Tirana Acque won a 4-year technical assistance contract in Tirana, Albania. The contract was awarded as part of an agreement between Italy and Albania, which provided for the issuance of an ITL 20.3bn (€ 10.48m) soft loan to the city of Tirana and the fact that only Italian firms could bid in the tendering process
. Tirana Acque was 32% owned by Amga, 32% owned by Acea, 8% owned by Empoli’s municipally-owned Publiservizi, 20% owned by Ares (grouping of Emilia Romagna-based municipally-owned companies Cis Forlì, Seabo Bologna, Agac Reggio Emilia and Ami Imola) and 8% owned by Ancona’s Consorzio Gorgovivo
. In August 2003, Hera (the former Seabo Bologna, renamed after taking over a number of public utilities in the Emilia-Romagna region including Ami Imola) sold its 20% stake in Tirana Acque, so that Amga owned 50%, Acea 40% and Consorzio Gorgovivo 10%
.

5.1.3 Decision to award water supply and sanitation concession to public-private multi-utility: 2004 

On 20th December 2004, the assembly of the 60 communes of the Bologna Province, also including the provincial government, approved the temporary investment plan and awarded a 20-year concession to Hera for the provision of water supply and sanitation services to 58 of the communes, while the remaining 2 communes would be served by the municipally-owned Sorgea until December 2006. The two water operators had been selected by the ATO agency following a benchmarking exercise aiming at introducing some form of competition to compensate for the absence of a competitive tendering procedure.
Investments projected for the whole 20-year period totaled some € 700 million, most of which would be implemented in the first 15 years, which implies that the investment programme has been diluted in respect of the industry practice to concentrate most investments in the first years of a concession. The timing of investments was in fact intended to ensure the social sustainability of tariff increases and their social acceptability. Moreover, the investment programme would be partially funded by public grants amounting to € 107 million to be disbursed for the period 2004 to 2012. 
Investments in the first three year period would be distributed as follows: € 22.3 million in 2005; € 22 million in 2006; and € 22 million in 2007. Investments following 2007 are expected to be at € 22 million per year. It should be noted that € 5 million of the € 22.3 million in 2005 are already available as consumers have already paid through tariffs for the constitution of a special fund to be devoted to urgent interventions in sewerage and wastewater treatment, as provided for by Italian law. Sewerage and wastewater treatment represented the priority in terms of investment to be realised in 2005, while subsequently a strategy to deal with prolonged periods of drought would be devised following public consultation. Also, measures would be undertaken to reduce unaccounted-for-water (UFW) from 18% to 15% in 5 years, from 2005 to 2009, but this would not be paid through tariffs as the operator is expected to fund the programme through efficiency-savings.

Average tariffs were projected to be € 1.262/m3 in 2005 (with a 2.54% increase on the previous year), € 1,313/m3 in 2006 (corresponding to a 4.01% increase) and € 1.369/m3 in 2007 (corresponding to a 4.32% increase).             
6 Participation and Sustainability in Decision Making
6.1 Public participation in Bologna
The consultative users committee (“Comitato Consultivo degli Utenti”) has been set up as a consultative body within the ATO Agency, and is made up of 16 members representing consumer and environmental organisations (accounting for some 50% of membership), as well as trade unions and commercial users’ associations. The committee has the power to express opinions on the content of service regulations, the determination of tariffs and other regulatory activities of the agency. Furthermore, the Committee may obtain users’ evaluations on the quality of water services and information on complaints and other requests submitted to the operator. Finally, the Committee may put forward proposals to the agency aiming at enhancing transparency and access to services.
An interviewed member of the Committee has pointed to difficulties in obtaining documents requested to the regulatory agency, irrespective of a regional regulation providing for the ATO agency and the operator to ensure the Committee’s full access to information and documents demanded to fulfil its functions. The Committee is fully funded by the agency (whereby the agency has been so far funded by communes, but is now funded through tariffs) and depends on it for other resources, for example in terms of IT. No resources have been allocated for the Committee to commission independent studies or surveys or communicating to citizens other than through the website.    
Public Participation 

	Episode:
	Ep1

	Information – Transparency


	

	Media
	1

	Web – Internet
	1

	Notice Board
	

	Information centers
	

	Others (Official acts)
	

	Consultation

	

	User questionnaires
	

	Impact assessments
	

	Focus group
	

	Opinion polls
	

	Discussion 
	

	Participative budget
	

	Others (Stakeholder consultation)
	1

	Discussion


	

	Multi-attribute analysis
	

	Subsidiaries roles 
	

	Planning for real
	

	Meetings 
	

	Others…
	

	Codecision making


	

	Partnership 
	

	Consensus building
	

	Participative budget
	

	Stakeholders members
	

	Others…
	

	Decision making


	

	Concessions
	

	Stakeholders as operators
	

	Delegation
	

	Capacity building
	

	Others…
	


6.2 Sustainability

This section assesses how the decision making process in each episode addressed sustainability objectives, in terms of water supply and sanitation provision. The decision informing Episode 1 is first taken into account in view of how its objectives directly relate to sustainability and of the motives pervading their adoption. For example, not all objectives pursued by decision makers are necessarily conducive to water sustainability as a number of personal, institutional and stakeholders’ interests might prevail in the course of the decision making process. Subsequently, the decision is assessed in the light of the extent to which its implementation succeeded in achieving set targets.
6.2.1 Sustainability of Final Outcome for Episode 1
The political and institutional sustainability of the decision to award a 20-year concession to a public-private multi-utility appears to be low. In fact, the award of a long-term concession to a company listed on the stock exchange might result in reduced flexibility and ability to change in case the current arrangements might prove unsatisfactory. Even more so, as not only the water supply and sanitation operator is listed but also part of the infrastructure, which would make eventual changes particularly costly in legal and financial terms. Certainly, public-private ownership has reduced flexibility guaranteed by the wholly municipally-owned PLC Seabo in terms of adjusting previous decisions on the reform of water services. The decision to award the concession without resorting to a competitive tendering procedure and after the part-privatisation of the operator was informed by a mix of fiscal considerations and corporate objectives, consisting of the valorisation of the semi-privatised operator in view of its flotation and its competitiveness in view of participation in future competitive bids and expansion outside the original territory. Although the wording of official municipal documents and acts do not appear to have emphasised fiscal objectives, figures suggest that their importance in inducing the municipality of Bologna to part-privatise Hera and directly award a long-term water concession might not be irrelevant. The municipality of Bologna obtained € 170 million of the over € 434.6 million receipts netted by the grouping of municipalities from the sale of 44.5% of Hera shares. The municipal administration of Bologna announced that such resources would be invested in improving infrastructure and providing better quality services to citizens
. There is a risk that the political objectives of the decision makers might not, either in the short or the long term, facilitate the pursuit of sustainability in other areas (e.g. economic, social or environmental sustainability). For example, while there is no systematic assurance that the one-off receipts will be entirely reinvested in the water system, the long term provision of resources is even less guaranteed (in fact, public grants so far committed to funding the investment programme are less than half the € 434.6 million of privatisation receipts and will only apply to the period up to 2012). Conversely, the choice of organisational form (public-private ownership) does not seem to add anything that could have not been achieved by a wholly-municipally owned PLC in terms of enhanced sustainability of water supply and sanitation. To the contrary, it is possible that the semi-privatisation might result in the relative increase of service provision costs.  
The economic sustainability of the decision to award a 20-year concession to a public-private multi-utility appears to be low. Operations under a semi-privatised company imply that the degree of resources to be reinvested in the system will be relatively less than under a wholly municipally-owned PLC. In fact, at least in principle and depending on the willingness of municipalities to ring-fence the operator’s finances, Seabo or its municipally-owned successor would have been in a position to reinvest all resources obtained with the 7% rate of return on invested capital provided for by the tariff regime of the “metodo normalizzato” (see Lobina, 2005: pp. 10-11). Instead, reinvestment of financial resources into the system will not be maximised under semi-privatised operations as distribution of dividends to shareholders is likely to be perceived as a priority, whereby shareholders include the municipal governments vested with planning and regulatory powers. In 2002, Hera distributed 95% of profits as dividends
 and its president confirmed that the company’s policy on dividend distribution would be maintained. A relatively lower degree of reinvestment would translate into upward pressures on tariffs or requests for more substantial public grants in order to finance the required investment. Furthermore, it should be noted that one of the major objectives of the decision to merge municipal operations into Hera was the achievement of economies of scale to enable lower cost service provision as a result of the ensuing efficiency savings. It is unclear whether the expected efficiencies will be achieved and passed on to consumers. In fact, projected tariff increases appear to have been contained through the prolonged implementation of investments rather than through an ambitious cost-cutting plan, as could be expected of an operator serving over 900,000 people in the same concession area and in turn potentially benefiting from the economies of scale achieved by the holding company at central level, as the latter provides water supply and sanitation as well as other public services to more than 2 million people.
The economic sustainability of the decision to part-privatise water operations should also be assessed in the light of the potential showed by public operations under the wholly municipally-owned PLC Seabo. As of 2001, Seabo covered 98.55% of the population in the area served as regards water supply, 99.4% as regards sewerage and 96.87% as regards wastewater treatment (the area served by Seabo counted a total of 46 communes including Bologna, for a total population of over 773,000). Overall, Seabo water supply network was far from being aged as only 8.51% of pipes had been used for more than 50 years and UFW (Unaccounted-for-Water) was at 19.20%. Also, only 6.6% of sewers had been in use for more than 60 years and 88.14% of wastewater was treated with the remaining 11.86% being discharged to sea. As regards efficiency and profitability, Seabo’s water supply operations as of 2001 recorded a 3.48% ROI (Return on Investment) and 12.44% ROS (Return on Sales), while cost recovery for water supply and sanitation services was at 91.6% (it is the case to remind that the “metodo normalizzato” pricing regime requiring full cost recovery did not apply in 2001, when tariffs were fixed pursuant to CIPE regulations). All the above suggests that public water operations under Seabo possessed the potential to achieve a range of sustainability objectives (as already noted, public ownership would have ensured the flexibility to redistribute resources in order to more effectively pursue sustainability at all the PESTE levels, if required).             
The social sustainability of the decision to award a 20-year concession to a public-private multi-utility appears to be low, in the light of the limited effectiveness of public participation. In fact, not only is public participation confined to consultation but the autonomy of the Consultative Users Committee, prescribed by regional law, also appears to be difficult to achieve in practice. Limited economic and human resources of the committee, its dependence on the regulatory agency and the limited collaboration of the agency in terms of access to information, are all constraints undermining the expected contribution of participation to enhancing the sustainability of water supply and sanitation services.

The technical sustainability of the decision to award a 20-year concession to a public-private multi-utility appears to be modest. Although from the technical point of view, the system appears to have been satisfactorily developed by the previous public operators, it remains to be seen whether the new semi-privatised concessionaire will be in a position to achieve the challenging efficiency levels required for a continued and reinforced development of infrastructure while pursuing commercial considerations.

The environmental sustainability of the decision to award a 20-year concession to a public-private multi-utility appears to be low, in the light of the relatively lower capability of the semi-privatised operator to reinvest profits into the system and the environment. As resources are likely to be diverted away from the system in favour of commercial interests and in quantities unlikely to be compensated for by taxpayers through public grants or consumers through increased tariffs, the environment is likely to be the net looser of the reform.                       
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7 City in Time 
In 1846, the commune of Bologna awarded a concession for street lighting to a private company
. French and English companies built the gasworks providing the energy for lighting (Officina del Gas)
. As of 1851, the Bologna gasworks were operated by the private company Roux & C., which had also operated the Milan gasworks since 1846
. In April 1862, the municipality of Bologna decided to award a 40-year street lighting concession to Compagnia Ginevrina del Gas
, a multinational
 which undertook the task of building new gasworks as the old ones lacked the capacity to extend the service to the whole city
. In 1900, the commune of Bologna terminated the concession to Compagnia Ginevrina del Gas, 12 years before its expiry, and set up the municipally-owned undertaking Azienda Municipalizzata del Gas. This took place 3 years before the enactment of the national law envisaging the possibility for communes to set up “aziende municipalizzate”
.

In 1871, SNAG (Società Nazionale Gasometri ed Acquedotti) started construction of the Setta aqueduct (Acquedotto del Setta), providing Bologna with water from the Setta river. Works were completed in 1881 and SNAG started operating the aqueduct
. More precisely, SNAG did not build the Setta aqueduct from scratch but renovated the ancient Roman aqueduct, which had been constructed around 2000 years ago. To date, the Setta aqueduct supplies nearly one fifth of water distributed in the city of Bologna
. In 1903, the commune of Bologna started construction of a new aqueduct – the Borgo Panigale aqueduct
. The construction of the Borgo Panigale aqueduct was completed in 1913 and operations were temporarily awarded to Azienda Municipalizzata del Gas. As of 1913, water supply operations in the city of Bologna were therefore conducted by two enterprises - SNAG operated the Setta aqueduct and Azienda Municipalizzata del Gas operated the Borgo Panigale aqueduct
. 

In 1926, the commune of Bologna redeemed the investments made by SNAG for the renovation of the Setta aqueduct and awarded a concession for the operation of both the Setta and Borgo Panigale aqueducts to SNAG. The unified water supply concession was renewed a number of times, but not without controversy. It was in 1948 that the commune of Bologna terminated its contractual relationship with SNAG and entrusted the municipally-owned Azienda Municipalizzata del Gas with water supply operations. In 1953, Azienda Municipalizzata del Gas was renamed AMGA (Azienda Municipalizzata Gas e Acqua) to emphasise the importance of its water supply operations. It should be noted that up to 1962, with the organisational unification of gas and water operations, water and gas had remained as two distinct divisions of AMGA, described as two different enterprises within the Azienda Municipalizzata itself
.
8 Conclusions and discussion of findings

The following appear to be general conclusions to be drawn from the Bologna case study, which might have a broader relevance to enhancing sustainability through urban water supply and sanitation services reform.

1) State autonomy theory appears capable of explaining how the potential of an efficient municipally-owned undertaking in terms of sustainability might remain unexploited as municipal governments pursue a mix of fiscal and commercial considerations, such as the valorisation of the operator in view of listing on the stock exchange and strengthening of its competitiveness in view of participation in bidding procedures and territorial expansion. 
2) Decision making informed by one-sided approaches, based on limited sets of interests and considerations, being them fiscal or commercial, appears insufficient to promote the sustainability of water operations. The culture of water operators, as well as any other actor participating in governance, appears crucial to ensuring that sustainability is addressed from a variety of perspectives. Flexible organisational arrangements should be promoted in light of their ability to constructively catalyse a range of cultures and interests converging on the sustainable development of water systems. All different cultures should be instrumental to achieving such goal rather than capturing the whole decision making process. For example, commercial considerations are required as an instrument to financial viability rather than a goal in itself, and so on. Effective public participation has a potentially crucial role to play, that of functioning as cement for potentially conflicting interests and apparently incompatible cultural approaches.  

3) Strengthening of transparency and meaningful public participation throughout the whole decision making process on reforming urban water systems, from the evaluation of alternatives to the adoption of decisions and monitoring, appears as a requirement to the enhancement of sustainability. The introduction of strong participatory mechanisms, able to substantially inform decision making rather than being confined to merely procedural exercises, may contribute to the consistency of the decision making process with sustainability objectives and ensure accountability in the light of those objectives throughout implementation. 
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� Relevant region must be regarded as the area served by the water undertaking, since it can be the city, as in Grenoble or Timisoara cases, or the autonomous community, as in Madrid case study


� See point 3.2 for definitions
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� Francesco Allegra, « Hera vende il suo 20% ed esce da Tirana Acque », Milano Finanza, 26 August 2003, p. 10.


� Source: Quindici, Newsletter Federgasacqua, n. 13 del 2003, dal sito www.federgasacqua.it 


� Fonte: Quindici, Newsletter Federgasacqua, n. 11 del 2003, dal sito www.federgasacqua.it
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