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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 a 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 were less time for making thorough analysis on the impact of the new system on the 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 WS and WWS also managing baths/swimming pools/thermal 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 appeared treatment was lagging behind.


- The costs of operation were not  realized 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’.


- The employment of the companies in most cases were not based on economic rationality, due to full employment strategy the so-called inside unemployment existed at various degree.


- 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 in the wages the income tax was indicated, thus the employees learnt how much income tax he/she had to pay.

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

2 City Background

Szeged has been one of the most important cities of the Great Plain in the South-East since the Hungarians settled down in the Carpathian Valley. It is the county seat of the county of  Csongrád. It’s population now 175,000, so it is one of the biggest cities in Hungary based on the number of population. Szeged is an important agricultural, commercial and cultural centre of the South. 

It is situated at the meeting point of Tisza and Maros. The city centre is 80-83 m above sea level, but there are parts, where the elevation is only 76-78 m. The average annual mean temperature is 11,4 ˚C, average annual rainfall is 565 mm, number of  sunshine hours are above 2000, for that reason Szeged is called the ‘City of Sunshine’.

Due to its geographical position it became an important commercial junction point between North and South. In the 16th century its population was equal to Buda, Pest, Kassa. The city had been occupied by the Turks for 144 years. After it was freed in 1698 its right to keep salt was renewed and its commercial role regained. According to the 1850 census the population of Szeged was 50 085 inhabitants.

The first sewers were laid down in two sequences between 1840-1853, and between 1853-1879.  Reliance on gravitation resulted in the sewage running into to the Tisza untreated. At the same time drinking water was gained from the Tisza, too
, first by collecting water into buckets from the main stream, then through the first water supply network.

In 1862 a private company (the Szegedi Kiviteli Gőzmalom Rt) established a small water network providing water to some streets, households were connected and also water became accessible at 22 points on the street. However, soon the pumps were clogged by mud and untreated water was running through the pipelines. The network was operated under a 25 year  concession agreement.

In 1879 the great flood of Tisza destroyed the city. 5458 houses collapsed and only 265 remained. Its population was almost 70 000 by that time. There were plans to elevate the city’s ground by filling it up with soil, but it was not feasible. The city was rebuilt within a short period of time between 1880-1883. 

In 1879 after the great flood the sewer network had been re-established based on new concepts. 1879-1904 the length of underground network was 50 km long. One-tenth of the currently used sewerage network was developed at that time.

In 1887 a deep artesian well was drilled (Zsigmondy Béla) and it provided good quality water till 1920. In 1892 the municipality took over the network but the operation was still under concession.

Soon, in 1894 the decision was made by the local municipality to establish a water network providing water for the population with a capacity of 5.411 m3/day. Since 1903 healthy drinking water has been provided to the population from deep artesian wells. In 1904 the water tower was built with 1000 m3 capacity. By that time the water supply was provided under the control of the Engineering Office of the municipality.

The end of World War I. had drastically changed the role of Szeged. The  drawing of the new border close to Szeged  meant that its commercial role had to be reconsidered. However, its important role in cultural life was still kept.

Szeged has hot thermal waters, as well. In 1927 a hot artesian well was drilled that has been supplying hot water for the Thermal bath ever since then.

In 1930 due to over consumption 140-180l/day/person shortage in water supply was caused and the steam engine was replaced by pumps operated with electricity.

After the World War II, the boundary of Szeged was redrawn and its territory shrank from 816km2 to 112km2. (It has lost the surrounding farms). The water sector was nationalized and in 1949 the Szeged Water and Sewage Company was established, as a municipal company with state ownership.

The development of the networks was on the agenda. In 1954 a new water tower was built and in 1957 the new sewer network plan was accepted based on Árpád Farkas’s plans from 1911. 

In 1970 the Water and Sewage Company (Szegedi Víz- és Csatornaművek) and the baths operating company (Szegedi Fürdők és Hőforrás Vállalat) joined and formed one company. 1973 was an important year for Szeged, because five settlements in its agglomeration  (Algyő, Kiskundorozsma, Szőreg, Tápé, Gyálarét) joined to it. By this its territory grew to 356km2, also the water company took over the operation of the networks.

In the 1970s the big industrial users separated from the network and created their own individual supply because the company’s main duty was to supply water for the population. It meant that they themselves drilled artesian wells, while the public sewer network was developed according to their demand, as well. 

Even if the need to treat the sewage was recognized as early as the mid 19th century (e.g. by Lajos Kossuth) the first sewage treatment plant was introduced in 1994 in Algyő. However, by 1997 Algyő became independent from Szeged again. For Szeged in 1998 a new sewage treatment plant started operation (mechanical treatment) and biological treatment is expected by 2006.

After the change of regime of 1990 the state ownership utility company was transferred to the municipality. Shortly after the municipality became the price setting authority by law.

In 1994 the company of 1970 was reorganized.
  The bath operating company remained the legal incumbent  and three other companies were established by the municipality  with private investors involvement. In 2001 the general agreement of 1994 between the municipality and MNC was renegotiated and only one company was formed with joint interest (PPP): the service operating company. 

In 1990 the first municipal election was won by the right wing parties, then four years later the left wing parties led the city, then in 1998 the right wing parties won and in 2002 the left wing is in power again. (Note, that during the first election the Young Democrats (FIDESZ) that is now a right wing party were in coalition with the Free Democrats (SZDSZ) the liberal party, and during the second election the Free Democrats joined in coalition with the Socialist Party (MSZP).)

3 Water and Wastewater Undertaking

3.1 Background 

As mentioned above the WS and WWS both are provided by the same company in Szeged. The company’s major business activity is in that sphere. As is traditionally the case in the Hungarian water service sector operation of the bath/spa/swimming pools (BSP) also belonged to the same company and that was the case in Szeged till its  reorganization. (In most of the cases operating BSP means operating at a loss.) 

The main task of the utility company had been and still is to provide WS to the population and to operate the WWS. This  had two notable features : a) considerable number of local company and other big water users have their own individual water source and b) the so-called utility gap with untreated sewage. By today the demand for water has dropped down by one third compared with  the demand in 1989. This  is mainly due to the actual cost reflection in the price, and also to changes in the economy, big water users went bankrupt, the new ones were allowed to have their own individual water sources and water efficient technologies appeared on the market. 

Storm water and drainage is collected partly through the combined sewers, and from 2001 the WS and WWS provider company took over the operation of the separate drainage collecting network (open and closed). The collection of sewage from individual septic tanks is done by a different company that won the tender at the municipality and the sewage is treated at the WW treatment plant of the city as designated treatment plant.

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

Since 1993, by law the Municipality sets the fee (the price) for the service as being the price setting authority. There are  no detailed rules on how the price has to be set, it is the municipal council who decides. After the agreement with the MNC each year the fee is calculated according to the formula given in that agreement. Today, the fee consists of two main elements: operation, and development (in which 50% is new investment and 50% is reconstruction). There are two fees: a) for households and municipal institution; b) for other customers. The fee structure consists of a fixed amount and a metered one. WS has always been metered.
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

While in the 1970s and 1980s financial resources for WS network development were available, the WWS network and treatment did not get priority over the years and as a result according to data from 1995 while 98.9 percent of the households were connected to the water supply network  the figure was only 66.3 per cent for households connected to WWS and sewage was discharged  to the Tisza untreated. (except in Algyő which became independent from Szeged in 1997).

Szeged was one of the major cities for which a special financial scheme was introduced by the government in 1995 for developing sewers and constructing new WWS treatment plants. As a result the construction of the first WWS treatment plant was realized in October 1998, and since then the collected sewage is  discharged into the Tisza river after mechanical treatment. Data from 2002 show that the length of the water pipeline is 648 km and of the sewers network is 371 km. Still the ‘utility gap’ is very high. The sewers network is the mixture of combined and separate sewers. 

In 2002 the number of persons supplied with drinking water was 174,000, and 134,000 people using the sewerage services. The production of drinking water was 15,568,000m3/year, while the water sold was 11,498,000m3/year, sewage: 12,124,000 m3/year. 

Today, there are 85 deep wells, 7 water stations and 4 water towers. The average daily production is 43,578 m3. The length of the pipelines is 648 km. In 2003 data on WS: water production was 15 905 864 m3/a, water sold 11 822 646 m3/a, water losses was 22.73%, reconstruction 0.066km, number of connections: 30 923, length of pipelines 648 300km.

Data on WWS: length of pipelines: 371 km; length of open drainage for rain 242km; number of connections 15 696, quantity of treated sewage paid for 2 268 923 m3/a; length of pipelines where camera is used 8,5km; quantity of the treated sewage at the treatment plant 10 811 860 m3/a, collected sewage from individual collection facilities 50 472 m3/a. 88 percent of the population is connected, the figure by connected real property is 56 percent. The new investment in the sewage treatment plant will provide for biological treatment in an adequate capacity. Beyond the new treatment plant an additional 256 km sewers will be laid down.

The network is in municipal ownership, while the operating company is a form of public-private-partnership (PPP) with MNC interest in it. The municipality is in a majority with 51% shares, however the management rights belong to the MNC. The original agreement of 1994 between the municipality and MNC for operating the system on PPP basis was  modified in 2001 and now it is valid till 31 December 2015.

Water and wastewater undertaking profile

	DATA
	CONCEPT

	Undertaking identification 
	Szeged Water Works 

	Geographical scope

· Nation

· State

· Region

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

	Type of operations

· Public

· Private

· Mixed
	Type of operational management of the undertaking. One single choice can be replied as “yes”.

	Total personnel 

299
	Total number of undertaking employees dealing with services production

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

	Annual costs (EUR/a)

12,297 thousand euro 

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

	Annual revenue (EUR/a)

3,449 thousand euro (862.314 thousand HUF)
	Operating revenues + interest income

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

515 thousand euro (128,793 thousand HUF)
	Cost of the investments over the last three years /

	Tariffs (EUR/m)

For HH and municipal institutions 

Fix amount: 0,.91 euro/m (228.5 HUF/m)

WS  0.42 euro/ m3 (104.20 HUF/m3)

WWS 0.49 euro/ m3 (123.30 HUF/m3)
For other customers:

Fix amount: 1,83 euro/m (4571HUF/m)

WS:  0.52 euro/ m3 (129.10 HUF/m3)

WWS: 0.68 euro/ m3 (169.90 HUF/m3)


	Average water charge and average wastewater charge 


3. 3 System profile

See table and the organization chart in the annex.

3. 4 Region profile

In 2002, Szeged’s official territory is 281 km2. The number of population is 162,860, it is 38.2 per cent of Csongrád county. There is a 3.2 per cent population decrease, and also a negative population migration that is 3.7 percent. The number of housing is 71,189. The number of people to 100 housing is 229. The daily consumption per person is 50.3 m3.
The number of operating businesses is 7,833 (in partnership) and 9,979 (individual).

3. 5 Performance indicators

The operator is in a contractual relationship with 73 thousand consumption points. The number of customers is 168 thousand.  Since 1996 the Laboratory is accredited, it is responsible for the quality of water. The operation is in accordance with ISO 9001 on quality control and 14001 on environmental management.

In the year of 2004 the team of the Szeged Water works won the customer service competition among water undertakings in Hungary. Also, the Technical Director got an award from the Minister in charge of Water Affairs for his high standard work.

In 2003, the number of connections to WS is 30,923, the number of sub-meters 49,766. The connections to the sewers15,696. Water produced 15906 thousand m3, water sold is 11,823 thousand m3. Leakage  on the network is 22.73 percent. Sewage billed for is 12,269 m3, and treated WW is 11, 239 m3. 341,581 thousand HUF was not paid (WS and WWS fees).
Net income before tax was 3.44 million euro, (862.31 million HUF), the amount of after tax is 2.82 million euro (705.08 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 municipal meetings, articles on the various events, interviews helped to clarify those actors that influenced or had a decisive role in 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. 

Municipality of Szeged (PE1, and PRA1). The municipality has two main roles that became contradictory during the episode. In 1992 the Municipality became the owner of the network and the operating asset of WS and WWS. In 1993 by law it became the official price regulator of those services. Also, it became the compulsory duty for the municipalities to provide drinking water. As owner of the network and the service provider it became important first to develop a policy and then to find funding to fulfil its duty. The main decisions were made by the municipal council, however there is a big difference between the nature of the decisions. Anything that is related to ownership transfer is in the field of contract law, and the municipality acts as one of the parties to the contract. While, in contrast,  the decision on price is still a decision of the council but the council acts as a local legislator, and this decision can be challenged only before the Constitutional Court.

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

Municipal Committees (PE2-PE4): Over the years an increasing number of municipal committees became involved in the preparation of the municipal decisions as regulator, and later, as owner. First it was the committee specialized in water and sewers that reviewed and questioned the cost elements of the price, but later the committees on financing and on law were involved, as well. The preparatory task was to review the suggested price submitted by the service provider, and to name alternatives if the submitted price was not supported.

Department for City Management (PE5): This Department is responsible to run the city. The supervision of all compulsory duties belongs to this Department. This Department approves e.g. the priority list of maintenance and reconstruction of the network. Citizens can turn to it with their complaints. 

Asset Transferring Committee (PE6): This state authority was created especially to transfer state ownership to municipalities.

Ministry responsible for Water (PE7): The Ministry developed a strategic plan on reducing sewage related pollution, for that reason it called upon 25 major cities to submit proposals for sewerage development and treatment plant construction. Thus the Ministry played a double role, on one hand it acted as a policy maker, on the other as a funding institution.

Municipality of Algyő (PE8): Algyő once an independent municipality decided to became independent from Szeged again in 1997. As a result, it became an independent price regulator for the services within its own boundaries.

Générale des Eaux CGE/Vivendi/Veolia: (MNC1): The French multinational company was the initiator of the PPP in Szeged. The world-wide well known MNC considered the operation of the services in Szeged as profitable in the long run. The MNC never wanted to become the owner of the network, it proposed PPP only in the operation of it. During the preparation of the first agreement (1994), MNC1 played a decisive role in changing the operational structure of the water undertaking and in how the price formula was set.

Servitec ltd./Veolia (MNC2) is the subsidiary of MNC1. MNC2’s role is formal. Even though it is the company that participated in establishing the new companies it did not have a separate interest and/or will from MNC1. It is common, that MNCs create a subsidiary company in the country where they want to operate, thus by that they become a local company.

Water undertakings (WU). In the episodes there are 6 water undertakings that played various roles at given times. In Szeged after the Municipality gained ownership over the company the original water undertaking (Szeged Water Works and Bath established in 1970) WU1 was not transferred to a private company with 100% ownership as it happened in the other major cities later. Instead it was reorganized into four different companies based on MNC1’s suggestion:

WU1 stayed the operator of BSP with 100% municipal interest. WU2 became the WS and WWS provider, established by PE1 and MNC2 with 51%/49% interest in it.WU3 became in charge of investments, established by PE1 and MNC2 with 67%/33% interest in it. WU4 became in charge of maintenance, reconstruction and construction established by WU3 and MNC2 with 30%/70% interest in it. PE1 used some of the physical assets of WU1 as capital (contribution in kind) to establish WU2-WU4. The basic agreement between MNC1 and PE1 contained that all maintenance, reconstruction and construction work for WU2 would be done by WU4 based on the contractual relationship between WU2 and WU4. (See details later) 
WU5 was established solely by PE1 with registered activities of providing WS and WWS, also investment. However,  it never became the WS/WWS provider in Szeged (See details later) 
WU6 is the water undertaking that was established in the form of a share holding company in 2001 by PE1 and MNC2 (49%/51% respectively ) according to the revised agreement between PE1 and MNC1, and is providing the services. Maintenance is part of its operation. The maintaining department of WU4 was reintegrated into WU6. The management rights belong to the minority share holding party Each year WU6 prepares the proposal on the price for the municipal council, based on the new formula laid down in the revised agreement. Also, it prepares a priority list for the maintenance  and reconstruction  needs regarding the network. WU6 has a contract with PE1 to provide the service, that includes since 2001 the operation of the open and closed storm and drainage network, too.

Employees representation and unions. There are two bodies that represent employees’ interests: the employees council (SUE) and the trade union (SU). 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. In Szeged the two bodies were not against reorganization since it was agreed that the reorganization would not threat employment security and welfare of the employees. SUE and SU considered the contract between WU2 and WU4 as a guarantee that the jobs could be kept in the long run. During the first year of reorganization the same union represented the employees interest in all the new companies. After that an independent group was formed within WU4.

Political organizations: During the last 15 years the political parties have  gone through considerable changes. In the early 1990s the parties did not a have a clear approach to privatization of the public utility sector, especially not to the privatization or PPP in the water sector. Even though most of the people in the municipal council belonged to one of the parties, it is very difficult to say which party supported PPP and which did not. It is rather individuals who felt for and against PPP. It is proved by the fact, that till the revision of the original agreement (of 1994) the leadership and the majority in the municipal council changed in every four years from right to left wing (starting with right wing) leadership. 

Consumers: There are two major groups of consumers that influenced the events: households (C1) and big users (e.g. local companies LC1, LC2). Households were afraid that the price would become too high as a result of PPP. At the same time people were not aware of the relationship between the operating costs of the services, the cost of development including the construction of WW treatment plant, and the environmentally related costs. Before the change of regime those costs were not included in the price structure and the new pricing shocked the population. To lower the costs they reduced their water consumption, and requested individual metering in block houses, as well.

The other main group is the local companies. They did not necessarily join the network, and some requested permits for individual water extraction by drilling deep wells. 

Regulatory Agencies: The price regulatory agency as mentioned above is the municipal council PRA1. There are two other authorities that played important role in the episode. The competent Water Administration Agency PRA2 is responsible for granting water extraction permits and also responsible for protection of the water reservoir. PRA2 can and some times does give out the permit without considering the capacity of the existing network. The other regulatory agency is the Administration Office of Csongrád County (PRA3). It has the right and duty to review the municipal legislation whether it is in accordance with the Hungarian Constitution or not

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.

Finance agencies: Financial agencies played three different roles in the episode: as fund provider, asset evaluator, economic advisor. The lack of adequate financial sources for network development and upgrade made the role of financial agencies important. When asked  for credit the financial agency the World Bank (FA1) reviewed the risk involved in repayment, thus it evaluated the proposed agreement between PE1 and MNC1 that laid down the future operation of the service provider, as well.

Funds from the EU (FA2) supported the investment related WWS and the treatment plant. The procedure that has to be followed during an ISPA funded project helps transparency.

National and international economic and legal advisors (FAC1, FAC2) were asked to review the agreement between PE1 and MNC1. The review was asked by PE1 to learn whether it was beneficial to it or not. There was no tender written to choose the advisors.

The evaluation of the asset that was transferred from WU1 to establish WU2-WU4 was done by an independent financial agency (FAC3)

During the episode an independent accounting firm (FAC4) was asked to review the agreement, especially the price setting formula. 

Judicial bodies: In Szeged four judicial bodies played role in the episode.

The Court of Registration (CJ1) is responsible for the registration of the new companies, also any changes that have  to be registered in the life of an economic actor. Since it denied registration of the three new companies in  1994 it became an important actor in the episode.

The Supreme Court (CJ3) is the last instance court in dispute resolution if CJ1’s decision is challenged by any of the parties.

The Court of Arbitration of Geneva (CJ2) as designated court for dispute resolution between the parties to the agreement, had its own role. It is typical to appoint an international arbitration court to solve disputes between parties from different countries. The Court did not bring a resolution because first the procedure was asked to be suspended then the case was withdrawn by MNC1. The procedure itself helped the parties to come to a common understanding and to revise the agreement based on mutual interest.

The Court of Constitution (CJ4) plays a very active role in reviewing municipal legislation. The initiator of the procedure in the episode is PRA3. In the public utility sector CJ4’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. CJ4 is to review whether the costs related to operating the drainage/storm water network can be part of the fee on WS or WWS, since it is not an actual service that is part of the contractual relationship between the service provider and the consumer.

5 Episodes


After the change of regime municipalities became independent and they had to find 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 in  people  thinking  the market could  help in developing and upgrading WS and WWS. In such an environment MNC1’s approach was welcomed by PE1, and the question became what form to find for PPP. Due to various events this question was raised from time to time, and it appears s that the episode started in 1992 and the final answer was given in 2001. During this period several events could have been treated as independent episodes, but in this case it all had an important impact on the basic question PPP or not. One should not forget that the starting date of this episode was the time when the conditions of the market economy (based on competition) were introduced in Hungary, the new democratic institutions started operation, the EU harmonization process had just began, and the polluter pays principle was being applied not only to companies but to everyone.

5.1.1. Events

1 Event (EV1): State ownership transfer

Based on law, the state transferred its ownership in the local water system to PE1. During this procedure the asset was not evaluated or given a market price, because the aim was not to transfer a given value, but to transfer the ownership rights of the asset. The ownership rights of the asset were considered as a prerequisite to providing  water related services by the municipality.

2 Event (EV2): Offer for PPP

MNC1 approached PE1 in 1992 and offered to participate in the operation of the network and provision of the services. At that time WU1 operated the system. MNC1 suggestion was to reorganize WU1, to separate BSP operation and to create three different companies with different degrees of private involvement. The reorganization was functional. Three main functions were recognized: operation, investment, maintenance/reconstruction/construction. For those three independent functions (for which there were individual departments within WU1) three companies were established. From the episode point of view it is important that PE1 was to provide the capital as contribution in kind. It was decided which elements of the assets of WU1 would be given to the new companies.

The reorganization concept of WU1 was told to the management and the employees. It was not investigated, whether the reorganization concept could be done without MNC1’s involvement, or the problems of the water sector could be solved in any other ways.

The management did not articulate a strong opposition, nor did the employees. During the negotiation between MNC1 and SUE, and SU job security and workers welfare were the key issues discussed. MNC1 promised that the reorganization of WU1 into four companies would not result in loosing jobs. One of the guarantees given was in the proposed agreement that WU2 the operating company would place orders to WU3, and WU4 first. 

Event 3 (EV3): Asset evaluation

The asset to be transferred as in kind contribution to the new companies from WU1 was evaluated by an independent firm (FAC3).

Event 4 (EV4) Debates on the agreement

The agreement was debated at the municipal council meetings and about the same number of the council members supported as  were  against the agreement. For that reason it was decided to get a review of the agreement from outside experts and to ask, whether its  conditions were  beneficial to the municipality or not. In this process national and international experts were involved (FAC2, FAC3). This was the phase in which SM2 played as a communication tool for the various interests. In this debate members of the municipal council strongly articulated their views.

Event 5 (EV5): PPP is established

The final version of the proposed agreement was declared as not against the interest of the municipality. However, not everyone accepted that declaration and asked for open votes. The agreement was approved with a small majority.

Event 6 (EV6) Reorganization of WU1

Based on the agreement WU1 was reorganized into four companies. Departments were separated from WU1 and only BSP operation stayed in its domain. WU1 stayed 100 % municipal company. MNC1 established MNC2 and beside PE1 it became the cofounder of the three companies. WU2 became the operating company. Operation meant the actual provision of services (WS, WWS) and operation of the network. , However maintenance and reconstruction were  separated from the operation, since this became the task of WU4. All investment tasks were also separated from the operation, and WU3 became responsible for all investment works. WU2 and WU3 were established by MNC2 and PE1 in the form of limited liability companies with majority on PE1 side (51per cent and 67 per cent, respectively) and WU4 was established by MNC2 and WU3 with minority interest in PE1’s side (30 percent).
The documentation on the reorganization was filed at CJ1. However, CJ1 rejected registration on the ground that PE1 should have separated the elements of the asset of WU1 (that was designated to be used as in kind contribution for them) prior to establishing the three new companies. The decision of CJ1 was challenged and an appeal was filed by PE1 and the other parties.  
Event 7 (EV7): governmental funding programme for network development

In 1994 the government prepared a funding programme to reduce the WW related environmental pollution and invited the major cities to submit proposals for it. Szeged was among the cities to which this special financial scheme was offered. However, only 25-35 percent of the investment costs would have been covered by the government, the rest of the capital had to come from other sources. PE1 prepared a proposal for network development and WW treatment plant since WW was being discharged  to the Tisza untreated at that time.

Event 8 (EV8): municipal election

The left wing coalition won the municipal elections in 1994.

Event 9 (EV9): price setting

Since 1993 PRA1 is the price regulator. Each year it reviews the price on WS and WWS and sets the new one. However, even today there is no concrete legislation on how municipalities should calculate the prices. This is the event in which the double nature of the municipal council can be best seen. It is important to draw the attention that PE1 and PRA1 stands for the same municipal council, it only shows the different status in which it is acting.

In the agreement between PE1 and MNC1 the formula to set the price was clearly stated and detailed. It consisted of two main parts: operational costs and development costs. The later one along with the rental fee was put into the Water Construction Fund of PE1 to cover the costs of reconstruction and development. It was also agreed that PRA1 has the right to raise the price only by 80% of the development needs, if the price would be prohibitively high for consumers. However, in that case PE1 had to pay the 20 percent into the Fund from other sources. A special four year reduced price was agreed, too. For four consecutive years WS for WU1 was provided on a reduced price by WU2 (the reduction in unit price was 90% in 1994, 70% in 1995, 50% in 1996, 25% in 1997). 
The proposal for the new price was prepared by WU2 reviewed by PE2 and accepted by PRA1. In 1994 the first price increase was in accordance with the development plans, the development part’s increase was 81.8 percent. PRA1 accepted the proposal on the ground that the availability of governmental funds were limited.

Following the second municipal election in 1995 the price increase due to the planned WW treatment plant was not accepted by PRA1 on the ground that people could not afford such an increase in the price. Also, even if it did agree with the fact that the operation costs were increasing due to decreasing consumption, it did not want to accept the realization of this extra costs (the agreement included a reference to it). 

In 1996 and in 1997 the situation did not change. Meanwhile the investment and construction of the WW treatment plant was on the agenda. However, in 1997 PE1 paid 38mHUF less as self contribution than it should have under the governmental programme. 

Event 10 (EV10): price formula review

In 1997 members of the council asked for the review of the price formula and parts of the agreement. Based on the agreement the relationship between WU2-WU3-WU4 was set. Maintenance (etc.) works, also investments were ordered from WU3 and WU4 by WU2. It was argued that this arrangement increased costs. Also, some of the elements of the price formula were  questioned on the ground that it did  not reflect real costs.

PE1 signed contract with FAC4 to review the price formula.

Event 11 (EV11): municipal elections

In 1998 the right wing coalition won the municipal elections.

Event 12 (EV12): WW treatment plant

In 1998 the new WW treatment plant started operation. From that time only mechanical treated sewage was lead to the Tisza. WU2 overtook the investment and started its operation. The costs of its operation were not calculated for in the price set by PRA1.

Event 13 (EV13): the establishment of WU5

FAC4 prepared its report and found that some of the cost elements were arguable. PE1 decided to establish WU5 with 100% municipal shares. Based on the registration its main business activity was providing WS and WWS. However it has never provided those services in Szeged. 
Event 14 (EV14) registration denied

In 1999 CJ3 upheld CJ1’s decision on the registration of WU2, WU3, WU4. The decision was published in the official journal of CJ1. 

Event 15 (EV15) arbitration procedure

The debate between MNC1 and PE1 concerning the price formula and  the registration problems of the three jointly established companies became unsettled. According to the agreement between PE1 and MNC1 the designated dispute resolution court was CJ2. Thus in September 1999 MNC1 filed a suit against PE1 for damage before CJ2. The procedure was suspended in 2000 on the request of MNC1 and it withdraw the case in March 2001.

Event 16 (EV 16): modern WW treatment plant

WU5 prepared a long term local WW policy and elaborated a proposal for funding it under ISPA. The proposal was accepted and the investment is on its way, the construction work is expected to be ready by 2006. WU5 manages the investment on behalf of PE1.

Event 17 (EV17): new arrangement on PPP

During the arbitration procedure negotiation was going on between PE1 and MNC1 on how to settle the debate amicably and with mutual satisfaction. As a result, in 2001 a new agreement was signed between the two parties that made  PPP valid till 31 December 2015. Only one company WU6 for the operation (including maintenance) of the services and the treatment plant was established in the form of a share holding company the majority/minority and management rights stayed intact. SUE and SU was informed during the process, but did not have any significant role in the process.

The price formula was revised and some previous elements were left out. The structure of the price changed. Now it consists of two parts: a fixed amount and one that depends on the consumption that is metered. The price differs by consumers: households and municipal institutions pay lower prices than the other customers. The price still has a development part out of which each year WU6 spends 50% on reconstruction. The reconstruction plan is prepared by WU6, it is approved by PE5 and technical supervision is the task of WU5. 

Based on the agreement WU6 also took over the operation of the storm water/drainage network (open and closed). The operational costs of that network were included in the 2001 WS price. This price setting local regulation was  challenged by PRA3 on the ground that these  costs are  not directly related to WS and thus that their  inclusion  is unconstitutional. PE1 did not agree with the argument and PRA3 challenged the local regulation before CJ4. It is important to note, that over the years the practice of CJ4 was consistent in abolishing all local regulations that included any cost element into an official price that was not directly related to the service itself. 

5.1.2 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 are  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. Also, the political institutions, the political control mechanisms were just about appearing. In such a situation PE1 had to develop its own safeguarding mechanism, and it could be done only through its own experience (good, and bad ones).

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 environmentally  related risks, and how to avoid them.

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. It is still a question what kind of cost element has to be covered by the price, who should benefit from more efficient operation. Due to a decreasing demand for water (more awareness of the amount used, water efficient technologies) the operation of the existing system could become more expensive. It became an economic factor, that big customers do not have to use the network even if there is some free capacity.

The other important economic question is related to development. The price could only partly cover the costs of network development and new investments such as WW treatment plant. Without governmental funds including EU funds, the investments could not have been done.

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. Also, the price of the services started to reflect actual costs, which  was never the case before the change of regime. In apartment block dwellings  individual meters were not installed at the beginning, but when installed it turned out that households could save money by using less water. The connections of households to the sewer network resulted an additional cost to them. Households were expected to pay part of the connections, also after the connection they had to pay for WWS, too. A further negative impact on the household budget was when costs of WW treatment was realized in the price, and new environmental charges were introduced by national legislation.

The communication of these negative factors on the household budget and the reasons behind it were not properly articulated. People were not involved in developing the social plans. NGOs , even consumer groups were not focusing on the service sector, thus there was no mechanism through which the public interest  could be articulated properly.

Technical factors

In Szeged the existing network, and the operating facilities needed upgrading. Also, network development was needed. The treatment of the sewage was not solved. In this sector the technology went through an important change, the information technology appeared. The capacity of the existing infrastructure was much higher than the actual demand, causing not only economic problems, but new quality issues had to be handled, as well. 

Environmental factors

During the episode the environmental rules became more and more stringent. At the same time the awareness and the acceptance of the environmental problems did not follow this trend. For that reason the enforcement of environmental related costs were difficult.

5.2 Collating episodes

Within the episodes there are some decisions that were taken .

Organizational decisions:

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

- Establishing PPP (D2) in the form of reorganizing the operation. Yes and no alternatives were considered. This is the decision in which the most parties were involved. However, no actual plans were developed for the “no” alternative, so it is questionable whether it could be considered as a real alternative, not just a denial of PPP.

- Establishing WU5 (D3) as an alternative to PPP, however in practice it did not work

Operational decisions:

- Operating the new WW treatment plant (D4). It was not a real yes or no decision, since there was no alternative solution.

- Operating the storm water/drainage network(D5). It was a real decision by PE1 and WU6. The other alternative was to leave the operation in the hands of PE1 actually PE5. The main reason behind the change in the operator was financial, because the  costs of operation were  included into WS costs.

Regulation:

- Price setting (D6): one of the most important decisions of PE1 was what price it sets. It was not really a free decision since its freedom was limited by the agreement. 

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 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 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 is 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 the decisions are not well prepared in a sense that the questions are not articulated to which the various stakeholders can give the answer. PE1’s decision on the operation of drainage network is justifiable in several ways, however households and landowners were not involved in this decision. By including the cost element into WS, the allocation of cost coverage has been changed. This is a kind of question that only those could answer who have   or  have not to pay the extra costs. For the people the real question is the cost allocation, while the operational question is to be answered by the potential operators. On the surface it is one decision with several stakeholders, but if someone wants real participation then just this one event needs at least two decision procedure with different stakeholders. If someone wants to do it in one procedure it is important to clarify the sub-decisions, so real participation could take place.

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


- the minutes of the sessions are available to anyone – except of the closed sessions -, and it is accessible now through the internet.


- council members are responsible to their voters and anyone can ask them questions 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 (naming the topic ) as an organization whose opinion has to be asked before the local regulation is passed.

Monitoring:

Each year the various committees of the municipalities report on the status and the changes that took place the previous year. In the water sector it is PE5 who monitors the operation of WU6 and the investment WU5. Also, PE3 and PE4 report on their  activities . 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 two groups for which the participation mechanisms are well defined and clearly set: employees 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.

Though the participation mechanism are clear for the environmental NGOs in the events of the episode discussed they were not active. There were special issues where they articulated their interest e.g. the way in which the construction of the new sewers were laid down (how many trees had to be cut out) but the provision of WS and WWS was not  focussed on by them, yet.

People were much more concerned about the expected costs and PPP’s impact on the price. The information available was rather political and did not necessarily help in  the clarification of questions and answers.

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 inevitable 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 the episode the debate over and decisions related to the price of WS and WWS proved to be the key issue on the sustainability of PPP. However, the price increase was the result of several factors some of which had nothing to do with PPP and would have occurred with or without PPP. Among those costs some are related to network development, and investment on WW treatment, new emission charge on pollutants, inflation, operation of new facilities, reconstruction and maintenance of the old system, technology upgrade, water reservoir protection, increasing operational costs due to decreasing consumption.

During the last three years since the new agreement, there was not much debate around the price. It looks as if people understand the structure of it and have accepted it. Within two years time the new treatment plant will start to operate, more households will become connected. It is difficult to predict what impact all those things will have on sustainability on the long run. For the time being the final outcome of the episode, the PPP based on the new agreement looks sustainable. 

7 City in Time

Szeged is one of the major Hungarian cities of the Great Plain (South-East) at the meeting point of the Tisza river and Maros. This is the deepest point of Hungary with its 84-meter height above sea level, and for that reason it has  been flooded several times in the past. Probably due to the frequent floods it was very important to start canalization early, as a result in 1844 the first sewers were laid down.

At the beginning of the 19th century the inhabitants of Szeged still got water from the river Tisza. Scoops - floats - were put in the bed of the river and the water was carted away in wooden barrels on two-wheelers.

In 1862 a private company (the Szegedi Kiviteli Gőzmalom Rt) established a small water network providing water to some streets, still using surface water from the Tisza river. However, soon the pumps were clogged by mud and untreated water was running through the pipelines. The network was operated under a 25 year concession agreement.

In 1879 after the great flood in Szeged one-tenth of the currently used sewerage network was developed. The biggest recorded flood took place in March 1879 and destroyed almost the whole city only 265 houses were left out of the 5458 houses. The city was rebuilt between 1880-1883. It was planned to fill up the site of the city above the lowest  point of Tisza by 8.22 m in order to elevate the ground level, but the plans were not feasible.

In 1887, taking some geologists' advice, the authorities decided to ensure water production from deep artesian wells. In 1887 a deep artesian well was drilled (Zsigmondy Béla) and it provided good quality water till 1920. In 1892 the municipality took over the network but the operation was still under concession. Due to increasing demand by the households, in 1894 a decision was made by the local municipality to establish a water network providing water for the population with a capacity of 5.411 m3/day.

In the 19th century only a few cities had canalisation but Szeged was one of those to which the technical registrar referred. However, even if the sewage was collected no treatment was introduced. 1879-1904 the length of underground network was 50 km long..

At the end of the 19th century, there was real progress in water supply: five wells (depth: 220-275 m, O ? 150 mm, lined with wooden pipe) were bored as from 1900, and water was led to the first water station (now 88 Tisza Lajos Bld.) that was under construction. In the engine house the Worthington steam-pumps brought up the water into two pipes of 225 mm and then into the Szent István water tower of 1000 m3. Artesian wells were only connected to each other by 1904 from when an integrated water supply network was operating. From 1904 the water supply was provided under the control of the Engineering Office of the municipality.

The water tower is a beautifully designed industrial historic building that determines the appearance of Szeged. With the water tower of Margit Island in Budapest it is the first building constructed from reinforced concrete in the country. It was built between 1902 and 1904 according to the plans of Dr. Zielinszki Szilárd (1860-1924) who was the first Hungarian doctor of technical sciences and the introducer of the construction with reinforced concrete. Korb Flóris and Griergl Kálmán were his architects. Thanks to the builders, Feund Henrik and Sons, the water tower with a capacity of 1,000 m3 is still working today. 
In 1930 due to over-consumption a 140-180l/day/person shortage in water supply was caused and the steam engine was replaced by pumps operated with electricity.

In 1927 a hot artesian well was drilled that has been supplying hot water for the Thermal bath ever since then. 

After World War II, the boundary of Szeged was redrawn and its territory shrank from 816km2 to 112km2. (It has lost the surrounding farms). After the nationalization of the water systems in 1949. the Szegedi Water and Sewage Company was established.

The need for sewer network development became urgent and in 1957 a new sewer network plan was accepted based on Árpád Farkas’s plans from 1911.

In 1970. The Water and Sewage Company (Szegedi Víz- és Csatornaművek) and the baths operating company (Szegedi Fürdők és Hőforrás Vállalat) joined and formed one company while in 1973 the networks of settlements in the agglomeration of Szeged were joined (Algyő, Kiskundorozsma, Szőreg, Tápé, Gyálarét). By this Szeged’s  territory grew to 356km2.

In the 1970s the big industrial users separated from the network and created their own individual supply because the company’s main duty was to supply water for the population.

In 1994, a sewage treatment plant was established in Algyő. This was the first time when sewage was discharged  to the river after treatment. However, Algyő became independent from Szeged again from in 1997. Based on 1995 statistics 98.9 per cent of the households were connected to the  water supply network, while the figure was only 66.3 per cent for sewerage, and none was treated (except in Algyő).
In 1994 the municipality decide the privatization of the operating company and it dissolved into four companies, three with private investors (multinational companies) involvement according to the agreement between the municipality and a private investor consortium. In 2001, the general agreement of 1994 was renegotiated. Today, the services (water supply and sewerage) are provided by the company with private involvement. 

Environmental legislation made sewage treatment compulsory and in 1998 the new sewage treatment plant started operation (mechanical treatment) and the biological treatment is expected by 2006.

Table: Key strategic decisions of Szeged City Water and Sewage Works, 1844-2004
	Year
	Episode
	Reason
	Outcome
	Organisational change
	Stakeholders

	1844
	Canalization programme
	Sewage represented health hazard
	First sewers laid down connected
	
	City council, landowners

	1862
	Small water supply network  development
	Need for healthy drinking water 
	Surface water of Tisza was filtered and led to some HHs, 
	Water supply under concession agreement
	City council, HHs, Private company, 

	1879-1904
	Network development after the Great Flood 
	Almost the whole city was destroyed by the flood
	Network development, one tenth of the currently used sewerage network was laid down
	
	City council, landowners

	1887


	Artesian well drilled (Zsigmondy, Béla) 
	Need for healthy drinking water, to avoid epidemics 
	The first artesian well provided good quality water till 1920
	
	City council, HHs 

	1892-1894-1904
	supply network in municipal ownership,  capacity increase, operation change
	in adequate operation, bad quality of surface water
	Abandonment of the use of surface water, plans to increase capacity for daily consumption municipality overtook the operation of the system, 
	First the network, then the operation was overtaken by the municipality
	City council, private company

	1927
	Hot artesian well drilled
	Research for healthy drinking water
	Water for the hot thermal bath is provided by the well since then
	
	City council, engineers, bath

	1949


	nationalization
	Change in the political system, legislation
	State ownership over the network, municipal operation
	
	State, city council, waterworks

	1970-1973
	Company and settlement integration
	Organisational 
	The company operating WS and WWS joined with the bath operating company forming one company, also 5 settlements of the agglomeration joined Szeged
	One municipal operated state owned company, also took over the network operation of the 5 settlements
	State, city council, companies, municipalities of the 5 settlements

	1970
	Industry separation
	Shortage in water supply, priority to HHs regarding network supply
	The industrial companies drilled their own wells for self supply
	Change in customers
	City council, company, industry

	1994
	privatization
	Improve services, lack of financing 
	The establishment of new company with MNC involvement for the operation of the services
	Network in municipal hands, operation by PPP
	City council, MNC, political parties, trade unions, employee forums,  HHs, 

	1998-2004
	Sewage treatment
	Environmental legislation
	Mechanical sewage treatment started in 1998 (1994 small % was treated), biological treatment expected by 2006
	New facility to operate
	City council, company, financial institutions, landowners, HHs


HH = households
WWT = wastewater treatment
WS = water supply, WWS – waste water service
MNC =multinational companies
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� In an old saying this double function of the Tisza was grabbed: ‘Those who drink the water of Tisza drink their own water back.’  


� In summary, 


1867-1892: network development and operation of water supply is under concession agreement


1892-1904: network becomes municipal but operation is still private


1904-1949 network and operation is municipal


1949-1992 	network state ownership, operation municipal


1992-1994 	network and operation municipal


1994-		network municipal and operation is municipal-private with MNC involvement
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