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1. Changes of the Organisation

Before the change of system, water supply and sewerage services were provided by the Jász-Nagykun-Szolnok County Water and Sewerage Company in the city of Szolnok. In essence, this company operated the state-owned water public-utility assets. The regional company was set up in 1962, through the merger of smaller local water companies. In 1968, the company’s activities were extended to include the operation of the public baths (and swimming pools?). Apart from some minor restructuring projects, the organisation remained unchanged until the change of system. The regional company consisted of 7 administrative divisions. The company was based in Szolnok, which is where the company’s central functions, equipment and experts were concentrated. (These included the computer technology centre, the laboratory, the workshops, the water meter repair and calibration workshops, the technological development basis, as well as valuable equipment and the complete administration.)

After the change of system, the public-utility assets were transferred to local councils, (in line with the local councils act of 1990); however, until 1992, these assets were operated and the services provided by the regional company. Local councils considered several options as regards further possibilities. After the public-utility assets were transferred in 1992, 12 municipalities decided to operate independent water and sewerage companies. The remaining 64 municipalities set up a closed company for three years on December 23, 1992, as the legal successor of the former regional water company. (The number of the municipalities participating in the shareholders’ company later increased to 66, because two municipalities split up.) The municipalities contributed the public-utility assets they now owned as registered  capital into the shareholders’ company, and the operating assets were recorded as capital reserves. (The contribution of the public-utility assets into the shareholders’ company gave rise to disputes in the court of registration, because many believed that, according to the company act, it is only possible to contribute negotiable assets into a shareholders’ company, while local councils’ public-utility assets were considered to be negotiable to a limited extent only. Others believed it would have been possible to contribute the public-utility assets;; however, they should have been recorded as capital reserves instead of registered capital. (This is what happened in the case of the limited liability company of Szentes, for example.) 

Finally, after some disputes had been settled, agreement was reached by the second half of 1993 with the 12 municipalities which split off from the former regional water company on division of the formerly shared operating assets. The companies created here are only partly (as regards labour issues, for example) legal successors to the regional company.

The shareholders’ meeting of the shareholders’ company, which operated from January 1, 1993, until December 31, 1995, was made up of the delegates of the 66 shareholder municipalities. Due to the high number of participants and the incompetence of the delegates - usually mayors -  the shareholders’ meeting took decisions very slowly, and, quite often, there were tensions between municipalities with higher and lower production costs. (Water fees were uniform across the area of the shareholders’ company.) Consequently, it became clear that it would not be possible to continue operating the water supply and sewerage services of  the 66 municipalities as a unified organisation for more than the specified time of operation. The shareholders’ company’s activities worked out accordingly, and by the time it rounded off its operation, the partners created the new organisation which served as the framework of water supply and sewerage services from January 1, 1996, on. 

In December, 1995, the regional water supply and sewerage shareholders’ company was closed down with succession. The regulations allowed for several types of organisation for operating water public utilities, as state-owned or local council-owned institutions, as companies majority-owned by the state or by local councils, or through transferring operating rights by concession contracts. 

Of the 66 municipalities, approximately 39 municipalities continued water supply and sewerage services through 8 legal limited liability companies, which were organised for the areas that were able to work together efficiently, sometimes following the area of operation of the former divisions. 

The remaining municipalities set up non-legal (?) companies. In this case, it was slightly easier to divide the assets than in 1992, as the negotiating partners had already gained experience regarding working together in the shareholders’ company, and set up the organisational framework for the division of the assets within the shareholders’ company. Nevertheless, there are still some disputes that remain open. 

Szolnok and 6 surrounding municipalities decided to jointly invite bids for the concession of the operating rights of water supply and sewerage services. The association was required by the fact that, under the regulations, as the facilities concerned were technically connected - approximately 2pc of the  above-above-ground waterworks in Szolnok belonged to  those 6 surrounding municipalities, they had to be considered as one block for the purposes of the concession tender. 

Bids were submitted by eight bidders, including foreign companies, for the international tender invitation. Four bidders came through from the pre-qualification round. The tender was finally won by the president and CEO of the former regional shareholders’ company. 

It must have played an important part in the decision that the bidder is a local expert, who undertook several commitments in the bid, including the following ones: 

· to lay off as few workers as possible and to try to provide redundant workers with opportunities of starting over, which was considered particularly important in Szolnok, which would have been hit hardest by a major staff cut as this is where the former regional company  was based

· as far as possible, not to bring foreign capital into the company 

· to work with local businesses 

· to operate the public baths of Szolnok 

· to raise water fees to a limited extent 

· to take part in raising funds for major capital investment projects

As was laid down in the concession contract, the one-man company Water and Sewerage Works Concession Rt Szolnok (VCSM Rt) was set up with registered capital of HUF 10m within 90 days and was registered on August 11, 1995. VCSM Rt provides water supply services in the city of Szolnok and the above-mentioned 6 municipalities as a concession company as well as sewerage services in Szolnok and a further three municipalities  It also operates   the city’s two public baths(Somehow I just can’t in\magine that Szolnok has baths; these MUST be swimming pools). The concession company was also the general contractor and later became operator of two major investment projects in the city, the modernisation of the water treatment technology of the above-groundabove-ground waterworks and the construction of the city’s sewage treatment plant. Furthermore, the concession company also performs the management of the issues relating to the shared assets of the former regional shareholders’ company, which has been transferred to it by the city of Szolnok.

The public-utility and operating assets required to providing water supply and sewerage services are still owned by the local councils concerned, with the shareholders’ company holding utilisation rights only. (Another concession company in the same county has become owner of parts of the assets it is operating.) The concession company provides water supply services in a further 5 municipalities on a contractual basis. These municipalities do not belong to the waterworks of Szolnok; here, water is extracted from 13 deep-bored (Hmm, I like this “deep-bored”) wells. The remaining 16 municipalities have chosen other modes of operation, including local council-owned limited liability companies or external contractors. 

Furthermore, the shareholders’ company also created three limited liability companies, which perform material supply, water quality control and information technology services. The limited liability companies are owned by the shareholders’ company, but all three limited liability companies provide services on a contractual basis to the shareholders’ company, which is their main customer. The financial manager of the shareholders’ company’s believes this is beneficial for the company because, even though the services are more expensive, the shareholders’ company does not need to support the limited liability companies; they are independent companies, also undertaking other work, and generate   a surplus. The shareholders’ company, as the owner of the limited liability companies, take 75% of this profit away from them; however, this money is reinvested into the companies to ensure their stability. (In 1998, this amount was spent on raising the companies’ registered capital from HUF 1m to HUF 3m.) Furthermore, the shareholders’ company has an adequate overview of the companies’ operation through supervisory boards. This arrangement is also beneficial (again, another great word instead of “favourable” ) because it made it possible to maintain the experts of the former regional water company and the necessary assets. If they had performed these functions as part of the shareholders’ company, there would have been staff cuts. 

2. The Current Situation of VCSM Rt

The concession company has been operating water supply and sewerage services in Szolnok and a further 11 municipalities since January 1, 1996, and will continue doing so for 35 years, according to the concession contract. The shareholders’ company is a one-man company, currently employing 312 full-time workers. The majority of the workers were employed by the former water company, as most of the former staff was preserved in the restructuring. The shareholders’ company currently has registered capital of HUF 30m (it was raised from the earlier HUF 10m in 1998). The shareholders’ company supplies a population of 109,000 with drinking-water, and provides sewerage services to 59,000 people. The company produced 8,745,000 m3 of water in 1998, the difference between this figure and the amount sold is approximately 30%, more than half of which is used internally by the company (for cleaning the equipment and supplying the baths with cold water), with actual losses totalling approximately 15%. The amount of sewage disposal was 4,423,000 m3 last year. This figure has been increasing, partly as a result of the continuous expansion of the sewerage network in the city of Szolnok, and partly due to the establishment of sewerage in the surrounding municipalities and the connection of these networks with the new sewage treatment plant. (According to plans, the city’s sewerage network will be close to 100% by the year 2002.) Currently, the total length of the water supply network is 597 km, and the length of the sewerage network is 269 km. Institutional and industrial consumers account for approximately 60%, and households for 40%.

Beside the company’s founder and president-and-CEO, the Board of Directors (11 members) and the Supervisory Board (13 members) also play an important part in the shareholders’ company’s organisation. 

In addition to the regional water company’s main activity, supplementary activities (mainly industry, construction) have always played a considerable role. The current shareholders’ company has followed this model, registering a further increase of the share of these activities (industry, construction) within total net sales revenue, from 51% in 1996 to 59% in 1998. The company draws up its business plan and fixes prices in a way that water supply and sewerage services break even, and the losses of the public baths are counterbalanced by the profit generated by the industrial activity and construction. The primary customer of the latter is the city council, which is not interested in giving commissions for projects which cannot be carried out profitably, as these provide the resources for financing the losses of the public baths, which make losses almost everywhere in the country. (The system of cross-financing is not new; it also continues the practice of the former regional water company.)

3. Evaluation of the Various Forms of Organisation

Evaluation of the Closed Company 

One of the strengths of this form is that important decisions are taken by the shareholding   local councils, which are also directly effected by the company’s operation. Another advantage was that setting up the closed company did not require property assessment, which would have been rather costly. Restructuring did not require major expenses either. However, as a result of the large number of shareholders, decision-making was rather slow and difficult, which, in addition to the large number and widely differing interests of the participants, was also due to the fact that local councils often tried to assert political interests at the expense of professional ones in the decision-making process. One of the main reasons for setting up the closed company for a specified period was to give local councils time, to save them from having to take a hurried decision on the form of ensuring water supply in the future and on selecting a contractor to operate the waterworks. Another important motive was to prevent the assets of the regional water company from being squandered, and, wherever several municipalities are able to work together, to create a new, shared organisational framework. As a result of the transfer of assets following the change of system, the assets of regional companies were ‘snapped up’ in many places; later on however, these local companies had problems with operating the assets independently. Currently, the competent ministry favours the integration of smaller local water companies. 

Evaluation of the Current Form of Organisation 
One of the strengths of the current form of organisation is that the local councils concerned have a say in the company’s management; however, not from the position of shareholders. Thus, professional work (operation) and political views are separated. Local councils delegate their representatives to the shareholders’ company’s Board of Directors, which has eleven members, while twelve of the thirteen members of the Supervisory Board are delegated by the mayors of the local councils. The Supervisory Board stays in contact with the company on a quarterly basis and can view the company’s books at any time. However, as local councils do not own the shareholders’ company, political decisions can be avoided in taking fundamental decisions concerning the company’s operation; it is possible to take decisions on the basis of professional criteria and in line with the regulations. (On behalf of the shareholders’ company, decision-making on fundamental issues belongs to the competence of the owner of the one-man company.) Thus, in this respect, the holder of the concession right is in a totally different position from that of the appointed managing director of a local-council-owned company. The holder of the concession right is an equal partner who does not depend on the local council. Of course, the views of local councils, expressed through the Board of Directors and the Supervisory Board, have  to be taken into account in decision-making, since, as the other contracting partner to the concession and operation contracts, they can resort to sanctions provided by the regulations in extreme cases. There have been no such cases yet. 

Compared to a simple operation contract however, concession is a long-term relationshipship, which offers security to the service provider, an opportunity to think in the long term, which means chances are lower that the service provider will manage the assets in a wasteful way. (It is in the service provider’s interest to ensure good quality investment and reconstruction projects as the same service provider will continue operating the assets in the coming years.) The key to a concession relationshipship is the concession contract. Much will depend on the concession contract in case of possible problems and non-performance as regards the contracting partners’ negotiating positions. If the local council is not cautious enough at the time of signing the contract, or if there are no good alternatives, or if they sign a bad contract simply for lack of experience, this can lead to major problems later. The local council’s aim is to provide services smoothly and to continuously improve the quality of the services, and the system of inviting tenders provides a good basis for that. The concession tender also offered a sense of security, as it became clear that the local council is not as dependent as it had believed; there are several companies bidding for the services. Nevertheless, the tender was won by the director of the former water company, because he knew the local conditions and problems best, and was therefore able to submit a well-founded bid focusing on the issues that were important to the city.  

4. The Relationship between VCSM Rt and the Szolnok City Council 

The concession company is a one-man company, it’s the owner being the current director who won the concession tender. He exercises the powers of the shareholders’ meeting, while the local councils have an overview of the company’s operation through their delegates and mayors in the Board of Directors and the Supervisory Board. The eleven members of the Board of Directors are deputies of local councils (five deputies from Szolnok), while twelve of the thirteen members of the Supervisory Board are mayors of the local councils and its 13th member is the president of the board, delegated from Szolnok. 

The Board of Directors and the Supervisory Board have to approve the shareholders’ company’s business plan and annual report every year. Furthermore, the Supervisory Board stays in contact with the company on a quarterly basis. Furthermore, the shareholders’ company consults with the Supervisory Board concerning every document regarding the local councils before they are presented to deputies. Local councils believe this offers an adequate overview of the company’s operation.

It is the local councils’ task every year to fix waterfeefees (Now she should learn from you). As the business plan and the annual report are not presented to local councils, this is the only point where local councils have a say in the company’s management. In the case of Szolnok, the process usually takes place smoothly; however, there are often problems at the smaller municipalities, where it is more difficult for the deputies to approve the proposed rate rises. The relationship between the shareholders’ company and the City Council and the Mayor’s Office of Szolnok is good; several deputies are also members of the Board of Directors, but it is also important that some deputies and local council officials used to work for the regional water company, and vica versa, some of the shareholders’ company’s employees used to work for the county or city administration. In addition to the framework set by the regulations, personal relationships also play an important part in the relationship. For the same reasons, there is a good relationship between the shareholders’ company and the local council’s committees concerned, the economic committee and the city development and environmental committee.

5. Water Fees

The concession company fees a uniform rate for water supply and sewerage services in all the 12 municipalities supplied by VCSM Rt, although production costs are higher at the five municipalities supplied from the wells. Because of the decisive weight of the city of Szolnok, these additional costs only have a minimum impact on the prices. Another reason why the city of Szolnok does not protest against this is because the shareholders’ company operates the city’s public baths, which generate losses for the company.

VCSM Rt do not make a distinction between industrial/institutional and household consumers, but apply uniform rates, because they believe that preferential rates must be based on some political reason (for example, the intention to attract businesses to the area, to reduce the burdens of the population or lower sewerage rates to encourage connections). They believe that all consumers should pay for actual costs. VCSM Rt do not supply industrial water, only drinking-water. It is not necessary to supply industrial water as most major industrial companies (MOL, TVK, paper-mill, Meat Company) have their own wells and sewage treatment plants. (They would not be allowed to let this industrial sewage flow into VCSM Rt’s sewerage network anyway, unless they treated it beforehand; however, considering this, it is more cost-efficient for them to operate their own sewage treatment plants.) Thus, the water company provides these companies with communal water and sewerage services only. 

The concession contract stipulates that the company is not allowed to raise its rates by an extent exceeding the inflation rate; however, local councils have been willing to approve higher rises than that, (because of declining sales in volume terms) in order to meet the requirements of the law on the security of business. The water company currently fees HUF 131/m3 for water supply and HUF 72.5/m3 for sewerage services. 

History:

Before the change of system, the regulation of the water fees belonged to the competence of the competent ministry. At that time, water fees were uniform across the county, while production costs were lower in Szolnok.

Before the change of system, water supply was a rather cheap service for the public because the sector was heavily subsidised by the government. Household consumers paid approximately 20% of the real price, which however, was not disadvantageous for the water company, because they received the remaining amount every month from the central budget. At that time, the central price authority classified water supply and sewerage rates as fixed price categories, which included amortization as well (from the year 1968). At that time, one price was approved for every water company, irrespective of the different production costs of various municipalities. It was for this reason that the Water Management Fund and the system of equalisation of water feefees were set up. This system was designed to compensate for the difference between the centrally fixed price and real losses/profits.In this way, the government managed to subsidise the areas where the costs of water production and sewage disposal and treatment were the highest, and also provided the funds required for investment projects through the Water Management Fund. Jász-Nagykun-Szolnok County was always a contributor in this system. The system of equalisation of water fees was abolished by a central measure as of December 31, 1989. From 1968 until the mid-80’s, water supply and sewerage services were profitable almost everywhere; from then on however, there were losses registered in a growing number of areas, which could be counterbalanced for a while through involvement of industrial and other activities, but this did not solve the problem that the water companies’ main function is a loss-making activity. (The operation of the public baths became a loss-making activity earlier.)

 After the change of system however, state subsidies were partly withdrawn from 1990 and the government ceased to subsidise the sector from 1991. Household prices of water supply increased from HUF 2 to HUF 20.50 over two years, and sewerage fees rose by a similar extent. From 1990 on, water and sewerage fees became official prices fixed by the authorities, with the lowest and highest prices fixed by the competent minister. The system of consumer price subsidies changed as well;  the subsidies are now given to local councils on the basis of the amount of household consumption. (In 1998, this amounted to HUF 3.4bn.) 

From 1993 on, water and sewerage rates included VAT, (first it was 6%, then 10%, and then it was raised to 12% from 1995), which increased prices further. Until June 30, 1994, it was the competence of the Ministry of Transport, Telecommunication and Water Management to fix water fees; since then, this right has been exercised by local councils.

Water and Sewerage Fees in Szolnok, 1985-1999

	YEAR
	WATER PRICE HUF/M3
	SEWERAGE PRICE HUF/M3

	
	
	Of this, household price
	
	Of this, household price

	
	
	
	
	

	1985
	10.80
	2.00
	5.50
	0.80

	1986
	11.80
	2.00
	6.50
	0.80

	1987
	11.80
	2.00
	7.50
	0.80

	1988
	14.00
	2.00
	10.00
	0.80

	1989
	17.00
	2.00
	12.00
	0.80

	1990
	21.00
	11.30
	12.90
	5.30

	1991
	27.40
	20.50
	15.20
	9.50

	1992
	34.30
	20.10

	1993  Jan-Sept
	38.20
	22.80

	1993 Oct-Dec
	46.30
	26.60

	1994
	56.00
	32.00

	1995
	70.00
	40.00

	1996
	80.50
	46.00

	1997
	96.60
	55.20

	1998
	114.00
	63.00

	1999
	131.00
	72.50


Of course, this dramatic increase in household water and sewerage prices had an impact on consumption as well. The amount of water and sewerage sales has been steadily declining since 1990. (So far, the shareholders’ company has provided sewerage services in the city of Szolnok only. In the other 11 municipalities supplied by the concession company, water sales have increased because new pipelines have been constructed in the meantime, and the same is true for sewage disposal in Szolnok, where the sewerage network has been steadily expanding over the years, which has influenced sales.) Household drinking-water consumption declined 10% a year from 1989, which slowed down to 4-5% in recent years. Approximately 15% of household consumers use less than 1 m3 of water a month, with 30% using less than 3 m3. This has resulted in considerable changes in water consumption habits.

Water Sales, H1 1990-1999

	
	CITY OF SZOLNOK 
	OTHER 11 MUNICIPALITIES
	TOTAL

	
	Sales 

volume 

1,000 m3
	Net 

Sales

revenue 

 HUF 1,000 


	Sales volume 1,000 m3
	Net 

sales revenue

HUF 1,000
	Sales 

volume 

1,000 m3
	Net 

sales revenue 

HUF 1,000

	1990
	11,083
	170,261
	1,242
	15,314
	12,325
	185,575

	1991
	8,833
	225,240
	1,049
	22,049
	10,882
	247,289

	1992
	8,261
	278,992
	1,100
	36,199
	9,361
	315,191

	1993
	7,309
	291,667
	1,114
	44,315
	8,423
	335,191

	1994
	6,669
	358,176
	987
	53,164
	7,656
	411,340

	1995
	5,778
	390,839
	882
	59,636
	6,660
	450,475

	1996
	5,872
	467,493
	937
	74,760
	6,809
	542,253

	1997
	5,346
	508,002
	884
	85,362
	6,230
	593,364

	1998
	5,128
	575,431
	915
	103,738
	6,043
	679,169

	1999 H1 
	2,425
	312,359
	379
	49,746
	2,804
	362,105


Sewage Disposal H1 1990-1999 

	YEAR
	CITY OF SZOLNOK 

	
	Sales volume 1,000 m3
	Net sales revenue HUF 1,000

	1990
	9,023
	76,632

	1991
	8,134
	93,972

	1992
	6,828
	134,981

	1993
	6,084
	144,344

	1994
	5,669
	173,864

	1995
	4,837
	186,751

	1996
	4,869
	221,645

	1997
	4,436
	239,743

	1998
	4,414
	272,872

	1999 H1
	2,150
	152,939


The right of fixing water and sewerage rates has been the competence of local councils since June 30, 1994, which, of course, results in various conflicts between water companies and local councils, mainly as regards smaller municipalities, which usually approve the price proposed by VCSM Rt only a few months later than the city of Szolnok, where the city council has more well-qualified and competent members who accept the arguments supporting price-fixing more easily. 

Furthermore, as a consequence of the shareholders’ company’s organisation, the shareholder consults the Board of Directors and the Supervisory Board first (five members of the board of directors are deputies of the Szolnok City Council, the president of the Supervisory Board and one member is delegated from Szolnok, and the other 11 positions are filled by mayors of the surrounding municipalities); thus, if the price is approved by the Board of Directors and the Supervisory Board, the proposal will be communicated by the mayors to local councils.

The price is fixed on the basis of a general formula, which includes:

· Material and energy costs (multiplied by the producer price index), these made up 33% of costs in 1999

· Wage costs (multiplied by average wage index), which accounted for 45% of costs in 1999

· Amortization (multiplied by amortization index), which amounted to 1% in 1999, due to the concession

· Other costs, concession fee (multiplied with other costs index), this amounted to considerable expenses in 1999, due to the completion of major investment projects (the concession fee was HUF 330,437,000 in 1999)

· Water and sewerage sales (multiplied by volume change index), sales volume was lower in 1999, calculating with a 4% decline

Furthermore, a minimum amount of profit has to be ensured for the shareholders’ company, in line with Act LXXXVII/1990. (Paragraph 8 of the Act stipulates that the price has to be fixed in a way that will ensure that it covers the expenses of the efficiently operating business as well as the profit required to operation.)

Collection of Water and Sewerage Fees, Consumers’ Willingness to Pay

VCSM Rt bills consumption on the basis of the amount of the water and sewage used every month to households and to representatives of owners in case of blocks of flats. 
In order to improve the efficiency of the collection of water fees, collectors’ wages depend on the efficiency of collection; thus, they are motivated in collecting water and sewerage fees. Still, there were 356 households which had arrears in 1998 in Szolnok; 191 cases with arrears below HUF 10,000 (to a total value of HUF 1,000,094), and 167 cases with arrears between HUF 10,000 and HUF 100,000 (to a total value of HUF 3,553,000).  Companies’ willingness to pay is quite good, as the companies that were set up at the time of the change of system and proved unviable have gone bankrupt in recent years, and those that survived are relatively stable. Arrears are mainly accumulated by central budget funded institutions; however, this only results in constantly delayed payment. The institutions never go as far as getting excluded from service. It is always sufficient to threaten them with exclusion. To sum up, it can be established that approximately 90% of the bills are settled within eight days, a further 5-8% are collected within 60 days, and consumers with long-term arrears make up approximately 2%. Of household consumers with arrears,  the sanction of exclusion from service is applied against individual consumers (family houses). In smaller communities, two or three such cases considerably improve the willingness to pay, and this sanction is applied in approximately 10 cases. Owner-occupied blocks of flats usually pay their bills at the last minute before the sanction is applied, since their representatives are reluctant to take on the inconveniences involved, mainly because 85% of the flats in these blocks are supplied with submeters and the willingness of these consumers to pay is close to 100%; however, a whole block of flats can only be switched off at the main meter, which means that those paying their bills would be sanctioned as well along with those who have arrears. 

Theoretically, those accumulating arrears can be supported from the local councils’ welfare funds; however, these funds are rather limited and are used for financing many other - usually larger - debts as well, such as rent, heating, gas, electricity, waste disposal, and communal fees, and repayment of OTP housing loans).

6. Financing of Investment Projects

Currently, all households in Szolnok are supplied with drinking-water and 76% of the households are connected with the sewerage network. 

In addition to operation of the water supply and sewerage services, the tender invitation for the concession also included two major investment projects in the city of Szolnok that bidders had to undertake to carry out as general contractors. These were the modernisation of the water treatment equipment of the  above-ground waterworks and the construction of the sewage treatment plant. Furthermore, in bids submitted for the concession, bidders had to specify projected developments for a 15-year period. 

Water public-utility investments played an important part in Szolnok over recent years, mainly because of these two major investment projects. Central budget funds played a considerable role in financing these projects, as, due to the high investment costs, it would not have been possible to implement them without central budget funds. The chances of obtaining central budget funds certainly plays a role in taking investment-related decisions; however, the extent to which the given area is supplied with public utilities is also important. Due to the two big water public-utility investment projects (and then the third major water-related investment project, sewerage construction), the share of investment costs increased within budget expenditures from 1996, making up 20-21% of all budget expenditures. Between 1996-1998, these accounted for almost all investment expenditures, with only a few minor road constructions (at investment costs of HUF 20-30m) and a purchase of health care equipment (HUF 17m) taking place in addition to these two major water-related developments. With the completion of the two big investment projects (sewage treatment plant, above-ground waterworks), local councils’ investment-related expenditures dropped in 1999 to approximately 8% of budget expenditures, which is entirely spent on sewerage construction. (Thus, in 1999, the only type of municipally financed investment project is sewerage construction.) When the sewerage construction project is completed, the local council’s investment plans for the coming years will focus on road construction (they have a five-year road network development programme), after that however, the local council will have to cut investment expenditures and focus on managing the accumulated debts. However, the local council still has reserves, which could be used on investment financing such as marketable real estate in the city centre.

Sources of Investment Financing: 

· earmarked central budget funds 

· central budget target funds 

In the water management sector, the system of central budget target funds is rather fixed;, there are no major changes from one year to the next as regards the development to be supported. This is also due to Hungary’s projected EU accession, in which environmental development such as sewerage construction and sewage treatment will be given priority. Due to the high number of applications for support;, it is not sufficient to be entitled to the funds in order to obtain some. As the available funds are limited, in the course of the assessment of the applications, it often happens that funds are allocated to support only part of the technical content of the projected investment. In such cases, it is typically the auxiliary infrastructure of the investment that is left out of the support, which can make it difficult to put into operation the funded investment itself. Another problem of the system of target funding is the fact that it is often impossible to adjust the scheduling of the investments to that of the funding, which slows down the projects and thereby results in additional costs. 

· Central Environmental Fund (KKA)

· Water Management Fund (VA)

· contributions by thepublic , or instead, preferential loans obtained by creating the water public-utility association (In Szolnok, there is one single water public-utility association uniting development areas; there are no separate associations organised for every area)

· other Hungarian and international loans

· PHARE funds

· the local council’s own resources

For the city council of Szolnok, these come 1.  from the local council’s own revenues (revenues from local council-owned assets, tax revenues, etc...) 2. from the concession fee paid by the concession company. 

The concession fee is an amount fixed every year on the basis of the concession contract, which VCSM Rt pays as a quasi-”rent” for the operation right of the local council-owned public utilities. Under the concession contract, during the two big investment projects the company has to transfer the value of the amortization to the local council; however, the Szolnok city council has passed a resolution, which stipulates that this amount is to be entirely spent on investment.
 (During this time, the company will not be able to manage major disasters, water main bursts, etc.; it will only be able to finance minor repair works. Should there by any problem requiring considerable expenditures, it would have to be managed from some other resources. Fortunately, this has not been necessary. (The costs incurred by the floods of '98-99 were financed from government funds.) From the year 2000, when the big investment projects will be completed, the concession fee to be paid by the shareholders’ company will be 75% of the annual pre-tax profit, which the local council will have to spend on water-related developments, also in line with the contract. (From that time on, the shareholders’ company will retain the amortization, which, in line with the 15-year investment plan laid down in the concession contract, will be spent on reconstruction works and on establishing a reserve water base. The concession fee reinvested by the local council will also be spent on implementing this investment plan.

Major Water Public-utility Investment Projects Underway or Projected for the Near Future in Szolnok

1. Modernisation of Water Treatment Equipment of  Above-ground Waterworks

The implementation of this project began in 1995 and was completed in 1998; it was officially opened in 1999. Total investment costs amounted to HUF 1.663bn including VAT (HUF 1.330bn not including VAT). The investment project was partly financed from central budget target funds (approximately 50%), as well as support from the Water Management Fund, concession fee and the local council’s own  resources.

2. Szolnok Sewage Treatment Plant

The implementation of this project began in 1995 and was completed in 1999. The test operation of the plant is currently underway. The sewage treatment plant will fulfil a regional function; thus, the sewerage network built in the municipalities surrounding Szolnok will also be linked with the plant. The plant has daily sewage treatment capacity of 32,000 m3. Investment costs totalled HUF 1.500bn. The project was financed from earmarked central budget funds (25%), KKA support (reimburseable and non-reimburseable), PHARE support, and the city council’s own resources from concession fee and borrowing (HUF 560m EIB loan, bridging and other OTP loans.)

3. Sewerage Construction

a.) Sewerage construction in Alcsi-Kertváros-Szanda

The investment project cost HUF 519m including VAT. (Including the debts and the remittance of the target funds for the VAT reimbursed, costs came to HUF 595m.) Approximately 30% of total costs were financed from target funds, with the remainder financed from VA and KKA support (non-reimburseable), as well as from city council funds and from preferential loans taken out by water public-utility associations.  

b??? Sewerage construction in the city centre of Szolnok,  zone I-V.

Gross investment costs totalled HUF 1bn. (Including the debts and the remittance of the target funds for the VAT reimbursed, costs came to HUF 1.1bn.) Approximately 30% of total investment costs were financed from target funds (5 different target fund applications), with the remainder financed from city council funds and from preferential loans taken out by water public-utility associations. 

c.) Sewerage construction, Szolnok, zone VI.

This investment project will make the city’s sewerage network virtually complete. Investment costs total HUF 1.9bn (including the debts and the remittance of the target funds for the VAT reimbursed costs will come to HUF 2.56bn). The project is financed from target funds (HUF 969m so far, the application was submitted for 40% of the gross amount, because they applied for the funds jointly with an associated municipality); furthermore, they are also applying for the Rural Development Target Fund (of the requested HUF 50m, they received HUF 35m), as well as a preferential loan taken out by the water public-utility association (these funds will not be considerable, as the  people who live in the area are aged and belong to lower-income groups) and the concession fee. The public purchase procedure for this investment project is currently underway. Of the twelve bidders, eight came through from the pre-qualification round.

The general contractor of the sewerage construction works already underway is also VCSM concession Rt. As the investment project was already begun before the target funds were allocated, the project is scheduled to be completed in 2001, one year before the originally planned deadline. One of the sources of financing is the concession fee, which, theoretically, can only be spent in the given year. In order to complete the investment as soon as possible, the company paid this sum in advance to the city council, which, naturally, will spend it on the investment project. (In this case, the concession fee is already 75% of the pre-tax profit, and if the company’s profit is less than planned, the city council has to round off the amount.)

The Liability Portfolio of the Investment Projects

In drawing up liability portfolios, the main criteria was to ensure that the implementation of various investment projects should not result in a lack of resources which would make it impossible to carry out further investment projects. City council funds, which are necessary beside central budget funds, were managed in a way that, using additional liabilities differing from the original liability portfolio and obtained for the given investment projects, the investment programme was completed with additional elements. (Thus, the additional liabilities obtained were not used for substituting for other elements of the original liability portfolio, but as savings that can be used on further elements of the investment programme.) For example, the original liability portfolio of the sewage treatment plant included HUF 560m in borrowing. This was the time when the PHARE-programme was launched. As it turned out, to obtain the PHARE-support required borrowing of an equal amount from the World Bank or the EIB. Eventually, Szolnok received an EIB loan. This means that interest rates are higher than they would have been with a loan from a Hungarian bank; however, they received a non-reimburseable PHARE-support. On the basis of the sewage treatment capacity considered necessary by its experts (the originally planned capacity was 60,00 m3, and the bank considered 32,000 m3 as justified), the bank granted a HUF 380m loan. (As disbursement of the loan was delayed because of the slowness of administration, it was necessary to take out OTP bridging loans of a combined HUF 380m in 1997 and 1998.) The originally planned borrowing of HUF 560m was fulfilled by taking out a further OTP-loan. The obtained PHARE support however, was not used for substituting for some other element of the original liability portfolio; instead, they spent it on the following sewerage construction project. If the city council manages to obtain some funds in a similar way, in connection with the liability portfolio of the sewerage construction project, those will be spent on improving water quality in the Alcs branch of the River Tisza.

National Economic Investment Projects, 1992-1999 H1

(New purchases of assets and equipment are considered national economic investment projects.)

	YEAR
	TOTAL 

HUF 1,000
	Of this SZOLNOK 

HUF 1,000

	1992
	177,233
	133,009

	1993
	268,693
	188,003

	1994
	143,664
	99,998

	1995
	194,447
	106,888

	1996
	43,974
	43,619

	1997
	51,194
	50,741

	1998
	208,122   (?)
	50,962

	1999 H1
	14,818
	12,318


Note: 1992: for the 76 municipalities supplied by the regional water company


From January 1, 1993 until December 31, 1995: for the 64 municipalities supplied by the closed company


From 1996 on: for the 12 municipalities supplied by the concession company

7. Quality Control

The city of Szolnok and the six municipalities technically linked with the city are supplied with water by the  above-ground waterworks of Szolnok, and the further 5 municipalities supplied by the company have deep-bored wells. The water source of the Szolnok waterworks is the River Tisza; however, this water needs more thorough treatment than the layer water of the artesian wells. Around the turn of the century, there were still artesian wells operating in the city; however, the quality and the quantity of the local layer water would not be sufficient to supply the city anymore. Therefore, the first intake works and water treatment plant on the River Tisza were built as early as 1910, which had a capacity of 2400 m3, which even proved insufficient at the time, and was increased to 4800 m3/day by 1938. The  above-ground waterworks were completed in 1979 and had total capacity of 60,000 m3/day, because the plans of that time already envisaged later developments to provide water supply through a pipeline network. As it was mentioned above in connection with the investment projects, the modernisation of the  above-ground waterworks - officially opened on May 31, 1999 - has been one of the big investment projects of recent years. (In addition to modernising old equipment, this also involved purchasing a new water treatment plant and new equipment, and building a new, state-of-the-art engine-house and a water-basin.) This water treatment plant cleans the water of the River Tisza by ozonisation and activated carbon filtration. The main problem with the earlier system was that the number of algae sometimes exceeded the limit value (particularly when the water-level was low); therefore, it required heavy chlorination, which considerably reduced its quality. The  above-ground waterworks, which have a daily capacity of 60,000 m3, supply the 7 municipalities of the concession. The plant’s capacity is utilised to 35-40%, and to 60-65% in peak time. (Ideally, the capacity of a waterworks is utilised to 75%; however, when water fees were still low, in 1988-89 for example, this capacity was fully utilised; in fact, water consumption had to be restricted in the summer.) The costs of  above-ground water intake are lower; however, it also has disadvantages, for example, water quality is influenced by the water-level in the River Tisza, as well as by water pollution from the municipalities farther up along the river. (This is one of the reasons why the company’s management considers it important to build a reserve water base in the event of a possible disaster.) The city’s used water has been conveyed untreated back into the River Tisza; however, as a result of the other big investment project, the test operation of the sewage treatment plant is currently underway. The plant has sewage treatment capacity of 32,000 m3 a day, which is currently utilised to approximately 50%. It is suitable for supplying the surrounding area, presumably for a long time to come, as the municipalities surrounding Szolnok have no sewerage at all for the moment. However, when these communities build their own sewerage networks, those will presumably be linked with this sewage treatment plant. The company is also interested in this as its revenues would increase.  (A high percentage of the investment costs were financed from central budget and EU funds, because this is a regional plant, and because it is an important condition to EU accession to meet much more stringent environmental standards than the current norms.) The sewage treatment plant conveys the water back into the River Tisza after full biological filtration, and the sewage-sludge is used in agriculture. As the investments projects to improve the quality of drinking-water and to establish sewage treatment have just been completed, the company has no ISO quality assurance certificate and has not applied for such a certificate yet. (There are as yet only 1-2 Hungarian companies which have acquired the certificate, usually for one of their activities only; this is not a generally established practice at the moment.) In addition to being checked by the National Public Health Service (ÁNTSz), the quality of the water supplied by VCSM Rt is also regularly controlled by an accredited laboratory, Techno-Víz Kft, which has been operating as an independent company since January 1, 1996. Earlier, it operated as a department of the regional water company; however, the concession company decided to split off some areas, which proved a better solution in the long term though this means that the shareholders’ company also has to pay a market price for this service.

� In recent years, the amount paid by the company to the city council has been higher than the value of the amortization would have been. Eventually, the company financed approximately 40% of total investment costs, which came from several sources; for example, from early payment of the concession fee for the years 1999 and 2000, and from earlier government development funds, which remained at the company from the time of the regional water company. 








