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I. Introduction

The purpose of this context report is to describe the circumstances and conditions under which decisions on drinking water and wastewater systems are made at municipal level. For that reason this is not a comprehensive study on water management and water systems in Hungary, thus the country background information is limited to the main purpose of the Watertime project itself, especially, since there are other projects where the institutional framework has been described in detail (e.g.the Institutional framework for water management in Hungary EUROWATER-CEC vertical report editors: Dr. István Ijjas and Dr. Lajos Szlávik, financed by National Water Authority 2000).).

The study focusses on two aspects: one is the legal and administrative condition that provides the context for operating water related services (water supply and sewerage) and the other is the specific context within which municipalities are making decisions on water services. Also, attention is drawn to some specific actors and factors having direct or indirect influences on decisions made at municipal level.

2. Country background

Hungary is situated in the Danube Basin. Neighbouring countries are: Austria, Slovakia, Ukraine, Romania, Yugoslavia, Croatia, Slovenia. Her territory is 93.036 km2 .

The population is 10.310.000. The population is decreasing by each year, some pessimistic projection puts the figure around 7.5 million by 2050. Population density is 111,5 capita/km2. Three administrative regions were created in accordance with European Union regional policy. Traditionally there are 19 administration districts: counties (megye), and Budapest is an independent administration district itself consisting of 23 districts within its boundaries. The number of settlements is around 3,600.
Hungary is surrounded by the range of  the Carpathian mountains. The main regions are: the Great Plain (50,800 km2, the Small Plain (5,300 km2,), Sub-Alps (7,200 km2), rolling country of Transdanubia (11,400 km2), Transdanubian Range of Mountains (7,200 km2) , and Northern Range of Mountains (11,100km2). Of particular significance for water management is the feature that the average elevation above sea level is only 100 m. There are only a few places where the elevation is above 500 m. The  highest peak is Kékes (1014 m). Some of the mountains are of volcanic origin, other consist of karstic limestone. The soil is very diverse: chernozems, sands, variations of meadow soils on the Plains, while mainly brown forest soil on the mountains.

Hungary is situated in the temperate climate zone at the meeting point of three influences: continental, Atlantic and Mediterranean. As a result it has its own cyclonic activity. 

The average annual mean temperature and the number of sunshine hours for the regions 11, 4 (C, 2068 hrs; 9,8 (C, 1916 hrs; 9,6 (C, 1700 hours; 11,4 (C, 2002 hrs; 9,3 (C, 1950 hrs; 6,0 (C, 1982 hrs are, respectively.

The average annual mean temperature varies from +8 (C to 11 (C, with mean temperatures in January from -4 to -1(C (the lowest temperature measured was -34,1(C in 1942), and with mean temperatures in July from +17 (C to +22 (C (the highest temperature measured was +41,3 (C in 1950). The mean temperature during growing seasons (April-September) is between +15 (C  and +18(C. The annual mean number of sunshine hours is between 1800-2100.

The annual mean precipitation in the lowlands (mainly on the Plains) varies from 500mm to 600mm, while in the regions at higher elevation (above 150 m) is between 600-800mm. The drier seasons are between October-March, when the precipitation is 200-250mm, and 250-350mm, respectively. Precipitation is higher between April-September 300-350mm, and 350-500mm, respectively. The lowest annual mean precipitation was 480mm, while the highest was 1,027mm.

There are 9 National parks: National Park of  Aggtelek, National Park, of Balaton-felvidék, National Park of Bükk, National Park of Duna-Dráva, National Park of Duna-Ipoly, National Park of Fertő-Hanság, National Park of Hortobágy, Nationl Park of Kiskunság, National Park of Körös-Maros. 

3. Water Resources and Uses
The main Lakes are: the Balaton (598 km2), Lake of Velence (26 km2), Lake of Fertő ( 322 km2  out of which  82 km2 situated within the border of Hungary). 

The main rivers are: Danube 417 km of the total 2860 km is in Hungary (the catchment region is 817,000 km2) and Tisza 595 km of the total 962 is within Hungary (catchment region is 157.186 km2). Other main rivers are: Dráva, Maros, Körös, Szamos Rába.

Most of  the catchment areas of our rivers are situated now (since the Trianon Treaty and the Treaty of Paris) in the neighbouring countries. It means that the unified flood and inland control mechanism of the late XIXth and early XXth century no longer exists.  95 % of the surface water originates from abroad and groundwater tables close to the borders are situated partly on the other side of the borders as well. The water management activities in the neighbouring countries have direct and indirect impact in Hungary some resulting in more and more severe floods, diminishing waterflow during droughts, significant unexpected pollutions, etc. (www.kvvm.hu)

The annual mean renewable water source of Hungary (stream flows from abroad and precipitation) is 168 km3 out of which 49,5 km3 is lost by evaporation. Based on the water related study in Central and Eastern Europe (prepared under the Global Water Partnership Program) the availability of water in enough quantity and in good quality is predicted  by the authors (Kindler-Somlyódy). However, there are three major factors that have a strong impact on it that have been  studied: the three factors are: 1. water abstraction and the placement of used water; 2. reconciling availability of water sources and demand (often they are not corresponding to each other in time and in place), 3. costs of ‘transfer’ of water sources in time and between regions, and purification (Simonffy 2000). E.g. in 1997 out of the available (to be abstracted) 118,5 km3 6,2 km3 was used, only 10 percent was actually consumed and 80 percent was placed back to the original source while 10 percent was transferred to other water bodies. 

There has been a shift in the approach to water resource management during the last 40 years. The traditional view on water resource management focusing on the availability of water and meeting social demand is now supplemented with new aspects: environmental soundness, economic justification and long term perspective to insure ‘good state’ of waters (Simonffy 2000). 

The most important water users are the power plants, however the water is channelled back to the stream from where it was taken with only a small volume lost. In the 1990s the water supply for household use became almost equal to agricultural usage (fish ponds, keeping animals, irrigation): 660 and 715 million m3/year, respectively. The reason behind it is that there had been a drop in the volume of surface water used for irrigation from 200-300 million m3/year to 60-100 million m3/year. It is partly due to more rain in the late 1990s following a longer period of drought. The available renewable water resources utilization varies according to the sources: nationwide less than 1 percent of the surface water is utilized, while the utilization of the karstic water resources is 62 percent,  and of other underground water resources is 46 percent. There are regions however, where the utilization of the groundwater is above 100 percent resulting in a sinking level of  groundwater. Utilization above 100 percent means that the abstraction is higher than the natural process through which the reservoir can renew itself in quantity (and in quality). This is particularly the case in some of the regions of the Great Plains (Simonffy 2000).  For that, it is important that the  calculation of supply should match that for the demand. Just to give some examples for the changes of the 1990s: due to increasing prices the demand of the population has decreased by 30 per cent (200-300 million m3 to 60-100 million m3); a significant decrease in water use for irrigation purpose was witnessed after the droughts for several years due to more rain between 1996-1999 (in stead of 500 million m3 275 million m3 in 1997), also industry started to use more water efficient technology.

The household demand is depending on the number of population, on the actual number of households connected and the average household needs. The population is expected to fall to between 9-10 million by the next 30 years which means a difference of about 10 percent compared to the current one. Based on the analysis of the Western European pattern, the demand for water in cities will probably slightly decrease, while in the smaller settlements an increase in demand is predicted. The projected water demand is around 400-520 million m3/year. While the actual demand will be higher due to network losses, that varies between 20-40 percent. The losses are lower in Budapest than in the country. It means that 520-620 million m3/year drinking water has to be secured for the households, that is 5-20 percent decrease compared to the current demand. It is important to note however, that the availability of the water resources at site is not always without problems. In some regions the utilization of water resources is already close to and/or above 100 percent (see above), and the arsenic level in some of the water reservoirs is higher than the limit value of the European Union. It is said that this higher standard meets the WHO’s health requirements related to arsenic. Arsenic intake comes from two sources: water and food. It is argued that due to Hungarian diet the intake from food is much less than in the EU and thus allows a higher intake from water. In 400 settlements on the Great Plain the arsenic content of the water sources have higher arsenic content.  It is also important to note, that climate change may negatively affect the available resources, especially in those regions where the water resources are mainly dependent on water flows within Hungary. 

Based on the State Audit Office’s report  the length of the water supply pipeline had been growing between 1996 and 2002 from 59,709 km to 63,149, the number of households connected increased from 3.628 million to 3.815million, that is from 90.9 percent to 93 percent. Water supplied decreased from 581.497 million m3/year to 546.327 million m3/year. The same figures for sanitation are length of sewers had changed from 16,974 to 30,536, connected households 1.802 milion to 2.299 million; that is an increase from 45.2 percent to 56 percent. By 2002 65.2 percent of the collected sewage was treated, the rest of it was discharged untreated. 61 percent went through biological treatment and 32.3 percent of the total number of households sewage was treated.
4. Legal framework of Water and Sewerage services 

The change of the political regime altered the approach to and thus the ownership structure of water systems. Till 1992, only 33 companies (28 owned by municipalities called ’councils’ at that time and 5 state-owned) managed the water systems in Hungary in most cases both water supply and sanitation. Due to the Act on Municipalities in 1990 the responsibility for drinking water supply was transferred to local authorities and as a result ownership of the ’council’ water companies and part of the waterworks of the state-owned companies was transferred to local governments, in some cases municipalities had the right to refuse the transfer. Since the number of local governments is high (each settlement has its on local government, about 3600), the changes meant that ownership of the water system became fragmented. Also, part of the assets transferred was used to establish independent legal entities (limited liability companies, joint ventures, corporations, etc.) by local governments and this has added an even more confusing aspect to the water system and its management. A further complication in management was created by introducing privatisation to the water sector at local level and the concession agreements signed for management purposes.

While in the Act on municipalities the provision making local governments responsible for providing drinking water to the population was stated as a compulsory duty, at the beginning the organization of sanitation services was set as an alternative task. As a result, local authorities were mainly focusing on drinking water issues, and quite often sewage problems were treated only as an environmental issue, and that was not one of the priority duties to be performed by them. From 2001 sanitation became a compulsory duty of the municipality, too. It is also important that if sewage is collected in septic tanks then it is considered liquid waste that is regulated by the Act on Waste. The collection of liquid waste is a compulsory duty of the municipality to organize since 2000.
Due to the dual system originating in state and local government’s ownership structure, prices for water supply and sewerage are set by a ministerial decree and a decree of the municipality, respectively.

Owning assets and controlling the methods of public utilities was considered as an independent power for many of the local governments, however, decision makers were not prepared to make well-grounded decisions. It was only later that they have realized the actual costs that are inherent in ownership, and by today the deterioration of the water systems in many settlements presents a real threat in terms of technical and economic inefficiencies.
Mainly, there are two economic problems due to the above mentioned unclear owneship structure and the different approaches to water supply and sanitation: 1. what should the price cover; 2. who should pay the price/investments to have a sustainable system. 
5. Institutional Framework of the water supply service and sewerage
Water services are provided mainly by local or state owned companies. The operation is controlled by the municipalities in economic terms, and the water and environmental authorities in terms of meeting the legal requirements mainly technical standards and environmental requirements.

Water reservoirs are the responsibility of the regional authorities. Water can be abstracted only with the permit of the authorities.
6. Financing Water rates and sewage service charges

There have been several development support schemes financed by the central government to improve the systems of drinking water and also, to improve sewerage service. The price of water supply service has considerable increased since the beginning of 1990s, and it takes a relatively high percentage of the household budget (in most cases more than four times of the EU members tates). For that reason, municipalities are unwilling to raise the prices even if it is justified by technical, economic, etc. needs.
There is no regulation that would allow authorities to check the economic conditions of companies during the procedure on granting permit for water supply and/or sewerage service. As a result, many of the companies especially the small ones using local water reservoirs do not have the necessary financial means even to meet the basic economic (some times technical) conditions to run such services in the long run. This aspect becomes more significant when considering the need to meet standards established by EU legislation that are different from Hungarian standards (e.g. arsenic content). 

As mentioned, there have been several state aid schemes improving the water system. However, some of them have been misused, or have had not unwanted side-effects. Local governments feel that renovation and/or establishment of new distribution systems could be used for other purposes such as renovation of public roads, etc. For that reason, their interest is to be involved in as big a project as they can irrespective of the real needs of the settlement. The state aid provided to mitigate the economic burden on the population due to price increase has been given to the municipalities that was transferred to the companies directly and not to individuals. Thus, in some cases the companies interest has been to lobby to raise prices because then the state aid is higher. There is no outside control except the municipality (who sets the price but often lacks the knowledge) to stop such a practice. Also, the state aid scheme does not out law those whose system is not sustainable in economic and in technical terms.
A clear and transparent state aid scheme setting priorities, aims and objectives has been missing in the field of water system. Several ministries have been involved in financing the improvement of water systems all having different approaches. Thus, the state aid system itself created new problems that have to be dealt with (establishment of overestimated waterworks, inefficient solutions, etc.)

The population is unwilling to join the sewerage network because it will take a higher amount of the household budget than the individual solutions. This attitude threats the profitability of new establishments that were designed to the real needs.

The operational costs of the system have been increasing each year. It became clear that if the price would reflect real costs then a drastic price increase was to occur that people could not afford. For that reason the government introduced a system to support people. This meant that each year there was a fixed amount for the compensation of the price increase separated in the state budget, then the municipalities could submit requests for support. After examination of the requests, a committee consisting of representatives of ministries made a decision on the level above which municipalities got support. It meant that in those cases the costs of operation were covered partly by the price and partly by the state support. For that reason while the operational costs in the country varies greatly, the price paid by households do not reflect that differences (in 1995 the lowest household price for drinking water in m3 was 49,60 HUF, the highest 87,40 HUF, at the same time the highest state support was 1393,60 HUF, for sewerage it was 100,80 HUF, 145,60 HUF, and 832,00 HUF, respectively). It shows that the price paid by the households does not cover the costs of operation without the state aid (that is in some cases sixteen times more than the price paid), so the systems are not sustainable in economic terms on the long run without state aid.
At the same time, even this ‘low’ price was not paid by all households, thus a number of municipalities passed legislation saying that the price to be paid should be considered as if it was a tax, thus all the sanctions and punishment that could follow non-payment of taxes could be used to enforce compliance. Those pieces of legislation were challenged before the Court of Constitution with an argument that the price cannot be considered a tax since the supply service is based on a contractual relationship which is governed by civil law (contract law) and not by public law. The Court of Constitution accepted the argument and ruled accordingly, even if water supply service is a compulsory task of the municipality. The Court argued that municipalities are providing this service under a contractual relationship into which an element of public law cannot be introduced because that concrete relationship for providing drinking water and sewerage is created between the service provider and the households and not between the municipality and the households. 

Landowners have had the duty to provide some kind of a fee for further development of the system. It has been done through the establishment of a special organization in order to collect the financial means and to manage the investment. After the investment is accomplished then this organization dissolves. According to the laws the new assets have to be transferred to municipal ownership. However, in many cases the ownership has not been transferred to municipalities but became part of the asset of the company operating the system. It is a problem especially when the company is a private company because in those cases the population increases the asset of the company without getting any kind of ownership or financial reimbursement for it. (This had been the problem when the state ownership was transferred to municipalities, as well, since many of the public service lines were financed partly by the people without their getting any right to it, or being compensated. The Hungarian privatization refused the voucher system, thus even the public investments (not the ones financed by the state budget) were considered state ownership and were treated accordingly.)

7. Specific Factors in the national context
In the Hungarian context there are two aspects that have to be considered simultaneously: the changes related to municipalities and the changes of the conditions under which the water system is operated. Studies regarding water systems are focusing on the physical system itself, its development, operation and maintenance, and do not analyse the conditions under which municipalities are operating, references are mainly made to their legislative role regarding running water systems. The role and the decisions of municipalities are considered and reviewed from the water system’s point of view, it means that the studies are mainly company and operationally oriented and not municipality oriented. It is only the State Audit Office (SAO) that reviews all water system related services from the municipality perspective, since its task is to examine how municipalities fulfil their legal obligations related to public services. It is the SAO’s analytical work that shows under what conditions municipalities are making decisions, what are the most relevant factors that do influence those decisions, etc.

Based on the two different approaches someone could draw two different conclusions: 1. the development of municipal water systems is a success story of the last ten years especially regarding drinking water (98% of the households has access to drinking water through a public service), and even the sewerage is improving continuously, though in percentage it is dragging behind considerably (connected households are below 60%). 2. decisions of municipalities are not based on adequate information, long-term policy, they do not have the manpower to make good decisions, they lack financial resources to operate the systems etc. For all those reasons it is a question whether the success story could go on, if the decisions at municipal level were not always well grounded, thus it is a question of long-term sustainability of the systems. Even if the reports of the SAO shows an improving environment for municipal decisions, there are still some elements that have only slightly improved over the years and there is not much chance to change it radically to the better on the short run. The following is a short introduction to the problems and the factors that municipalities are facing when making decisions on water related public services.

In a study from 1987 it was strongly argued, that water related public services could not become market services, since it is a duty of the state to provide it to all the people, also because the different costs related to the service varies so much depending on where the place is situated that it would be unfair to introduce market conditions. (One should note, that this is the time, when the market conditions were introduced to more and more sectors of the economy.) The study also argued strongly for the existing way of operating the system, that was done by the limited number of companies (see earlier points).  It stated that the division of labour between the various actors is set out quite clearly: the role of public authorities, the companies and the system’s management which was well trained. The public authorities in the water sector had dual tasks: on the one hand they fulfilled all the obligations that were related to the state ownership of water (except for public service of it), on the other hand they set the conditions under which the public service was provided. The companies covered the whole territory of Hungary, and the boundaries of the service reflected water reservoirs. Municipalities were in a hierarchical structure, based on the county system. It meant that county councils made the decisions that were related to the distribution of financial resources; thus the development of an individual settlement was very much dependent on how the leaders could lobby at the county council level. On the top of the hierarchy it was the Ministry of Internal Affairs that also made decisions.

The political change of the regime meant that the hierarchical structure of the municipalities was abolished, the role of the county council was radically changed and it could no longer make any decision that was directly enforced at local level, instead it got a coordinating, consultative task. It means that in terms of decision making the local governments became entirely independent and only acts by the parliament can give them compulsory tasks to perform, for which the state must ensure some financial resources to perform the task. There is some differences between the compulsory duties of the municipalities based on population, however, this difference is not significant, and was not related to water services. Thus municipalities became independent, and this independence meant a lot to local governments.

The other important change was related to transferring state ownership to local governments. The main philosophy behind the ownership transfer was that municipalities should have the ownership of the assets that were needed to perform the compulsory tasks. However, there were some options offered to them as well, because municipalities could refuse on consideration the right of ownership in some cases. It did happen with parts of the water systems, however, that there were assets of which the ownership was transferred by the force of the act irrespective of municipal decisions.

It is important to note the following: the transfer of ownership was not done after evaluation of the assets, and/or after making a careful inventory of the state ownership. Even today the municipalities do not know the value of their real property assets because they do not have the financial resources to pay for the evaluation. The problem of lacking evaluation is not only related to real property but according to the SAO’s reports those are the assets where this problem is most common even today.

Municipalities have the duty to make a distinction between the various elements of the asset based on the right to be transferable or not. Parts of the asset as listed in acts cannot be sold by the municipalities, parts of it could be sold only after a special procedure and part of it could be sold ‘freely’. Most of the municipalities failed to pass the local decree that categorized and listed the elements of the asset, also to establish the procedure. And even if they have done, in some cases they did not follow their own legislation. This could be a problem (as it happened in the case of e.g. Budapest) when the municipality created its own company and sold part of the shares to foreign investors. Because when the company was established then non-transferable elements of the asset was used, thus the legality of the company itself was questioned, and triggered procedures of the attorney of state.

Before the early 1990s, the Hungarian accounting system operated according to a different method than what is used currently. It meant that after the changes, the company assets did not have a market value, they had to be evaluated. There were lots of problems related to this evaluation process quite often environmental costs were not considered etc. or the assets were not reflecting real market values, they were over or under valued (several companies were evaluated more than one time e.g. the water and the sewage company in Budapest), also there were not enough professionals to do the job at that time.

The ownership transfer meant to municipalities that they mainly got ownership over assets that would not generate income, at the same time the conditions of the assets looked rather poor, they needed lots of investment, maintenance for which the local governments did not have the financial resources. This problem was quite clear with housing, municipalities were ready and happy to transfer the ownership of the apartments to tenants (the laws set a very low compulsory price, so the tenants were happy, too) because they generated income from selling the houses and were ‘happy’ to get rid of the houses in very bad conditions. In a very short period of time most of the apartments were resold by the tenants for the real market value, and if not those who bought the apartment found that the state of the building was so bad that they could not renovate it, and the deterioration of the houses went on. This whole process did not help municipalities in the long run because in some houses the ownership of the apartment stayed with them, so they have to finance some of the renovation any way, also they have started to build new houses because they do not have enough places to put those in social need. On the other hand rental fees do generate some of the income of municipalities.

Regarding water services many of the municipalities felt that they could provide the service individually, and since the laws allowed, they set themselves free from the state/city council owned service providers, and created their own companies. The decision on which case it is possible to provide individual services by municipalities was decided on technical terms, meaning whether the system (pipelines etc.) could be operated separately or not.

A full consideration were not given in most of the cases whether water needs would not have a bad impact on the existing system’s operation, whether the costs of operating the system could be financed by those who were using the service, whether the company who started the operation had had the financial, human resources to provide a safe and reliable service. No authority had and still does not have the right to review financial and human resource conditions of the company who wants to become a service provider.

Following the break up of the big water providers ( the number of the companies operating water services are close to three hundred) the municipalities became the authority who set the price for the service instead of the ministry, except for the 5 state owned companies. The laws did not give a clear formula that would help the municipalities to set a price that was taking into consideration all the elements of the costs that occurred during operation and that would cover all the costs related to operation, maintenance, renovation and reconstruction. This is still an existing problem.  Since municipalities did not always have the professionals who could understand how the service is operated and/or what are the relevant costs the prices that were set rarely reflected real costs.

Meanwhile the state started a programme to develop the system for improving access to drinking water and introduced various forms of financial supports for the development of the systems. It was project based development, thus municipalities submitted proposals to get financial resources for the investments. There were several problems related to this approach: at the beginning there were several ministries who gave support for the same investment, however there were no real coordination at governmental level, decisions on the proposals were not based on a national policy that set clear goals, objectives and methodology for improving the water system, the sewage problem were not linked to improving drinking water supply, the conditions under which the municipalities could get the finances had been changing from year to year, etc. For all those reasons municipalities’ decision on the investment plans quite often did not reflect real needs, many times the plans were oversized and the decision makers on funding and/or the authorities did not stop investments that were clearly not sustainable on the long run. There is no public authority or court that has jurisdiction for reviewing the price set by the municipality.

The harmonization process has had a very strong impact on the water system. However it is only recently that sewerage became part of the compulsory task of municipalities. Based on the sewerage policy the state has introduced a financial aid system that will enable the municipalities to fulfil their legal obligations related to sewage treatments, and environmental conditions. There were separate financial aids to support the most important municipal polluters, and to the rest of the country. Even if the conditions were set in the mid 1990s, only some of the investments have been finished by now.

8. Relevant Actors Role and Characteristics
Municipalities

The role of the municipalities varies according to their size and expertise. Those municipalities that operated the council water companies before the changes (28) had some experiences how to do it. Municipalities however did not have expertise on setting the price for those services, and to control the management as owners.
International companies

Most of the privatizations in the water sector had occurred around the mid 1990s and there is a new wave expected. The legal environment was unclear at that time, so the multinational companies managed to sign agreements that were beneficial to them and some argues they were beneficial only to them.

Unions

Union involvement has been more important in cases where there was a threat to cut back on employment.
NGOs and civil organizations

The NGO involvement and civil organizations are less active in this field. However, consumer organizations were involved in an international study related to public services back in the mid 1990s. However that study focused mainly on the consumer and public service provider relationship and was not dealing with the municipal decision making.

State Audit Office

The SAO has had a very important role all the way through the years. Since many of its suggestion to pass legislation in order to improve the legal environment has been accepted by the governments and ministries. Also, at local level the municipalities passed legislation to improve the legal environment at local level and/or changed their practice to comply with the national legislation.

Court of Constitution

The Court of Constitution has nullified all those pieces of legislation that was acted at local level and was not in compliance with the Civil Code. As a result, the relationship between the users and service providers became a crystal clear contractual relationship in which all the principles of the Civil Code must prevail.
9. Participation mechanisms
Civil participation is allowed by laws regarding passing legislation at national and at local level, also, regarding municipal decisions. The most active groups are the environmental groups and consumer organizations. However, in this field their involvement varies greatly by municipalities.
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