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Introduction

In present day Hungary the renovation of residential buildings is an increasingly urgent problem. Besides, most of the communities are involved in solving their daily problems and do not even consider starting projects on a larger scale. When, however, danger can be percieved directly, it is often too late, it is not possible to choose the solution that is the best for everyone any more, but to perform the most urgent tasks only.

Renovation therefore means taking the initiative, with the common representative or the property manager as the key figure. In order to complete the task successfully, various kinds - technical, organizational and financial - of information is required and we would like to help the reader acquire it with this publication.

The aim of this booklet is not to cover all the difficulties of the renovation of residential buildings and the various solutions in detail but to help the work of common representatives who are considering renovation with useful advice and practical ideas.

We wish you success in coping with these tasks!


THE TECHNICAL APPROACH

The renovation plan

In most buildings renovation consists of  work performed in an ad hoc manner, involving only the tasks considered to be the most necessary, maybe jobs that the community think are the most important. This method, however, does not make it possible to lay the technical foundations and the jobs are not built logically on each other. It may happen that the new water insulation on the roof has to be removed after a year when it turns out that a heat insulating layer must be laid under it or although the base lines are broken and prompt action should be taken, we cannot have them replaced because perhaps we used the money to paint the staircase in the previous year.

A renovation plan based on a technical survey must be created in order to avoid these problems. This survey is performed by a competent professional or rather a group of professionals - usually the large property management companies can also do it. (It costs around a couple of times ten thousand forints if the condominium does not request a detailed technical documentation. If it does, the price can be as high as one hundred thousand forints in the case a medium size building with 50-60 units. The price can be higher if more expensive survey techniques are requested by the condominium, e.g. infrared line tests or thermal pictures. In the renovation plan the tasks to be performed must be put in order concerning their importance and the technical considerations, and their cost requirements must also be determined. The time within which the different tasks can be performed without causing significant further damage by the delay must also be established. We should emphasize that the renovation plan is not the same as the maintenance plan, renovation jobs are larger in volume, more complex and aim at less temporary solutions.

However, it is not enough for a renovation plan to be built on a one-time survey, it has to be reviewed each year. Jobs which do not have an influence on operation and are more of the maintenance type become timely every 3-5 years. Modifications are justified by the changes of certain regulators, which make it compulsory to perform some renovation jobs.

Most common representatives think that they have the technical expertise to operate the building and commission the renovation tasks and emphasize their importance. In reality, however, even property managers with a degree in mechanical engineering can often be taken by surprise. This happened in one of the old buildings where the common representative is a well-prepared person with a technical degree, who thought that the most important priority of the renovation was strengthening the airshaft. When, however, the technical survey was being prepared on the building and it turned out that the gas pipes are in a seriously dangerous condition and the ‘Y’ beams supporting the building are excessively corroded, he had to change his opinion and jobs not even planned to be performed had to be given priority.

With the help of a renovation plan the renovations can take place in the phase when their costs are still the smallest. But if we allow a system to deteriorate completely, repairing it can cost several times more. (It is not the same, for example, whether we change the insulation on a line in due time or later we will have to replace the line itself.)

In the case of a 25 year old prefab block, for example, it is highly likely that the tasks will follow this schedule: 1. roof insulation (heat and water), 2. replacement of base lines - water, sewage, 3. elevator ‘medium repair’, 4. replacement of hot water circulation lines, 5. replacement of upward lines, 6. transformation of the heating system to install individual meters, 7. heat insulation tasks. (Besides, there remain the minor tasks concerning painting, the surface of the steps, electrical shockproofing and other minor jobs.) If we have finished all these, we can start it all over again.

The renovation plan is suitable to make it possible to plan the costs in advance. (At least with an accuracy of 3-5 years.) It also helps to prepare the community for the expected costs. As planning is continuous, it cannot happen that a larger amount will have to be paid in one sum, which the condominium community is not so ready to do anyway. Continuous renovation tasks can be planned in the common costs and if larger expenses should occur, they can be financed using subsidized loans planned in advance or housing saving schemes.

It may happen that the condominium does not have the money to perform the renovations, which would be advisable to do at the same time from the technical point of view, e.g. the change of the system of lines. In most cases at this time it is also possible to create further sections, in the case of the system of lines: first the latches and the valves, then the base lines and the sections - first the most critical are the ones between the two upward lines - then the upward lines, perhaps by sections. There are different ways to create sections in the case of the elevators as well. (These sections can also be shown by the renovation plan.)

There are tasks that can only be done at the same time or else their technical content will suffer. Roof insulation, for instance, can be done only at the same time, that is, it cannot be separated into sections, e.g. by the different staircases. It is also not advisable to do work on the roof - lightning rod, chemneys, sheetmetal work, renewal of other fixtures - after the roof insulation has just been prepared.

Renovations resulting in savings in energy consumption

A lot of property managers know that according to the law on district heating individual meters - by buildings and by units - have to be installed in every building in a district heating system not later than 5 years after the law became effective (1998). (The condominium can request invoicing by buildings or by units if the technical conditions are given.) Carrying out this task in itself costs dozen billions of forints on the national level, which the district heating companies are obliged to pay (and of course they will incorporate it in the price of the district heating fees). The real surprise will come for the buildings when it turns out that their heat insulation is better or worse than the average, that is, whether they will have to pay more or less than the flat rate applied so far. The problem will be most serious for the prefab blocks built before 1982, especially if they are directed towards the north and are exposed to northern winds. District heating costs may be 30 -50 % higher than at present.

Under such conditions every building in a district heating system must think it over what modernizations they think will be possible in the future. In order to make the decision easier, we have prepared the following table. (Based on an average, 52 m2 prefab block unit.)

Types of work
Costs
Savings (Only from the heating and not the base fee)

Installing individual meters by units (without replacing the system of pipes, transforming it)
In a system with two pipes or with one pipe and a connection

In a system with one pipe
30,000 HUF/unit

50,000 HUF/unit 
5-20%

5-20%

Meters by units + insulation in the basement and in the ceiling at the roof
150,000-170,000 HUF/unit
30 -40 %

Meters by units and full insulation
500.000 - 800.000 HUF/unit
40 -50%

The time of return can be significantly reduced by making use of subsidies and allowances. We should also note that the basis of the return will not be the present district heating fee in the future but the district heating costs depending on the consumption measured individually by the meters, therefore developments are most rewarding where district heating costs can be expected to increase significantly after the installation of individual meters. Each building requires different, individual solutions and the savings that can be achieved can also be very different even in the case of the same type of buildings.

Selecting the contractors

The point in the process of renovation considered to be the most stable is the selection of the contractors, since the supply in the market competition is enormous. We must carefully consider for what type of jobs we hire a company or an entrepeneur. In the case of highly complicated, expensive tasks requiring a lot of material, it is more expedient to hire a company. Not any company, however, since often phantom companies appear on the scene which cease to exist in a few year’s time and therefore they cannot stand by the guarantee they offer.

Therefore we must check the quality of the company’s work and its existence. We must check the jobs performed in their reference list and talk to the common representatives there. (If the company has no list of references, this, in itself, tells a lot.) The technical expert hired by the condominium must also be invited for this visit.

The price of construction is reduced if more than one building commissions a renovation and the contractor is willing to give larger discounts. Having the competitors compete personally can also reduce the costs, which means that we invite everyone submitting a bid individually for an interview. The representatives of the owners and the Accounting Committee must be invited to this meeting, The price can be reduced by 20% in this way. We should, however, make sure that the technical content remains the same and the quality does not suffer because of the low price. Therefore it is advisable to invite a technical expert experienced in the given field or the expert we have hired for the technical survey of the building to the meeting.

A technical expert may also prove useful when the finished job is checked and accepted. Even if the common representative knows a lot of things, a well-prepared contractor can explain why bad-quality work is actually good. He should not be given the chance to do so.

Besides checking the enterprise another safeguard can be a prudently concluded contract, which have the following indispensible parts:

· A precise, detailed description of the work broken down sections

· A detailed list of the materials used in the work, the amounts paid in advance for them

· The deadline of the whole work, deadlines for the different sections

· Exact terms of payment

· The consequences of a breach of the contract

· The guarantees provided and their enforcement

· Handling the construction journal

· Tidying the working site after the completion of the task

ORGANIZING CONSTRUCTION AND ENCOURAGING THE OWNERS TO PARTICIPATE

According to the new law on condominiums, the decision on renovations can be made by a simple positive majority vote of the ownership share of those present in a general assembly which has a quorum. Only projects the costs of which exceed normal financial management require the consent of all the owners; such jobs are the ones that ‘go beyond the protection of the building’s condition, jobs not covered by the categories of maintenance, renovation and modernization, which characteristically involve the extension of the building or the construction of a new building.’
 This means that in the case of usual renovations a majority decision is enough but this in itself does not make the process easy.

Our experience has clearly led us to the conclusion that the common representative’s personality is the key to the renovation. All the expertise and the subsidized opportunities are no use if the common representative cannot make the owners interested and obtain their approval. This is especially important in cases where the consent of all or nearly all of the owners is required for a loan. 

The common representative therefore must be a person generally accepted by the owners and must have frequent contact with them. (This is especially difficult for professional property managers who are responsible for a large number of buildings and therefore cannot pay enough attention to the individual communities. It is advisable for them to appoint a person who provides contact, organizes the owners and performs small repairs in exchange for a fee, acting as a kind of caretaker. The opposite is also possible, in cases when the common represenatative is one of the owners while an enterprise is hired to perform property management.)

There are many ways of informing the owners and encouraging them to participate and it is advisable to use them at the same time. One such option is to have general assemblies - not only the compulsory annual meeting but often 2 or 3 meetings before a renovation. These meetings can be informal, there is no need to rent a room for them, a heated staircase will do. Another means can be writing circulars and sending them to each owner. It has an especially strong effect to persuade the owners if the common representative has a technical expert’s opinion when informing them.

An old building in a large Hungarian city needed a ten million forint renovation. This work, of course, cannot take place at once but only in phases. The cost of the first phase is approximately about 2 million HUF, which is quite a substantial financial burden considering 24 units. The management of the condominium decided to take out a subsidized loan and the majority of the owners had serious misgivings about it first. Many thought the technical problem was not so big as to justify such a high amount to be spent on renovation. At the second meeting a technical plan and experts’ opinion on the individual problems were available. These supported the need for a large scale renovation. At the same time the owners were informed about the opportunity of a loan for the condominium as a whole, with the borrower being the condominium association itself. Before the next meeting the owners discussed the opportunities among themselves and saw that the project was inevitable so there was a unanimous agreement at the final voting according to which some of the owners took out a loan on behalf of the condominium and the rest of them paid their share in cash.

It is worth starting renovations however small they are because they change the owners’ thinking radically and after a successful small scale project it is easier to persuade them about the need for the next step.

In a housing estate building some of the owners were reluctant to support the renovation. These were the same owners who had smaller or larger debts. As the condominium was considering a loan, they raised the renovation fund contributions and although no loan was taken out in the end, as a consequence of the rise in the renovation fund enough money was available to start a renovation. After the first results came to be seen, the owners became more interested. They performed smaller jobs themselves. The owners who viewed the project sceptically - or even with hostility - at the beginning, are the first to offer their help and are keen to know about the next phases of the project. In the following few years continuing the renovations will be no problem.

FINANCING THE RENOVATION

The condominium’s own sources
Reducing the operational costs
Before starting the renovation we must carefully study the structure of the condominium budget. Although at first sight it is not closely related to the financing of the renovation, the high costs are often put an obstacle in the way of voting for further payments.

· There are enormous differences in the common costs nationwide and the situation is especially bad in Budapest. Of course, we all know that it is difficult to compare the common costs and even if their content is the same they can have considerable differences. Much of it is the outcome of irrational financial management. (Wasting energy and water, regular vandalism, not having the maintenance contractors compete properly, etc.)

Using the condominium’s own sources

The most important source of financing renovations is the condominium’s own capital, that is, the condominium’s own sources. This is mostly provided by the renovation fund. According to our survey 70 % of the condominiums have a renovation fund, mainly the larger buildings in housing estates. Having a renovation fund is crucial to the life of a condominium. This reserve can always be used if some unexpected maintenance or renovation needs to be done.

In buildings where there is no renovation fund, the common representative usually complains that it is impossible to introduce a renovation fund because the condominium has large debts anyway and a new item of financial obligation would only make the situation worse. This was the case in some of the buildings in a large housing estate in a Hungarian city, where the management of the condominium came to the conclusion that without any reserves it is not even possible to perform maintenance, let alone renovation. At the annual general assembly last spring the owners - where those in arrears do not take part anyway - voted for a 8 HUF/m2 renovation fund and payments have been made to it since then. The rate of the arrears has not increased and has even dropped a little in every building and in six months’ time several hundred thousand forints have been collected as reserves. (Of course, besides introducing a renovation fund, it is also important to manage delinquencies more effectively at the same time.) So the lesson to be learnt is that the idea of a renovation fund should not be rejected before they have tried introducing it.

We could spend a long time discussing what the suitable rate of renovation fund contributions should be. Here we would like to give you a starting point based on a survey carried out among 812 condominiums. 

In the survey we asked the common representatives which jobs they thought were absolutely necessary to do in the following 5 years, that is, which jobs are needed to ensure the operation and how much they cost. Our careful inspections showed that the common representatives gave more or less realistic answers. The results were the following: the financial requirements of a renovation are the highest in small buildings: under 10 units they were 275,000 HUF per unit. Between 11 and 40 units 130-140,000 HUF on average and between 40 and 70 units 75,000 HUF on average. The requirements are the lowest in the case of buildings with more than 70 units, 30-40,000 HUF per unit on average. Consequently, if we plan to make use of the fund at the end of the fifth year, the contribution in the case of a 50 m2 unit must be 91 HUF/m2 in small buildings, 45 HUF/m2 in buildings with 11-40 units, 25 HUF/m2 in buildings with 40-70 units and 12 HUF/m2 in the largest buildings. This, of course, can only be a requirement if we want to avoid a lump sum payment.

Besides the regular payments made to the renovation fund it is also possible to create the financial background of the renovation through a lump sum payment. It is important to know that the majority decision on a lump sum payment is obligatory for everyone, which means that in the case of a default the owner can be forced to pay through a court ruling. The lump sum payment can be considered as a large amount of common cost contribution and if this sum exceeds the normal level of six months’ common costs, a lien can be registered to secure the debt.

Managing delinquencies
In most buildings the process of renovation could be managed if the building did not have substantial debts, which destabilizes the budget and may have a negative impact on the payment discipline of the others.

Within delinquencies we can distinguish two main categories; those who cannot pay and those who are not willing to pay. (According to common representatives, about 40% of those in arrears cannot and 60% of them does not want to pay the common costs.) In both cases we have the means available to decrease the debts.
The key to manage delinquencies is communication with the debtor, finding an individual solution for individual situations. It is worth spending time talking to the debtors and they must be given the opportunity for deferred payment and for payment in instalments. Besides, attempts have to be made to include delinquent households in the housing maintenance system of the municipality, as it is often unknown or difficult to access for the debtors.

On an average housing estate of a Hungarian city, in a ten-storey block the common representative controls the arrears by examining the situation individually in each delinquent case. If the owner has temporary problems the common representative does not go to court after a few months’ delay in payment. If the default lasts longer, besides considering legal action, the common representative negotiates about payments in instalments as well. It has happened several times that the owner had other debts besides arrears in the common costs. The common represenative talked to the other creditors in these cases and they jointly offered to remit the default interest if the debtor started paying the debt in installments.

These methods are useful mostly in the case of owners struggling with financial difficulties and living among bad income circumstances. The condominium is the only community that can have an idea of the financial and social situation of the owners and can influence the methods used to collect the debts. Accordingly, the common representative must rely on the opinion of the Accounting Committee and the owners and the Accounting Committe and the owners must be involved, if possible, in personally contacting and persuading the owners. The owners must be informed about the amount of their debts - but we must be careful not to let anyone know about this information except the owners themselves, otherwise there will a breach of the confidentiality of personal data. Every owner can request this information individually from the common representative and the general assembly can also be a forum for the provision of this information. Pressure from the other owners can be a good instrument to persuade delinquent owners.

At the same time, we must be careful not to let the debt soar and reach several hundred thousand forints because then the debtor will not be able to pay the whole amount even if he/she wants to and he/she is not motivated to pay even a small amount any more.

If it is not possible to come to an agreement with the debtor at the time a small amount of debt is accumulated, the legal procedure has to be started, which may take a few years to finish but guarantees certain recovery finally. A warrant sent through legal procedures is also more effective than the threats of the common representative in most cases. The new opportunity offered by the condominium law on the registration of a lien after six months’ default is a guarantee only in the sense that the debtor cannot get rid of his/her obligations easily by selling the unit. However, if the condominium really wants to collect the debt, it has to start the foreclosure procedure in the usual way, registering the lien in itself is not equal to the court procedure. We would like to highlight the fact that foreclosure is possible on the property of juveniles as well.

The difficulties of the work of courts and executioners are mostly known to us, so we can try to make their work easier for our own interest as well. We must take care to fill each document carefully, so that no time will be lost because the addressee cannot be found. We can also help the executioner by checking on the debtor’s employment in case he/she tries to deny the employment, barring the executioner’s access to his/her salary thereby.

An effective means to reduce a hopelessly high amount of debt is to involve the debtor in work that the condominium would have to pay for.

In one condominium a household was several hundred thousand forints in arrears and a date had been set for the auction of the unit when the owner asked to talk to the common representative. As the result of it the woman in the family undertook to clean the building, which reduced their debt by a gross amount of 15,000 HUF proved by a bill. In this way the maintenance costs of the condominium were reduced as well.

According to our experience, the complicated legal procedures started two or three years ago in order to collect the debts are coming to an end now, that is, they are coming to the foreclosure phase. As a result, although there are new defaults as well, the recovery of the debt is also continuous, therefore the outstanding debt on average can be expected to stagnate and the budget of the condominiums are becoming predictable.

The opportunities to increase the condominium’s own sources

There are opportunities to increase the condominium’s own sources, which are to be examined individually. A lot of buildings have rooms which are suitable to rent in their present condition or after a small scale conversion. According to surveys about 20 -24 % of the buildings let smaller or larger rooms in condominium or housing cooperative ownership and have regular income from it. This proportion can be increased to some extent. Nearly every building has a room for storing baby carriages, a garage or a room for the caretaker or at least premises in the ground floor that can be converted into units. These can be sold or let depending on the market conditions. The units with water connection are more valuable. The regulations even require water connection for certain activities. If we form a unit which can be let, it is practical to have it registered as a separate unit at the same. This can come useful later if the condominium should be forced to sell it or to have it mortgaged.

We should, however, make sure that the income from the rent or at least part of it should be separated as reserves because if we use it only to reduce the common costs then in the case of a renovation we will have nothing left.

This was the case in Budapest housing cooperative, where the income from rents was very high, therefore the owners paid hardly any common costs. Thet have become so ‘lazy’ that when renovation became inevitable it was not possible to make them pay out of their own pockets, although the condition of the building would have justified it.

The income of the building can also be increased through prudent management of the funds that can be spared. The money must not be kept on current accounts with a low interest rate of 3 - 6 % but must be tied up immediately. It can also be invested in securities. Let us keep an eye on the financial opportunities or hire a good financial expert.

Taking out a bank loan

Most common representatives are convinced that the banks do not want to issue loans for housing cooperatives, let alone condominiums. However, the banks are cautious instead, they are just becoming familiar with this area and are not ready to deal with all the problems. Still, it is worth relying on bank loans increasingly, parly because there are significant government subsidies and parly because the volume of backlog renovations is so large that signficant amounts will be required to address this problem in a short time.

The following table makes it possible to prepare the different loan options. (We calculated the installments with a 25% interest and a 2% administration fee)


Market loan
Installment subsidized loan
A combination of subsidized loans and housing savings banks
Subsidized loan facilitating energy savings


Installment for a 1 million HUF loan for 4 years
35,020
23,250
19,400
25,170

Instalment for a 1 million HUF loan for 8 years
26,080
12,640
14,120
14,520

Instalment for a 2 million HUF loan for 4 years
70,040
46,500
38,820
50,340

Instalment for a 1 million HUF loan for 8 years
52,140
25,270
28,240
29,040

The conditions of eligibility
The banking law
The 106/1988 MT decree and the 77/1988 PM-ÉVM decree
The 106/1988 MT decree and the 77/1988 PM-ÉVM decree, the 113/1996 law
The 105/1996 government decree

The financial institutions originating the loan
OTP Bank

Savings coops
OTP Bank

Savings coops
Savings Bank

Savings coops
Savings coops, ABN-AMRO bank, Raiffeissen - Unicbank, Postabank, Rákóczi Regional Bank, Konzumbank


The requirement for the condominium’s own contribution
0 %
0 %
10 %
10 %

Comment
The mortgage loan bank issues loans only if there is a mortgage collateral
Available only after fulfilling the requirements for a renovation fund
Available only after fulfilling the requirements for a renovation fund, the maturity is 52 and 97 months


The general conditions of bank loans

An assessment of the building or the individual

Renovation loans can be taken out on behalf of the condominium or the housing cooperative or by the individual owners. If the building as a whole applies for a loan, the financial management is examined. They look at the proportion of delinquencies and certain banks require that the building should have a regular income surplus shown for each month, that is, there should be a positive balance between the incomes and the expenses in each month.

In the case of individual loans every applicant is examined separately - a proof of the person’s income and filling the loan application is required. In the case of individual loans, besides a underwriting and a property collateral the bank may also require a surety. It may happen that the applicant is not found creditworthy because he/she has an older debt towards the bank or the installments would make up more than 33 % of his/her registered income - although in exceptional case this requirement can be suspended. In the case of individual loan applications, an individual collateral must be provided.

The collateral

According to experience, the banks provide varied collateral opportunities for the loan applications submitted by condominiums and housing cooperatives as a whole. The collateral is a lien on a property most of the time, the proportion of which is 40 - 50 % but at certain banks can be as high as 70 %. This means that the loan amount cannot be more than 40 -70 % of the value of the property offered as collateral. The mortgage can be registered on individual property owned by all the owners, for example on a caretaker’s flat. However, in order for this to happen the property must have a separate registry sheet, that is, it has to constitute a separate unit. (If in order for this to take place the foundation document has to be modified, 100% consent of the owners is required. The other option would be mortgaging individual property, that is the flats - or other property owned by the owners. The banks do not require a lien on all the units. What they want is only that the value should be around twice as much as the loan amount. It may be a unit in individual ownership. This means that the consent of all the owners is not required for the mortgage and if a smaller number of units is enough for the collateral requirements, the loan can be taken out and by increasing the common costs even reluctant owners can be made to pay for the renovation. Before the registration of a lien, the bank must have a proof of an insurance on the property.

Besides property offered as collateral banks accept so-called liquid collateral as well, that is tied-up deposits ans securities. (OTP bank accept them only up to 500,000 forints of loan value.) This does not mean that the condominium ties up an amount with the same amount as the loan and does not use it until the maturity of the loan. (Of course not the whole loan amount + interests are tied up continuously, since bank check the collateral ratio every 1 - 1.5 years and the collateral for the amounts already paid back are released.) Taking out a loan with tied up deposits is a favorable option if the condominium receives a subsidized loan, the interest of which is lower than that of deposit interest rates so the condominium can make a profit on the difference between the rates.

Assignement on the rent of units or outside walls of the building can also serve as a collateral. In practice this means that if the condominium, for instance, takes out a loan with a monthly installment of 10,000 HUF, the collateral can be an assignement on a rent of 10,000 HUF or more, which means that the bank has the right to collect the rent directly. However, it is important to know that the banks mainly accept rental contracts that contain at least the duration of the lease, as they want to avoid the risk of losing the collateral by having a vacant unit with no rent.

If none of the above collaterals are suitable for the condominium, it may happen that in the case of buildings with an especially good financial management certain banks accept all the accounts of the condominium as collateral. This means that the right of the bank to take the installment off the account as first at the beginning of the month  - before any other obligations are settled from the account - is secured in a contract.

Legal background

Unfortunately not all condominiums are eligible to take out a bank loan. The legal background of the subsidized loans is regulated by the 106/1988 MT decree, together with the 77/1988 PM-ÉVM decree on the renovation fund. 

The regulations say that the government provides repayment subsidies for the banking loans of condominiums and housing cooperatives spent on renovation of the common areas. The subsidy amounts to half of the monthly installment but cannot exceed the interest content in the installment. (This means that if the interest content is smaller than 50 %, the subsidy is also smaller. In reality the bank calculates with the average interest content, therefore the end result is a loan with about 2 - 6 % interest.) Buildings which have a renovation fund according to the requirements are eligible for the subsidy. The law requires that the condominium should open a separated renovation fund account within 90 days of the foundation of the condominium (usually the founding general assembly) or if the condominium missed this deadline it must have had the amounts transferred to the account for the past 5 years continuously. The minimum requirement for the renovation fund is also determined: ‘within 15 years of the completion of the construction or the renovation for units in buildings with no elevator 4 HUF/m2, in buildings with an elevator 6 HUF/m2 and from the 16th year after the construction or the renovation of the building on before the renovation or another renovation 6 HUF/m2 in buildings with no elevator and 8 HUF/m2 in buildings with an elevator.’

(Approximately 20 % of the condominiums comply with the legal requirements but this proportion can be significantly higher at housing cooperatives.)

The subsidies for renovations resulting in savings in energy consumption are regulated by the 105/1996 government decree. (This is the so-called ‘German loan’). The subsidy is two-third of the interest rate charged by the bank
 in the case of residential buildings constructed through industrial technological methods. The amount of the subsidy in the case of buildings constructed through other technological methods is 4 % of the outstanding capital debt of the delayed payment mortgage loan in the first five years and 3 % in the second five years. We should note that an eligibility criterium for the subsidy is that the results of the renovation should meet the current thermal technology standards - this involves substantial investment in the case of badly insulated buildings - or if the building already meets these standards, the subsidy can be used for other projects resulting in savings in energy consumption. The subsidized loan can be taken not only by the individual, the condominium or the housing cooperative but by the contractor and municipality as well.

Another form of subsidized loans is the one provided by housing savings banks, which makes it possible to take out a loan with a 6 - 6.5 % interest after a preliminary period of savings subsidized by the government. We should note about it that originating the loan does not happen automatically but only after an underwriting process and on condition that suitable collateral is provided.

The role of municipalities

Financial assistance

It is becoming more widespread among the municipalities that they separate a certain amount from their budget and provide interest-free loans or a grants for condominiums. (A few programs support the renovation in housing cooperatives and even in single family houses, too.) In Budapest 17 of the 23 districts have a subsidy program. The allocation for the subsidy is between 10 and 210 millions in the different districts. 

Every program requires a certain share of the building’s own capital - between 30 and 60 % - and suitably prepared application documents (a resolution of the assembly, renovation plans, a budget, etc.) It often happens that in relation to the subsidy the municipalities are trying to settle issues they have had a problem with for a long time. For instance, they can stipulate that none of the owners can have a debt in the repayment of their unit - or at least there should be negotiations in progress about settling the debt - or that the condominium should settle its utility fee debts.

A huge advantage of the municipality subsidies compared to banking loans is that the buildings are practically not subject to underwriting and the collateral of the loan is mostly not a mortgage. However, the risk is that if the sources of the municipality are not enough, several buildings may be left out of the subsidies or everyone will receive a reduced amount because of the high number of applicants, which is not enough to carry out their original purposes.

Non-financial assistance

A few municipalities provide informal subsidies besides financial subsidies for the representatives of the owners’ community, that is, regular meetings to inform the representatives, as well as clubs and trainings are organized.

District 11. in Budapest is a good example of informal municipal assistance. The asset management agency organized trainings for common representatives, in the area of technical, organizational, operational and accounting skills. The district has also made it possible for common representatives to meet every month and they invited a professional from the district of from the capital city to inform the participants on a given topic. Besides these, the local asset management agency has ‘consulting hours’ every week, when the common representatives can ask for professional information.

If, however, the municipality does not arrange these events, the common representatives can do it on their own initiative. They should get themselves organized and request the municipality to provide a room for their regular meetings. The representatives of organizations that are important in the life of condominiums can be invited to these meetings. Although this does not really cost money, it provides a good opportunity for orientation.

At the same time, besides direct lending few municipalities have it in their program the provision of a guarantee, which means that the municipality provides the collateral for the loan taken out by the condominium, so no individual lien will be registered. Municipalities are reluctant to apply this solution, although it is no more risky for them than direct lending without a collateral. The organizations of the common representatives can also apply some pressure on the municipalities to take steps in this direction, which would be cost-efficient for everyone.

Renovations organized by the district heating company

Besides subsidies provided by the government and the municipality, the project of the district heating company aimed at rationalizing the energy comsumption is implemented in several cities, installing meters for several thousand units. The district heating company provided grants for this. (According to a new government decree the government supports this activity of district heating companies through a limited number of 50,000 HUF/unit grants.) Help from the district heating company is favorable for the building because the district heating company is eligible for subsidies that the building is not - Central Environment Protection Fund, the subsidy system of which is being restructured; Phare funds; different government programs. The district heating companies organize the process and supervise it from the technical point of view.


APPENDIX

A few alternatives of financing

1. A 21.5 million HUF project - e.g. complete heat insulation and installing individual meters for the units - for a building with 50 units. The cooperation of the municipality and the district heating companies provides a 30,000 HUF grant per unit for the installation of individual meters. 10% of the remainder comes from the renovation fund of the building - maybe as a result of a lump sum payment. The final 90% - 380,000 HUF per unit is provided from a subsidized loan, for example a ‘German loan’ aimed at energy savings. The monthly installment of the ten-year loan will be about 5150 HUF/month.

2. A 1 million HUF smaller project is e.g. the insulation of the roof for a building with 50 units.

a) The building’s own capital from the renovation fund is 300,000 HUF, the municipality grant is 400,000 HUF, the subsidized loan is 300,000 HUF (the monthly installment for the building is 13,500 HUF for a period of two years, the collateral for which can be provided through an assignment of rental income. If the rent is small, the installment will be lower if the maturity is longer, so e.g. if the maturity is 3 years, 9180 HUF per month, if it is 4 years 7050 HUF per month and if it is 5 years 5780 HUF per month.)

b) The building has 300,000 HUF own capital, 400,000 HUF interest-free loan for 3 years from the municipality and 300,000 HUF subsidized loan for 3 years. So the monthly installment of the two loans is about 20,000 HUF for the whole building.

c) The building has 300,00 HUF own capital and 700,000 HUF subsidized loan for 5 years, the monthly installment of which is 13,900 HUF per month for the whole building.

d) The building has 300,00 HUF own capital and 700,000 HUF loan with market interest rate for 5 years, the monthly installment of which is 22,000 HUF.

� A table of problems very useful for maintenance jobs is included in the condominium manual entitled ‘Under one roof’ in pp. 220-239.


� It is a good way of examining the reliability of the contractor to pay a visit to the Court of Registration so that we can at least have an idea of the foundation and the equity of the enterprise.


� Act on Condominiums, article 39., section 5.


� The calculations did not consider inflation, which means that the amounts per square meter are only the initial payments, which have to be indexed by the inflation rate each year.


�  The interest rate of the ‘German loan’ is always 1/3 of the base interest rate of the bank + 2.5% (2/3 is the government subsidy). Besides, the table contains 2% administration fee.


� Only few of these banks do lending for the condominiums, their main area is lending for municipalities.


�  What we mean in the case of the ‘German loan’ is always the base interest rate of the national bank + 2.5%. At present (9 April 1999) it is 16% + 2.5%.


� In Budapest, besides the programs of the district, the city also has a renovation program. In 1999 approximately 1.2 billion HUF was available for the district governments to renovate their own rental stock and 2.2 billion HUF was available for privatized condominiums with at least 6 units through applications, which have to be submitted to the district governments, which, in turn, forward the applications to the city adding their own subsidies to the projects. The subsidies can be grants and interest-free loans. (The capital city does not provide a grant higher than the amount provided by the district.) The details are contained in the invitation for applications published in spring each year. Besides the amount allocated for rehabilitation in the capital, in 1999 134 HUF is available for the renovation of buildings under the protection of the capital city. The details and the list of buildings under protection is included in the 54/1993 decree of the capital and the related 1999 invitation for applications.





