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1 Introduction
The project is based on the exploration of 29 case studies. These case studies are expected to provide information on the interaction between a range of PESTE factors (Political, Economic, Social, Technical, Environmental) at various levels, on 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.

It is important to note that there is a major difference between the case study cities in the sense that those cities situated in the former EU have been making decisions in a market economy context even if market rules have not necessarily prevailed in the public utility sector, while the cities in the new EU members and accession countries have been making decisions in the newly introduced context of the market economy. The 1990s brought the change of regimes and  the introduction and establishment of the market economy.

Several factors have been changed since then. Some of them are very relevant to the case studies, and they may help understanding reasons behind the various decisions.
At national level:


· There was no model how an economy (based on almost solely state and cooperative ownership) could be transformed into a market economy with dominating private ownership. It was only in the mid 1990s when the EU gave some guidelines helping transformation by making a list of the most important directives (in the White Book for the accession countries) that had to be introduced in order to establish the conditions of the market economy.
- The inflation of the early 1990s was very high
· The legislation was focusing mainly on the harmonization process, and there was less time for making a thorough analysis on the impact of the new system on everyday life and to discuss theoretical questions.
At municipal level: 

· The hierarchical structure of municipalities was changed and all municipalities gained equal legal status. The state budget and local revenues became the two financial sources for meeting public duties at local level. Thus in theory the municipalities became independent in financial terms, as well. 

· Before 1992, the major cities had their own companies providing water supply and sewerage, however the network was in state ownership. Important financial decisions related to new developments and/or investments were not made at local level but at central level. At the company’s management and municipal level the provision of services were considered rather a technical matter in order to meet all needs within the limitation set by the central budget. 
At company level:

· In most cases the same company was responsible for providing water services (WS) and wastewater services (WWS) also managing baths/swimming pools/thermal (BSP) baths.

· The provision of drinking water gained priority over sewerage, thus the so-called ‘utility gap’ had been created, and even if collection of sewage was initiated, treatment was lagging behind.

· The costs of operation were not realised in the prices of products and services, the price was kept very low based on the philosophy that ‘everyone has the right to water and also that water is a relatively freely accessible product’.

· Employment by the companies in most cases was not based on economic rationality, due to the full employment strategy; the so-called hidden unemployment existed to varying degrees.

· The companies had to provide social services for their employees they operated facilities related to food, day-care for babies and children, dormitories for the commuting employees, ‘holiday-inns’ for holidays etc. Thus employment at the companies reflected those needs, as well.

· It was only in 1988 when income tax was indicated in the wages, that the employees learnt how much income tax they had to pay.

For the above reasons the case studies contain some common episodes very similar to each other and  that started a range of episodes that some differs significantly, some are very similar to each other. 
2 City Background

Budapest is the capital of Hungary. It is an independent administrative unit in itself. Budapest is an important economic social and cultural centre of the Central-Eastern European region. It was established by unifying three settlements the hilly Buda, and Óbuda on the right bank and the flat Pest on the left bank of the Danube in December 22, 1872. Its territory is 512 km2  out of which 173 km2 is on the right bank, while 352 km2 is on the left bank of the Danube. The population at that time was 300,000 people, while today there are about two million people living in Budapest one-fifth of the total population of Hungary lives there. It has 23 districts. There is a special hierarchical structure between the municipality of the capital and the municipalities of the districts. In general the districts have the same rights and duties as like all the other local governments, however the capital has some special rights and duties that are derived from its special position. E.g. it has to provide water supply and sewage services, and waste collection to the whole territory of Budapest. While it is the district municipality’s duty, too, to provide for drinking water. Budapest is also the county seat of the county of Pest. 
During the Roman Empire, there were pipelines for water supply, canals and baths were available. 

The need for healthy drinking water had been pronounced in the 1800s. That was the time when geological research proved that the natural gravel layers along the banks of the Danube offered natural filtration for producing drinking water. (Budapest has mainly two water sources one on the Northern and one on the Southern banks of the Danube.) Also, due to the high level of ground water, the n not canalized sewage, at times of heavy rainfalls caused, bad quality of drinking water leading to caused frequent epidemics, such as cholera, typhoid. The canalization of Budapest started at the beginning of the XIX century on the Pest side. After the 1838 great flood of the Danube the works were accelerated, because despite the flood control the canals led the water to surge into the town through the underground system causing great damage. It had happened again later again but only on the Buda side.
The first engineers and entrepreneurs who developed plans for the canalization and water pipelines for the whole city were British. The first water pipeline network was finished in Pest in 1868 based on the plans of William Lindley. The city council put the plans and later also the works to tender, and the best bid won. In 1875 British, French and Hungarian engineers were participating in the ‘competition’.

The first local ordinance was passed on sewerage in 1847. Legal rights were established related to public and private sewers, the costs of using the sewers, the legal obligation to connect to the sewers, etc. The city council supervised the works.

In Budapest both networks systems were developed continuously. For that reason in Budapest the so-called ‘utility gap’ (the difference between the length of sewers and drinking water networks), is low compared to the national data: in 1990 the sewerage network length was 86.7 per cent of the water network, compared to figures of between 24.8 and 66.9 per cent in other counties in 1990.

In 1946 the Budapest Canal Works was established for sewerage and in 1950 the autonomous districts of Budapest were united and the Budapest Water Works took over all the establishments and created an integrated system of the water systems for water supply. Following the nationalization of the water systems, the two municipal companies operated the state owned network and provided the services separately.

The Southern water sources were used from 1948 and in the 1960s surface water was introduced, however the high costs of artificial treatment and the still bad taste and odour lead to abandon the use of it in the 1990s and the purification works were demolished in 2002. 

The first sewage treatment plant started operation in 1966 (South of Budapest), the second in 1986 (North of Budapest). Both treatment plants are going through continuous upgrading. 

In 1992/1993 the state ownership of the network was transferred to the municipality. It formed two share-holding companies and gave the ownership of the whole network of water and sewage to the two companies separately, in January 1994 and in December 1993 respectively. In 1997 in each company 25% of the shares plus one was bought by private investors (multinational companies), in two different consortia. It means that private ownership appeared in the network and in the operating company, as well. However, the new network development is under municipal ownership, thus the networks (both kinds) are partly owned by the companies and partly by the municipalities.

At capital level the members of the local council are is elected from the list of the parties, and the chief mayor is elected directly. At district level the members of the local council are is elected not through the parties’ list but by votes given to them individually. Since 1990 a left wing majority is leading the capital and there has been no change in the mayor either.
3 Water and Wastewater Undertaking

3.1 Background 
As mentioned above WS and WWS are provided by two separate companies in Budapest. The company’s major business activity is in that sphere, however the WWS provider is also responsible for flood control within the territory of Budapest and the storm water/drainage network’s operation is part of the service. 
Contrary to the traditions of the Hungarian water service sector bath/spa/swimming pools (BSP) operation belonged to a third municipal company. Budapest is famous for its thermal baths.

Sewage collection from septic tanks is not part of the WWS provider’s activity. The collection of sewage from individual septic tanks is done by the service provider under a separate contract with the municipality and the municipality designates the WW treatment plant for receiving it.

The main task of the municipality had been and still is to provide WS to the population and to operate the WWS. However, the companies are not only providing WS and WWS to the population but also to business, industry and agriculture, as well.

The political change of regime, the privatization of the state companies, the perceived need for economic efficiency to prevail at the micro-economic level brought radical changes in the region (and in Hungary as a whole). Also, individual metering in apartment block dwellings  made consumers realize the amount of water they used and the costs of that water.

By today the demand for water has dropped to two-thirds (compared to the level in 1990), but the network  was built with the capacity to meet the higher demand. It is an important issue how the various trends could be followed by the service providers if the demand could change so radically in a relatively short period of time, also when there is no legal obligation on consumers to join the existing network even if there is free capacity available.

As mentioned above, water is supplied mainly from bank filtered reservoirs. There are two main reservoirs to the South and to the North. To a very limited extent surface water was used in the past but today no surface water is used. A significant part of the water reservoirs of Budapest is outside the territory of Budapest, thus it does not have a direct control over it. Questions have been raised how the protection of it can be supervised and enforced by the company providing drinking water. 

Since 1993, by law the Municipality sets the fee (the price) for the service having  become the price regulator. The national legislation does not have detailed rules on how the price has to be set, it is the municipal council who decides. After the partial privatization each year the fee is calculated according to the formula given in that agreement. The price level of WS and WWS is set by the municipality in accordance with the services related costs, and in consideration of revenue needs.

The structure of WWS’s fee is similar to WS except that it is not metered. The quantity is calculated on the basis of water supplied. The fee for individual collection (septic tanks) of WWS is also set by the municipal council.

3.2 Water and wastewater undertaking profile

Budapest’s population is decreasing continuously. In 2003, the resident population was 1 719 342. As mentioned earlier, the WS and WWS network development was continuous in Budapest. Concerning WS, in 1990 the length of the water network was 4 272 km, in 2003 it was 4 872 km. Drinking water production was 228 million m3 and industrial water production 5.5 million m3. 2003 was a turning point in the trend of decreasing consumption because the water production was almost the same as in 1999. In 2003, the average daily production was 625 430 m3, and the daily maximum was 870 212 m3. The average daily industrial water production was 15 068 m3. The production capacity is much higher. For drinking water it is 995 000 m3/day, and 126 500 m3/day for industrial water. The reserve capacity is 313 197m3/day and 20 000 m3/day, respectively amounting to 31% and 16%. There are 703 bank filter wells and 48 deep wells. The industrial water production comes from two production plants.

According to data for WWS in 1990 the length of the sewers was 3 702 km. and it is 4915 km in 2003. The length of the combined sewers is 3 240 km, the separate sewer’s 1 275km and the storm water network is 400 km long. (Note, that the business activity of the sewerage provider includes storm water management, as well.) During the last four years the length of the sewers has increased by 436 km. The sewage collected (including drainage) is 224 million m3 and about 50 percent is treated (mechanically, and part of it biologically). Currently there are two waste water treatment plants in operation. The capacity of the Northern treatment plant is 200 000 m3/day, while the figure is 80 000 m3/day in the Southern treatment plant. They are not operated at full capacity (76.4, per cent and 71.7 per cent, respectively), however, in 2003 the continuous operation of the Northern Plant caused a 91 per cent increase in the amount of sludge and a new landfill had to be designated for its placement. The new central WW treatment plant is planned to start operation in 2008. 

Water undertaking profile of WU1

	DATA
	CONCEPT

	Undertaking identification 
	

	Geographical scope

· Nation

· State

· Region

· Local (including some settlements in the agglomeration)     
	Scope of activity of the organisation as a whole. One single choice can be answered as “yes”

	Type of activity

Water supply and

· No other activity            

· Wastewater

· Storm water and drainage

· Electricity

· Gas

· District heating

· Other (specify) ………………………………….
	Scope of activity of the organisation as a whole, beyond the water supply (multiple choices are valid)

	Type of assets ownership

· Public

· Private 

· Mixed
	Ownership of the undertaking infrastructure. One single choice can be answered as “yes”

	Type of operations

· Public

· Private in legal terms but 74.64% in municipal ownership, the other is in  private
· Mixed
	Type of operational management of the undertaking. One single choice can be answered as “yes”.

	Total personnel  

1 445
	Total number of undertaking employees dealing with services production

	Outsourcing (%)
	Estimated cost percentage of all the functions that are outsourced

	Annual costs (EUR/a)

87.6 million  euro (21 896 million HUF) (exchange rate 250 HUF= 1 euro) 
	Annual costs including capital, operations, maintenance (including external manpower costs) and internal manpower costs

	Annual revenue (EUR/a)

95.4 million euro (23 850 million HUF) (exchange rate 250 HUF= 1 euro)
	Operating revenues + interest income

	Average annual investment (EUR/a) self investment in 2003

16.6 million euro (4 161 million HUF) (exchange rate 250 HUF= 1 euro)
	Cost of the self investments in 2003/

	Tariffs (EUR/m)

WS for households:  0.47 euro/ m3 (116.90 HUF/m3)+VAT

The industrial water price is nor regulated 
	Average water charge and average wastewater charge 


Wastewater undertaking profile of WU2
	DATA
	CONCEPT

	Undertaking identification 
	

	Geographical scope

· Nation

· State

· Region

· Local       
	Scope of activity of the organisation as a whole. One single choice can be answered as “yes”

	Type of activity

Water supply and

· No other activity            

· Wastewater

· Storm water and drainage

· Electricity

· Gas

· District heating

· Other flood control
	Scope of activity of the organisation as a whole, beyond the water supply (multiple choices are valid)

	Type of assets ownership

· Public

· Private 

· Mixed
	Ownership of the undertaking infrastructure. One single choice can be answered as “yes”

	Type of operations

· Public

· Private in legal terms but 74.64% in municipal ownership, the other is in  private
· Mixed
	Type of operational management of the undertaking. One single choice can be answered as “yes”.

	Total personnel 

1178
	Total number of undertaking employees dealing with services production

	Outsourcing (%)
	Estimated cost percentage of all the functions that are outsourced

	Annual costs (EUR/a)

105.54 million  euro (26 385 million HUF) (exchange rate 250 HUF= 1 euro) 
	Annual costs including capital, operations, maintenance (including external manpower costs) and internal manpower costs

	Annual revenue (EUR/a)

123 euro (30 856 million HUF) (exchange rate 250 HUF= 1 euro)
	Operating revenues + interest income

	Average annual investment (EUR/a) self investment in 2003

28.5 million euro (7114 million HUF) (exchange rate 250 HUF= 1 euro)
	Cost of the self investments in 2003/

	Tariffs (EUR/m)

WWS  

0.49 euro/ m3 (122.50 HUF/m3)+VAT
50% reduction for public BSP based on agreement with the municipality
	Average water charge and average wastewater charge 


3.3 System profile
See the organization chart in the annex.

3.4 Region profile
In 2003 the population was 1 719 342, that  is, 17 per cent of Hungary. The population density is 3247 (person/km2). There is a continuous decrease compared to the population in 1980 the figure is lower in 2003 by 340 005. The internal migration balance per 1000 inhabitants was -10.2 in 2000, and -6.4 in 2002 The number of housing was 829 259 in 2002. The number of people to 100 housing is 207. The average consumption per person is 64 m3.

The number of operating businesses is 153 016 (in partnership) and 90 911 (individual).

In 2001 the mean temperature was 11,5 Celsius, the maximum 35,6 Celsius and -11.5 Celsius. The rainfall was 550 mm. In 2002 at the great flood on the Danube, within  five days the rainfall was between 63-97.8 mm within the territory of Budapest. In 2003 the amount of rainfall was less by 200 mm than in 2002.
3.5 Performance indicators
Performance indicators for the water service provider WU1
The number of households connected to WS is 216 223. The growth in connection between 1999-2003 is 11 656.

The accreditation procedure of the central laboratory started in 2003. 12 534 sample were taken by the Water Quality and Environmental Department. 
The customers can turn to the customer service centre. Also, there is an online customer service for all services provided.
In 2003, 37 km of mains was reconstructed, 2557 new connection lines laid down, 20 522 meters renewed and 340 water metering sites modernized. 
In 2003 the revenue from drinking water billed for was 81. 7 million euro (20 432 million HUF) (184m3) 
Net income before tax was 7.8 million euro, (1 954 million HUF), the amount of after tax is 5.755 million euro (1 438.6 million HUF). 

Performance indicators for the waste water service provider WU2
The number of households connected to WWS is 154 031. The growth in connection between 1999-2003 is 20 587.

The company operates according to ISO 9001:2000 and ISO 14001. The company introduced environmental management policy in 2001 and prepared a waste management policy valid till 2006. The central laboratory is accredited. 
The company moved to a new location. A project team has been formed for the modernization of the customers service centre. The customers are informed about the new location.

In 2003 the reconstruction of 17.7 km sewers was done. The sewage treatment plants and pumps were upgraded. 28.5 million euro (7 114 million HUF) was spent on reconstruction and upgrade. For maintenance 103.6 meter were checked out of which 99 meter were renewed. 

In 2003 the revenue billed for sewerage was 80. 7 million euro (20 187 million HUF).
Net income before tax was 17.9 million euro, (4 472 million HUF), the amount of after tax is 13.2 million euro (3 306 million HUF), the amount of dividends is 11.2 million euro (2 808 million HUF).
4 Actors in Water and Wastewater Services Provision and Production.

The actors shown in this chapter are the actors of the episode that was investigated. Minutes of meetings, articles on the various events, interviews helped to clarify those actors that influenced or had a decisive role on the final outcome. Each actor has its own view on the particular role it played in the events. However, quite often even the written information on the actors is partial, sometimes biased (pro and contra). For that reason the actors’ role was reviewed from the municipal decisions’ point of view. 

Consumers: There are five major groups of consumers that influenced the events: households supported by a special Fund (C1) established to support non-paying consumers or those in debt but connected to the system of WS and WWS; households with gardens (C2) who requested a reduction in the price for WWS reflecting the amount of water used for watering the gardens; households of the agglomeration (C3) who changed the trend of water demand from negative to positive; baths, swimming pools, spas (BSP C4) for  whom a price reduction was introduced in WWS for the increased amount of water collected due to legal requirements; households represented by the nationwide organized consumer organization the National Association for Consumer Protection in Hungary (C5) that filed a case against PRA1 (see below) and WU2 for including fines in the price.

Judicial body: There were two judicial bodies that directly played roles in the episode and one indirectly. The Court of Registration (CJ1) did register WU1 and WU2 despite the concern raised by PE8 (see below) about the legality of the asset transfers. The Supreme Court (CJ2) that ruled on the payment of fines related to  effluent  discharged above limits set  by WU2. The Court of Constitution (CJ3) plays a very active role in reviewing municipal legislation concerning the public utility sector. CJ2’s approach is a strictly civil law/contract law approach meaning that any cost element in the price/fee that is not for covering an actual service provided is unjustifiable.

Finance agencies: Financial agencies played three different roles in the episode: fund providers, asset evaluator, economic, legal advisor. The lack of adequate financial sources for network development and upgrade made the role of financial agencies important. During the episode the World Bank (FA1) started a major international project to mitigate the negative impact on the water quality of the Danube due to effluent discharged. 

Hungarian governmental funds (FA2) helped network development and upgrading WWS treatment. 

Funds from the EU (FA3) support the investment related to the new WW treatment plant.

The evaluation of the asset transferred from PE1 to WU1 and WU2 was done by independent financial agencies (FAC1). During the preparation of and the privatization itself the Kossuth Holding Rt (FAC2) was the official advisor on privatization to PE1. Beside it, international legal and economic advisors (FAC3), mainly British, were also giving advice on the tenders and legal requirements.
Multinational Companies (MNC1-MNC4 and MNCS1-MNCS2): There were several multinational companies (consortiums) that played role in the episode. The consortium of Lyonnaise des Eaux-RWE Acqua GmbH (MNC1) won the tender on the partial privatization of WU1. The consortium of the Compagnie Générale des Eaux CGE-Berliner Wasserbetriebe: (MNC2): won the tender on the partial privatization of WU2. Several other multinational companies participated in the procedures. Regarding WU1 REW-RWE Wasserwirtschaft GmbH and Compagnie Générale des Eaux (MNC3); and regarding WU2 Lyonnaise des Eaux, Thyssen Rheinstahl GmbH (MNC4) were among those submitting tenders.
Both MNC1 and MNC2 had established their subsidiaries and registered them in Hungary as a local company: Hungariavíz Rt (MNC1S) was established by MNC1, and Csatorna Üzemeltetési Holding Rt. (MNC2S) was established by MNC2.

Municipality of Budapest (PE1, and PRA1). After the state ownership in local WS and WWS was transferred to the municipality, the municipality became responsible not only for providing those services but also for securing the financial means for its operation. The episode shows how the municipality was thinking about the public utility sector and how it used PPP as a tool for achieving policy goals (including but not limited to WS and WWS). The episode also shows how different approaches to WS and WWS were present and how it was related to PPP.

As owner of the network and with the duty for providing the service, it became important for the municipality first to develop a policy and then to find how to fulfil its duty. The main decisions (on policy, price regulation, ownership issues) are made by the municipal council (PE1/PRA1).

The members of the municipal council are elected every four years. The mayor of PE1 is directly elected by the citizens of Budapest.

Municipalities (PE2): Five municipalities of the agglomeration: Budaörs, Budakeszi, Halásztelek, Szigetmonostor, Szigetszentmiklós, obtained shares in WU1.

Municipalities of the districts (PE3): In Budapest, there are 23 districts that have similar rights to any settlements in Hungary. However, there are duties that are centralized and provided by the municipality of Budapest. That is the case regarding WS and WWS. The two services are provided by the companies of Budapest and not of the districts. However, in some cases, the network development is still part of the district policy and they gain ownership over them. They are not acting as price setting or regulating body regarding WS and WWS.

The members of the district municipal council are elected every four years. 

Ministry in charge of water affairs (PE4): In 1994 the Ministry developed a strategic plan on reducing sewage related pollution, for that reason it called upon 25 major cities (among them Budapest) to submit proposals for sewage treatment plant construction. The Ministry played several roles: policy maker and funding institution.

Municipal Committees (PE5-PE6): In Budapest there are several departments and committees that play important role in the every day life of Budapest. However, there are two committees that played a special role in the episode: the Owner Committee (PE5) and the Conciliation Body (PE6). PE5 was the committee responsible for all the ownership related issues that were raised regarding municipal companies including PPP. PE6 lead the renegotiation of the syndicate and management agreements for both companies WU1 and WU2.

Asset Transferring Committee (PE7): This state authority was created especially to transfer state ownership to municipalities.

State Audit Office (PE8): The State Audit Office had criticized the municipal asset transfer to WU1 and WU2, arguing that it was against the laws and the constitution. However the companies were registered by CJ1. 

Political organizations: In Budapest, there had been no significant changes in the political set up. Though, there were some changes on the coalition arrangements between the parties, and the ratio between the parties varied. The main approach to WS and WWS also PPP has not changed significantly since 1995. The leading parties have been the MSZP (PO1, Socialist Party, left wing) and SZDSZ (PO2 liberal, Free Democrats and the mayor is its member), and on the opposition the central right wing parties: the FIDESZ (PO3 Young Democrats), MDF (PO4 Hungarian Democratic Forum), KDNP(MKDSZ) (PO5 Christian Democratic Party), and earlier the FKGP (PO6 Small Holders Party) and the right wing party: MIÉP (PO7 Hungarian Justice and Life Party).

The episode shows, that there is a significant difference between the approach of the leading and the opposition parties.
Regulatory Agencies: The price regulatory agency as mentioned above is the municipal council in that position PRA1. The environmental legislation is enforced by the competent environmental authority (PRA2). It has the right to impose fines for discharge  of pollutants above set limits and  to set environmental conditions for operation. 

Media: the national (SM1) and local (SM2) newspapers, magazines, radio and TV followed the events. While it helped transparency, it also served as a communication tool for the conflicting interest.

Employees’ representation and unions. There are two bodies that represent employees’ interests: the employees council (SUE1/SUE2) and the trade union (SU1/SU2). Both were involved in the reorganization process. SUE is an elected body by the employees of a given company. Often a high percentage of the elected members of SUE are members of SU.
Water undertakings (WU). In the episode there are 2 water undertakings. Both went through reorganization. Traditionally two different companies are providing WS and WWS. The Budapest Water Works (WU1) is the WS provider, while WWS is provided by the Budapest Sewage Works (WU2).
5 Episodes

After the change of regime, municipalities became independent and they had to find their new ways in which they could fulfil their duties. The scarcity of financial resources, also the trust in the mechanism of the market economy resulted that people were thinking that the market can help in developing and upgrading public utility services including WS and WWS. Budapest had decided quite early that in order to generate revenue for the municipality and to make municipal companies profitable PPP would be the best solution. Thus, the privatization of the municipal companies including WS and WWS providers got on the agenda. 

The first events occurred in the early 1990s and the last ones are quite recent ones. Budapest was in a very special situation, because contrary to the national trend the so-called ‘utility gap’ hardly existed; at the same time, most of the sewage was discharged to the Danube untreated. Many of the events could have been treated separately and as individual episodes. However it is believed that in that case the changing nature of the municipal approach could not have been captured. This episode is not only about the water sector but on how a municipality with scarce financial sources could fulfil its duties to meet local needs, and also on how the different economic philosophies determine what tools to choose.

In the episode it is shown that some of the events (in the life of WU1/WU2) were treated similarly by the municipality. For that reason those events are shown under one event even if in the details they are different.

5.1.1. Events

1 Event (EV1): State ownership transfer

Traditionally, in Budapest WS and WWS were provided by two companies WU1/WU2. When the law allowed municipalities to gain ownership over the local asset of WS/WWS there were some thoughts to join the two companies, but it never went beyond that. Thus, PE1 took over the asset of WU1 and WU2 without joining them.
2 Event (EV2): reorganization of the companies

After obtaining the ownership over the asset, PE1 decided to reorganize the two companies. First their assets were evaluated by independent evaluators. Then (in December 1993, January 1994), the legal form of the two companies was changed into a shareholding company. It meant that the assets of the network and of the operations was transferred to the companies as contribution in kind. The shares stayed in the hand of PE1, though concerning WU1 PE2 obtained a limited amount (2% all together) of the shares, as well. The change in legal status meant that the municipal companies became ‘private companies’ in legal terms.

Based on law, SU1/SU2 and SUE1/SUE2 were involved in the reorganization process. There was no significant resistance against the changes.

PE8 had criticized the asset transfer arguing that the asset was part of the capital of the municipality that was not transferable according to laws. Also, by transferring it to a company that was in legal terms a private company the municipal asset became private and jeopardized the provision of the services. It seems, that CJ1 did not agree with this argument since it did register the newly formed WU1 and WU2. It is the duty of CJ1 to enforce the laws by rejecting registration if it is against any law. CJ1’s decision was not challenged. 
Event 3 (EV3): Municipal elections

After the 1994 municipal election the coalition of PO1 and PO2 lead the city, while the opposition side was represented by three major groups: PO3-PO4, PO5 and PO6-PO7. The mayor was re-elected and he was the nominee of PO2. 

Event 4 (EV4): Introduction of privatization policy in the public utility sector in general

In 1995, PE1 introduced its privatization policy in general. It argued that the municipal companies needed rationalization, and also through privatization PE1 would gain revenues to fulfil its other duties. It also declared that the social policy had to become clear and not hidden in low prices for the various public utilities. Efficiency should prevail in the management of municipal companies, and a social policy should accompany it. 

Event 5 (EV5) Long term municipal development programme on WW including sewage treatment
In Budapest, the most urgent problem related to WWS was sewage treatment. Though the network needed reconstruction and in some territories new sewers had to be laid down, at that time, the sewage treated was only about 22 percent of total volume. As mentioned before, there were two sewage treatment plants one in the South and one in the North, and the Municipality decided to construct a new one called central sewage treatment plant. All the way along the episode PE1 had made several decisions on priorities in upgrading the plants, on financial issues related to construction, on sites. The municipal policy had changed according to the available financial sources. Several financial schemes were used, including credit from FA1, financial aids from FA2 and under FA3. Also, derogation in WW related EU legal requirements allowed PE1 to prolong some of the investments and to revise municipal priorities and the budget, accordingly. 
Event 6 (EV6) Municipal price policy

PE1’s management policy in the municipal companies had two consequences: a Fund was established for those households who could not pay for the increased price of the public utility services (including rents for municipal apartments) and/or in debt, and the prices started to reflect real operational costs and also development costs. While there was an agreement between the parties on the need for the Fund a strong disagreement was present between the leading and the opposition parties on the financial source of the Fund. From the beginning, each year a municipal ordinance sets the conditions on who, how much and under what circumstances could get the support. The revenue of the Fund has been distributed among C1 accordingly. However that revenue has come from the public utility companies (including WU1 and WU2) and not from tax. 

For that reason, the opposition argued, the social policy is not really separated from the companies’ operations – the households provide cross-subsidy among themselves, instead of PE1 providing the necessary financial sources from tax. However, there is an economic approach to the support programme, as well, accepted by the leading parties. Namely, it is more efficient to give some financial aid to those who cannot pay all the bills in full and is better to get what they can pay than not getting anything at all. Thus, the support scheme is the most efficient solution for payment problems from all households point of view. With the support scheme, the companies get at least some of the costs covered from the reduced revenues. Without the support programme all those costs should be covered by the paying households alone.

PE1 as PRA1 allowed a reduction in the price for WWS for C2. The price for WWS is calculated according to the amount of water used. It has been argued several times and accepted by CJ3 in other cases that if a household uses the water for watering the garden then the water does not become sewage thus no services is provided for that amount. As a result, no payment can be asked for a service that was not provided. C2 gets 10 percent reduction in WWS price for a 6 month period.

Event 7 (EV7): Introduction and preparation of privatization in WS and WWS

The privatization concepts of the two companies were prepared in 1996 and introduced separately. There were two alternatives for PPP: one to give the operation into concession and to privatize only the operation, and the other was the partial privatization of WU1 and WU2 thus the privatization would result shared ownership over the network itself and the operating asset. The first idea was presented by PO2, while the second by PO1. Finally, the idea of partial privatization of WU1 and WU2 prevailed. The opposition parties raised several concerns against privatization and it was argued, that there was no need for privatization from efficiency point of view, because the companies’ debt was not significant, and they could have been made efficient without privatization.

Finally, the decision was made on partial privatization meaning 25 percent of the shares plus one was offered for sale along with the management rights regarding both companies.

The preparation of the privatization started. The advisors FAC2 and FAC3 were chosen after a public procurement procedure and the tender documents were prepared. During that period SU1/SU2 and SUE1/SUE2 were also involved. Though they did not support PPP, they accepted it and were negotiating strongly for employees’ share scheme that was accepted by PE1.

Event 8 (EV8): Tenders

The tender procedure was laid down in detail. The privatization of the two companies was separate, but the procedures were similar. It went in two rounds. The first round was about the technical issues. The tender document contained detailed technical requirements. The first bid was on how the companies would comply with those requirements. Only those were accepted for the second round, who fulfilled the technical requirements. The second bid was on the financial part. The bidder paying the highest amount for the shares won the tender.

The documents also included the employees’ share scheme. The tender procedure was strictly followed. Representatives of SU1/SU2 and SUE1/SUE2 met MNCs in the preparation process before the bids were submitted. 

Event 9 (EV9): Winner of the tenders 

Concerning WU1 in the first round 8 MNC participated. In the second round MNC3 was a strong candidate, however the winner was MNC1. The privatization agreement: the syndicate contract and the management agreement was approved by PE1 in March 1997 for a 25 year period with an obligation on PE1’s side to either buy it back or to privatize it again. The contract contained the price formula and a provision on a compulsory conciliation procedure in order to solve any dispute amicably (within 6 months) before turning to the designated international arbitration court. Along with the approval, PE1 named the members of PE6. 

Concerning WU2 in the first round 7 MNC participated. In the second round MNC4 was a strong candidate, however the winner was MNC2. The privatization agreement was approved by PE1 in October 1997 for a 25 year period with an obligation on PE1’s side to either buy it back or to privatize it again. The contract contained a price formula and a provision on a compulsory conciliation procedure in order to solve any dispute amicable (within 6 month) before turning to the designated international arbitration court. Along with the approval, PE1 named the members of PE6.

The results shows, that it would have been possible that through the privatization in both companies the same MNC could have bought the shares and thus gotten the management rights. It did not happen.

Event 10 (EV10): Establishment of MNCs subsidiaries

Both MNC1 and MNC2 established a subsidiary and registered in Hungary, MNC3 and MNC4. Both subsidiaries gained ownership in WU1 and WU2. 
Event 11 (EV11): Municipal elections
After the 1998 municipal election the coalition of PO1 and PO2 still lead the city, while the opposition side was represented by two major groups (slight changes compared to the previous period): PO3-PO4-PO5 and PO7. The mayor was re-elected. 

Event 12 (EV12): Agreements between PE1 and PE3
Budapest is in a special situation as there is a fragile balance between PE1 and PE3. There is an ongoing debate on the distribution of financial resources, duties, involving  both Budapest and the constituent districts as well. Concerning WS and WWS PE1 and PE3 signed individual agreements on how the service duty is taken over by Budapest and on the corresponding financial sources. PE3 got financial support for sewer development, however they had to ensure 60 percent connection rate to the new developments.

While the provision of the services and its financing has been settled between PE1 and PE3 the ownership over the new development has not. As a result, there are three different owners of the network/sewers in Budapest: the service provider companies, PE1 and PE3. PE8 had criticized PE1 that the new network investments appeared in the books of WU1/WU2 instead of in the books of PE1. Thus, PE1 changed its practice, accordingly. 

The price regulator is PE1 as PRA1.

Event 13 (EV13): Questions related to prices

The questions and the concerns mentioned in EV6 had been raised each year. However, an additional element related to price issues appeared after PPP and that was about the increased revenue  of MNC1 and MNC2 generated through more efficient operation. It was the amount gained by the MNCs that raised most of the concerns and also how much was justified to be included in the price. It was the duty of PE5 to review and to protect the interest of PE1. 

A new group was given a reduction in WWS price C4. Due to EU legislation the public companies belonging to C4 had to change technology and the water used had to be changed more frequently. As a result the amount of WWS they produced had increased significantly. PRA1 decided to reduce the WWS price on that WW by 50 percent.

Event 14 (EV14) Revision of the management contract
By 1999 it became clear for PE1 that its control over WU1 and WU2 management was insufficient. PE1 was represented in the Board of Directors and in the Supervisory Board. However, the members appointed to the Boards by both parties (PE1 and MNC1/MNC2) were changed quite often. Also, it turned out, that PE1 had to develop its own tool to keep control. Between 1999 and 2001 PE1 was working on how it could gain back its control. First they reviewed the accounting of WU1 and WU2 independently, and developed an economic model. Then the conciliation procedures were started one by one. The basic questions were related to definitions e.g. the difference between new investment and reconstruction. The negotiation was lead by PE6 on PE1’s behalf. In both cases settlement was reached within the time limit (6 month) and the agreements were approved by PE1.

PE5 also submitted a review of WS and later WWS prices for the period between 1997-2000. In August 2001 PE1 declared that there was no more debate between PE1 and MNC1 and no more steps were necessary to be taken. The same was declared regarding MNC2 in December 2001.

Event 15 (EV15)Demolition of the surface water production plant
The surface water plant started operation in 1967. Between 1985-1992 it was renewed. At the same time new bank filter wells started operations and the older ones were reconstructed. The operation of the surface water production plant became less important, the demand for water decreased radically. In 1992 the amount of drinking water sold was 285 million m3, while this figure is 184 million m3 in 2003. A decision on its demolition was made and WU1 asked PE1 to change the zoning status of the land and the property had been put on sale. 
Event 16 (EV 16): Municipal elections
The 2002 municipal election did not change the political status quo in Budapest. The coalition of PO1 and PO2 still leads the city, while the opposition side is represented by three groups (slight changes again compared to the previous period): PO3-PO5, PO4 and PO7. The mayor was re-elected again. 

Event 17 (EV17): M0 Motorway and the water reservoir
To mitigate the traffic in Budapest a motorway M0 around Budapest was planned in 1992. The route of the motorway has been criticized several times and currently there is a court procedure on it. One environmental group strongly oppose to it arguing that its construction would not solve the air pollution problem of Budapest.

At the same time, there is a debate on how the construction and the use of the motorway will affect the operation and the price structure of WU1. The M0 has an impact on WU1 since the related constructions will be close to some of its water reservoirs. Four main alternative routes (A-D) were elaborated in the plans and the debate is related to who agreed to which route, since the M0 will reach several settlements in Budapest’s agglomeration. Note, that some of the settlements involved in the debate are owners of WU1 (municipalities among PE2). In this process WU1 is participating in the negotiations, debates at PE1 meetings are limited to the part of M0 within the boundary of Budapest. The basic question for WS is whether there is really a risk that is taken and if so how it will affect the price for WS.

Event 18 (EV18): New landfill for sludge
By 2003 the municipal policy on WWS and sewage treatment (it has increased to 45-55 percent) resulted in a significant increase in  the amount of sludge and the capacity of the landfills that were used for storage proved to be insufficient. Thus PE1 had to designate a new landfill to store the sludge. 
Event 19 (EV19): New WW treatment plant
As mentioned above the construction of a new modern WW treatment plant was decided and the funds are available: 65 percent is covered by FA3, 20 percent by FA2 and 15 percent has to be covered by PE1. The investment is done according to EU legal requirements.

It has not been decided yet, who and under what terms will operate the new treatment plant. It is expected to be ready by 2008. The treated sewage will reach 90 percent after it starts operation.

The inadequate sewage treatment has raised several problems and court cases in Budapest. Even recent years WU2 was fined by PRA2, for discharging pollutants into the Danube above set limits. WU2 challenged the decision and the case went before CJ2 who had changed the decision (reduced the fine) but still ordered WU2 to pay a fine.

It is a general practice that when calculating the price the amount of the fine and also the costs of new investments are taken into consideration. C5 found any price increase for that reason not justifiable, and filed a suit against WU2 and PRA1 arguing that those costs elements should not be part of the service price since no service was provided for them, and also, because the population had already support the new investment through local taxes. C5 also questioned the allocation of those cost elements. It argued that instead of price increase the profit of WU2 should be used for that purpose.

The new environmental legislation on pollutant discharge emission fees also caused a price increase. 
Event 20 (EV20): Expansion and municipal policy
Back in 2001 PE1 settled its relationship with MNC1 and MNC2 and thus with WU1 and WU2. However, new issues are appearing. WU1 developed a policy to increase water demand. C4 has changed the negative trend on water demand and it means that WU1 would like to expand its services to the agglomeration. It can have an impact on the prices in Budapest, thus it may ask for a revision of the agreements again. 

Regarding WU2 the operational set up of the new treatment plant is still in question.

Even if there is a consensus between the parties that WU1 and WU2 operates according to the agreement and the efforts they have made towards a more efficient operation were successful in general, PPP is still debated. From time to time, the opposition parties argue for cancelling the agreement and to buy the shares back. It is said that the amount that will be paid for making the companies efficient and profitable is too high due to the bad original agreement. And that amount should rather be used for keeping the prices lower and covering investments from it. This debate is not between PE1 and MNC1 or MNC2. It is between the leading coalition and the opposition. It is between two economic philosophies having been represented by the two sides since 1995.

5.1 Factors

As mentioned above, the episode took place during a longer period of time in an ever-changing political, legal and economic environment. There is no factor out of PESTE that has not changed during that given period and only a few factors is the same today. (The detailed list of factors is in the factor table)

Political factors

Most of the political factors are related to legislation or lack of legislation. The lack of legislation meant that PE1 was free to do what it felt best. The political status quo in Budapest did not change during the episode. The political institutions, the political control mechanisms were developed in this setting. 

During the course of the episode national laws were passed regarding organizational, environmental and technical matters, all of which had an economic impact. Meanwhile legislation related to EU harmonization established the legal background for the operation of a competitive market economy (accounting, public procurement, etc.).

Politicians learnt the mechanism of the various democratic institutions, the interaction between various actors. People began to understand the cost elements of the services, the environment-related risks, and how to avoid them.

The episode shows that the leading parties strongly argued for market efficiency and PPP, also the separation of social policy, while the opposition parties argued for more social oriented prices in the public utility sector and often against PPP. However, the results of the municipal elections suggest that the voters did not find this difference enough to change the political set up of PE1.

Economic factors

Several of the economic factors are related to the availability of financial sources. The costs of providing the services are covered by the price for the service. The episode shows, that while the price may cover the costs of operation, the price could not cover the costs of major investments such as the central new WW treatment plant. That is why PE1 decided to apply for funds rather than to borrow money. 

The events showed that households became cost sensitive and they learnt how to minimize the costs. They reduced consumption of water. Due to a decreasing demand for water (more awareness of the amount used, water efficient technologies) the operation of the existing system (general costs) was becoming more expensive.. It became an economic factor what to do with the free capacity.

Social factors

There are several aspects of price increases that are difficult to handle at the social level. At the beginning of the episode the inflation rate was very high. The costs related to consumption were not clearly defined. When the policy on efficiency was introduced the costs became more transparent, and resulted in price increases. This required  a compensation scheme for those in need. The compensation was well received by the households who got it, though it was criticized on behalf of those who had to pay for it through the price structure.

The EV19 shows that the cost allocation of the polluter pays principle within the price (increase due to fine) is not accepted by the households.

At PE1 level the connection problems are not dealt with. The requirement of 60 percent connection rate has to be solved at district level. PE3 and WU2 communicate with the households directly.

Technical factors

In Budapest the existing network and the operating facilities need continuous upgrading. Also, network development and WW treatment need improvement. In this sector the technology went through an important change, the information technology appeared. While the capacity of water production proved to be too high, the capacity of WW treatment is inadequate. Both are causing technical problems and solutions have  a direct impact on the costs of WS/WWS. 

Environmental factors

During the episode the environmental rules became more and more stringent. The environmental problems were recognized by PE1 and a policy was developed to solve them. It is the economic impact and the related cost allocation of the environmental problems that were questioned and not their existence.

5.2 Decisions
Within the episodes there are some decisions that were made.

Organizational decisions:

- Taking over the ownership (D1) from the state by PE1. It was a decision that was made by PE1 alone and the “no” alternative was not considered.

- Transformation of WU1/WU2 (D2) The transformation of WU1 and WU2 affected the ownership over the network. All the assets related to WS and WWS including the facilities of the operations and of the network were used as the capital (contribution in kind) to establish WU1/WU2 in a new form as a shareholding company. This decision was mainly considered a legal question, and it was not debated by the stakeholders. It was the decision of PE1. 

- Establishing PPP (D3) in the form of reorganizing the operation. ‘Yes’ and ‘No’ alternatives were considered by PE1. It should be emphasised that national and international economic and legal advisors were involved in the preparation of PPP. This is the decision in which most of the parties were involved. Note, that the ‘Yes’ alternative was developed by PO1 and PO2, but the “No” alternative was not presented as a real alternative. The “no” alternative was not elaborated including arguments on efficiency and/or other ways to finance municipal duties than revenues from selling the shares. Even though PPP has been criticized the elaboration of the “No” alternative has not been done. 

Operational decisions:
- Support scheme for C1 (D4): The introduction of the support scheme for C1 is an important element on how to cover operational costs and has a direct social impact. While setting up the scheme was mainly the decision of PE1, the distribution of the financial sources is done by involving all stakeholders in a committee. The use of the Fund has not been criticized by the stakeholders.
- Price reduction for C2 and C3 (D5). Both price reductions were justified by the special situation of C2 and C3. Concerning C2, a civil law approach was accepted and the reduction reflects it. While in the case of C3 the new legal requirements would have increased the costs of those BSP significantly. The 50 percent price reduction helped to mitigate this impact. The decision was made by PE1 and this decision affects the operational costs of the other municipal companies providing BSP. 

- New WW treatment plant and the upgrading the existing ones (D6). Several alternatives were considered for how to finance the investments. It was PE1 who made the decision. Beside the municipal departments, PE1 involved outside experts for making the environmental impact and risk assessment studies. The opinion of WU2 was also considered, mainly related to technical issues.

- Demolishing the surface water purification works: (D7): The negative trend in water consumption pattern has become a major problem for WU1. The decision was justified by cost efficiency. Decisions like this need approval on behalf of PE1.

Regulation:

- Price setting (D8): The formula used for calculating the price is given for both services in each of the original agreements on privatization, and those formulae are used for passing local legislation on prices each year. It means that it was PE1 who limited its own freedom to  change the formula. The formula can be changed only after negotiation with MNC1/MNC2. The debate related to price calculations did not question the formula itself, but rather its interpretation. Decisions of PE1 in this regard were made after involving experts. 

6 Participation and Sustainability in Decision Making
6.1 Participation

It is believed that participation in decision making helps sustainability. It is argued that when a decision reflects the needs and interest of the parties then the enforcement will become easy. However it is important to note, that participation is very much depends on the historical and cultural background of a country. For individuals the first question is whether they want to participate in the decision making process, and if the answer is yes, then what kind of information they need for real participation.

The events of the episode show several kinds of decisions: formal and real decisions. A formal decision is not really a decision when it is already predetermined by previous decisions. This was the relationship between the price formula in the agreement and the price setting decision of PRA1, thus participation in it was quite formal. In other cases it is clear that the real decision is made at the policy level, when the plans for development of the system are prepared, and the funding sources are determined. All other decisions become predetermined by it. However, often those decisions are not considered as a decision, but rather a technical or economic matter for experts to decide.

The events also show, that not all of the stakeholders are involved in the decision making process. It is best shown by the EV19, where C5 filed the suit against WU2 and PRA1, thus against the service provider and the price regulator. The environmental costs related to lack of sewage treatment were  not well articulated, and the households were not sufficiently involved in how to solve the problem, how to allocate the related costs, what the polluter pays principle means. There are several decisions related to this problem that had to be made during the years in question. The policy on how to finance the investment, the formula given in the privatization documents all determined the cost allocation that is one of the biggest concerns of households. Thus those decisions could not have been made without their involvement. However those questions were viewed either as technical and/or economic questions requiring  expert opinions.

Since this case study focused on municipal council decisions there are various safeguards that built in the system for participation.

Transparency and information:


- the council meetings are open to the public, except if a closed session is requested on special grounds, 


- the minutes of the municipal council meetings (from 1996) are on the web site except for the closed meetings 


- the material prepared prior to the decision is accessible through the council members except if it is made confidential; 


- council members are responsible to their voters and anyone can ask questions them related to the decisions of the council;


- each year the council member reports on his/her activity to the voters.

Consultation: 

In case of a local regulation the consultation with stakeholders is compulsory. NGOs can register themselves (with naming the topic) as an organization whose opinion has to be asked before the local regulation is passed. Several of the main national organizations’ headquarters are in Budapest. As a result, they are very actively participating in the preparation processes of local pieces of legislation and other policy enforcement of policy decisions. The episode shows that this consultation does not always take place when the first, the real decision is made but in decisions that are predetermined.

Monitoring:

Each year the various committees of the municipalities report on the status and the changes that took place the previous year. PE1 publishes the main results, and by the end of the four year period there is an overall report on what happened during that four year period.

Concerning the concrete decisions the participation and its mechanisms vary according to the stakeholders. There are three groups for which the participation mechanism are well defined and clearly set: employees, consumer and environmental organizations.

The events show that actually it is the employees interest which is the most clearly articulated and enforced. It has long term traditions. They do participate in every decision where their special interest can be captured and articulated.

The episode shows that both the consumer and environmental organizations were active. Note, that there is no environmental organization whose main concern is WWS and/or WS related environmental problems. 

Back in 1995, a clear policy was announced by PE1: to establish PPP for mainly two reasons: to make the companies more efficient and for revenue generation. Both questions are related to financial issues. Thus, the main question of the episode is how and what kind of tools are acceptable for municipalities for financing their operation and duties, what role the public utility sector, particularly WS and WWS can play in it. This policy question has been widely debated by the parties within PE1. And each year when the municipal budget was discussed and accepted and the new one prepared it served as a monitoring tool for those policy issues.

6.2 Sustainability

The events show that sustainability is a very complex question in the water sector for several reasons. The system, the network was developed for high water consumption. It is special to this sector that the operation costs to keep good quality service is increasing if the demand is decreasing. The environmental interest is also to decrease water consumption and as a result WW. In order to lower pollutants from WW renewal of technology is needed especially in WW treatment. That is a cost increase element. Keeping and protecting water reservoirs is an important interest of the consumers and the environment, as well. However it is again a cost increasing aspect. Consumers would like to see low prices for the services. Access to water as a source of life is inevitably a human right and should be guaranteed to everyone. 

For all of the above mentioned reasons a decision can be sustainable only if all those elements are taken into consideration and accepted by all stakeholders. If any of them is not accepted or not considered then the decision will not be sustainable in one or two aspects and as a whole on the long run.

In this episode, PPP was just an element of the debate over how to finance municipal duties. Due to the very high costs related to construct a new WW treatment plant, PE1 looked for public funds to finance, at least in part the investment. The debate over PPP boils down to a municipal management policy debate. Since the political status quo in the municipal leadership has not changed significantly during the episode it is difficult to predict the sustainability of the arrangements and the approach to WS and WWS in the event of a change of political control. For the time being the existing mechanism are working and the debates with stakeholders are solved in those processes. It looks that there has been improvement in various aspects – economic, technical, environmental. It is a question yet to be answered  if the municipal policy changes, how it would affect the sustainability of the current set up. 

7 City in Time
Budapest is the capital of Hungary and was established by unifying three settlements the hilly Buda, and Óbuda on the right bank and the flat Pest on the left bank of the Danube in December 22, 1872. The population at that time was 300,000 people, while today there are about two million people living in Budapest. During the Roman Empire there were pipelines for water supply, canals and baths were available. 

The need for healthy drinking water had been pronounced in the 1800s. That was the time when geological research proved that the natural gravel layers along the banks of the Danube offered natural filtration for producing drinking water. (Budapest has mainly two water sources one on the Northern and one on the Southern banks of the Danube.) Also, due to the high level of ground water, and non canalized sewage, poor quality of drinking water caused frequent epidemics, such as cholera, typhoid in the event of heavy rainfall. The canalization of Budapest started at the beginning of the XIX century on the Pest side. After the 1838 great flood of the Danube the works were accelerated, because despite the flood control the canals led the water to surge into the town through the underground system causing great damage. It happened later again but only on the Buda side.

The first engineers and entrepreneurs who developed plans for the canalization and water pipelines for the whole city were British (Sir Orton Peto and Bazalgette). The first water pipeline network was finished in Pest in 1868 based on the plans of William Lindley. The city council put the plans and later also the works to tender, and the best bid won. In 1875 British, French and Hungarian engineers were participating in the ‘competition’.

The first local ordinance was passed on sewerage in 1847. Legal rights were established related to public and private sewers, the costs of using the sewers, the legal obligation to connect to the sewer, etc. The city council supervised the works.

In Budapest both networks systems were developed continuously. The first permanent 'Waterworks-wells', were dug wells. Still in operation even today, they were built on the Káposztásmegyer bank side, and later at the Southern end of the Szentendre island at the turn of the 19th-20th century. First dug wells were used in which the water was collected by a perforated cast iron bell (up to 3 m or greater in diameter) submerged to proper depth and the wells were siphoned from one to another by a siphon pipe. Then where the natural gravel layers were very thin, mainly on the western banks of the Szentendre Island, water was extracted through lines of drilled, vertical wells (about 300 mm in diameter). That was followed by the use of horizontal filtering wells in the 1940s. Horizontal filtering wells were built with reinforced steel concrete shafts of 5 m diameter, out of which a 7 mm diameter filter pipe was drilled horizontally parallel to the river bank.

In 1946 the Budapest Canal Works was established for sewerage and in 1950 the autonomous districts of Budapest were united and the Budapest Water Works took over all the establishments and created an integrated system of the water systems for water supply. Following the nationalization of the water systems, in Budapest the operation of the services stayed in the hands of municipal companies.

The Southern water sources were used from 1948. In the 1950s a new patent was developed for the so-called "Dwarf" horizontal wells. In the 1960s surface water was introduced; however the high costs of artificial treatment and the still bad taste and odour lead to its abandonment   in the 1990s. 

The first sewage treatment plant started operation in 1966 (South of Budapest), the second in 1986 (North of Budapest).

In 1992/1993 the state ownership of the network was transferred to the municipality. It formed two share-holding companies and gave the ownership of the whole network of water and sewage to the two companies separately, in January 1994 and in December 1993 respectively. In 1997s 25% of the shares plus one was bought by private investors (multinational companies), in two different consortia. It means that private ownership appeared in the network and in the operating company, as well.  However, the new network development is under municipal ownership, thus the networks (both kinds) are partly owned by the companies and partly by the municipalities.

The so-called utility gap has never been pronounced in Budapest e.g. in 1990 the ratio between sewage network/water network was 86.7% for it, while it was less than 30% in most of the counties. 

Based on 1995 statistics 99 per cent of the households were connected to water supply network, while the figure was 90 per cent for sewerage, and only about 20 percent was treated mechanically, the rest was discharged into the Danube untreated. By 2003 about 93% of the sewage was collected, but the treated sewage was still around 40-45% (all together on the two treatment plans), about 50% of the sewage got into the Danube untreated. Between 1997-2001 new facilities were established and modernization of the technology occurred in the Southern sewage treatment plant. A new establishment and modernization of the Northern sewage treatment plant is on its way now, the investment is expected to be finished by 2005. The new establishment will increase the capacity for waste water treatment, also it will be operating on biogas derived from sludge. It will have a significant positive impact on the quality of water of the Danube.

Table 4.3 Key strategic decisions of Budapest City Water and Sewage Works early 1800s-2004, 
	Year
	Episode
	Reason
	Outcome
	Organisational change
	Stakeholders

	Early 1800s
	Geological research for water resources
	Need for healthy drinking water
	Natural gravel layers filtered water provided good quality of drinking water
	
	City council, experts

	1838/1847
	Canalization accelerated
	Great flood  caused health hazard
	New canalization policy, first local ordinance on sewerage
	Simultaneous public and private sewers 
	City council, landowners

	1868
	First water supply network planning for the whole city
	Increasing demand for healthy drinking water at HHs.
	First network finished and started operation
	Municipal operation
	City council, foreign engineers (British, French)

	Turn of 19th-20th century
	Network expansion, water and sewers
	Increasing demand
	First use of dug wells, then vertical drilled wells, then horizontal filtering wells
	
	City council, companies, landowners, HHs

	1949/1950

	Nationalization and integration of the systems
	Change in the political system, legislation
	State ownership over the network, municipal operation, integration of the district systems into one
	State ownership of the network, municipal operation
	State, city council, waterworks

	1960s-1990s
	Use of surface water
	Increasing demand for drinking water, new technologies
	The use of surface water was abandoned by the 1990s due to high cost
	
	City council, state financing, company, industry

	1966, 1986
	Sewage treatment
	Untreated sewage represented environmental hazard to the Danube
	Sewage treatment plants established, but with inadequate capacity, first with 20%, then about 50% of the sewage
	Operation of the new facility
	City council, company, state financing, landowners

	1992/1993
	Ownership transfer from state to municipal and new legal status
	Political change and legislation
	State ownership becomes municipal
	The companies became share-holding companies
	City council, state, trade-unions, employees forum

	1997
	privatization
	Lack of financial resources 
	New organizational and operational structure PPP in ownership of the network and the operating company
	Appearance of PPP
	City council, MNC, trade-union, employees forum, political parties

	1994-2004
	Plans on sewage treatment and capacity increase
	Inadequate sewage treatment, and capacity for it, environmental legislation
	Concrete investment plans and future establishment of a modern WWTP
	New facility shall be operated
	City council, MNC, company


HH = households
WWT = wastewater treatment
WS = water supply, WWS – waste water service
MNC =multinational companies
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	Water Quality and Environment
	
	
	
	
	
	
	
	
	


System Profile of WU2
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	Accountant
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	Board of Directors
	
	Control Team

	
	
	
	
	
	

	Trade Union

Employees’ Council
	
	General Director
	
	

	
	
	
	
	
	

	
	Dept. of Administration
	
	
	Head of Quality control Commissioner for the Environment
	

	
	
	
	
	
	

	Development

Director
	
	Deputy General Director
	
	Technical Deputy General Director

	
	
	
	
	

	Human resources
	
	Engineering
	
	Network

	
	
	
	
	

	
	
	Maintenance
	
	Pumps

	
	
	
	
	

	
	
	Customer Service
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	Finances and Accounting
	
	Flood prevention

	
	
	
	
	

	
	
	Information Systems
	
	

	
	
	
	
	

	
	
	PR Office
	
	

	
	
	
	
	


Watertime case studies


Estonia:�
Tallinn�
�
Finland:�
Tampere, Hämeenlinna�
�
France:�
Grenoble�
�
Germany:�
Berlin, Munich�
�
Hungary:�
Budapest, Debrecen, Szeged�
�
Italy:�
Arezzo, Bologna, Milan, Rome�
�
Lithuania:�
Kaunas, Vilnius�
�
Netherlands:�
Rotterdam�
�
Poland: �
Gdansk, Lodz, Warsaw�
�
Romania:�
Bucharest, Timisoara�
�
Spain:�
Cordoba, Madrid, Palma de Mallorca, Gran Canaria�
�
Sweden:�
Stockholm�
�
UK:�
Cardiff, Edinburgh, Leeds�
�










WaterTime partners:  
PSIRU, Business School, University of Greenwich, UK 
ERL, Universidad Complutense de Madrid, Spain 
Institute of Environmental Engineering and Biotechnology (IEEB), Tampere University of Technology, Finland 
International Water Affairs, Hamburg, Germany 
Eötvös József College, Hungary 
Coordinator: PSIRU, Business School, University of Greenwich, Park Row, London SE10 9LS, U.K. 
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