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1 Summary  
The present report provides an overview of the current EPC market in Hungary as of October 
2013. The report focuses on identified barriers and success factors for the implementation of 
EPC projects.  

The report is building on the data and information gathered by two other similar projects, 
the European Energy Service Initiative1 (EESI) and the ChangeBest project2. Given that the 
Hungarian case was not analysed by those projects, the Hungarian country report is rather 
intended as a continuation of the work of the European Commission Joint Research Centre – 
Institute for Energy, and more particularly of its 2010 Status Report on Energy Service 
Companies Market in Europe3

 

. 

2 Introduction 

2.1 Methodology 

The content of this report is based on two main sources: 

 the results of a nation-wide EPC survey which was sent to the country's main actors 
and stakeholders within the EPC market; 

 the market knowledge of the authors, as well as research from local / national 
literature (publications and studies, legislation documents, official statistics and 
databases). 

The first step in collecting the data used in this document was to distribute a survey, 
focusing on Energy Performance Contracting (EPC), to the country's most relevant energy 
services companies, organisations, public agencies/policy makers and finance houses. The 
survey contained questions around four main areas: existing ESCOs and the national EPC 
market, EPC models, financing models and policy initiatives. In Hungary the online/email 
survey was supplemented and in some cases substituted by personal face-to-face interviews 
or phone contacts. The answers were then analysed and the results are presented in this 
report in an aggregated form. 

The survey was sent to 14 ESCOs, 6 financial institutions and 4 ESCO market 
facilitators/governmental actors, and around 40% response rate was achieved. Later the 

                                                      
1 http://www.european-energy-service-initiative.net/eu/toolbox/national-reports.html 
2 http://www.changebest.eu/index.php?option=com_content&view=article&id=43&Itemid=10&lang=en 
3 http://iet.jrc.ec.europa.eu/energyefficiency/sites/energyefficiency/files/escos-market-in-europe_status-

report-2010.pdf  

http://www.european-energy-service-initiative.net/eu/toolbox/national-reports.html�
http://www.changebest.eu/index.php?option=com_content&view=article&id=43&Itemid=10&lang=en�
http://iet.jrc.ec.europa.eu/energyefficiency/sites/energyefficiency/files/escos-market-in-europe_status-report-2010.pdf�
http://iet.jrc.ec.europa.eu/energyefficiency/sites/energyefficiency/files/escos-market-in-europe_status-report-2010.pdf�
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draft report was circulated to the respondents and further player, including 20 ESCOs or 
ESCO-type companies, thus collecting responses finally altogether from 5 ESCOs, 3 banks, 2 
governmental actors, and 2 facilitators, 2 client representatives, which is an almost 50% 
response rate. 

Once the survey and interview responses had been obtained, additional information was 
gathered by the authors in order to present a thorough and up-to-date picture of the state 
of the EPC market in Hungary through desk research and archival/document survey.  

2.2 What is Energy Performance Contracting 

Energy performance contracting (EPC) is when an energy service company (ESCO) is engaged 
to improve the energy efficiency of a facility, with the guaranteed energy savings paying for 
the capital investment required to implement improvements. Under a performance contract 
for energy saving, the ESCO examines a facility, evaluates the level of energy savings that 
could be achieved, and then offers to implement the project and guarantee those savings 
over an agreed term. 

A typical EPC project is delivered by an Energy Service Company (ESCO) and consists of the 
following elements:  

 Turnkey Service – The ESCO provides all of the services required to design and 
implement a comprehensive project at the customer facility, from the initial energy 
audit through long-term Monitoring and Verification (M&V) of project savings.  

 Comprehensive Measures – The ESCO tailors a comprehensive set of measures to fit 
the needs of a particular facility, and can include energy efficiency, renewables, 
distributed generation, water conservation and sustainable materials and operations.  

 Project financing – The ESCO arranges for long-term project financing that is 
provided by a third-party financing company, typically in the form of a bank loan.  

 Project Savings Guarantee – The ESCO provides a guarantee that the savings 
produced by the project will be sufficient to cover the cost of project financing for 
the life of the project. 

Energy Performance Contracting allows facility owners and managers to upgrade ageing and 
inefficient assets while recovering capital required for the upgrade directly from the energy 
savings guaranteed by the ESCO. The ESCO takes the technical risk and guarantees the 
savings. 

The ESCO is usually paid a management fee out of these savings (if there are no savings, 
there is no payment) and is usually obligated to repay savings shortfalls over the life of the 
contract. At the end of the specific contract period the full benefits of the cost savings revert 
to the facility owner. 
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The methodology of Energy Performance Contracting differs from traditional contracting, 
which is invariably price-driven. Performance contracting is results-driven: ensuring quality 
of performance. ESCOs search for efficiencies and performance reliability to deliver 
contractual guarantees. 

While there is a vast number of definitions of EPC within Europe, the Energy Efficiency 
Directive4

“energy performance contracting means a contractual arrangement between the 
beneficiary and  the provider of an energy efficiency improvement measure, according to 
which the payment for the investment made by the provider is in relation to a contractually 
agreed level of energy efficiency improvement or other agreed energy performance 
criterion, such as financial savings”. 

 (EED) finally provided EU wide definition as follows: 

While within the Transparense project we stick with the EU wide definition, the focus will be 
given to the EPC projects, where the above mentioned ”agreed level of energy efficiency 
improvement” are guaranteed by the EPC provider.  

 

3 The EPC market in Hungary: an introduction 
The Hungarian ESCO market has plunged into a steep decline during the last few (4-5) years. 
While in the early 1990s Hungary was known as an exemplary role model for ESCO-mediated 
energy efficiency improvements and a unique ESCO success story of the post-socialist block 
(see for example: Bertoldi and Rezessy, 2005; Lamers et al., 2008; Marino et al., 2010; Singh 
et al., 2010), it started fluctuating from around 2006 when international financing 
organisations’ credit lines and programmes dried up (Bertoldi et al., 2007), and continued its 
insecure stride during 2007-2010 (Marino et al., 2010). 

Energy Service Companies found an excellent market niche in Hungary at the time of the 
political and social transition around 1990, starting with Hansen Associates providing EPC 
training funded by USAID. Market based projects were offered by Dalkia as early as 1993. 
The early success was due to a mixture of factors including the early energy market 
liberalisation, fast growth of energy prices, very high energy saving potentials as a legacy of 
the previous system, lack of financial capacity of the facility and building owners, lack of in-
house expertise and the search for new business areas by engineering experts previously 

                                                      
4 Directive 2012/27/EU of the European Parliament and of the Council on energy efficiency, amending 

Directives 2009/125/EC and 2010/30/EU and repealing Directives 2004/8/EC and 2006/32/EC was approved 
on 25 October 2012. 
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employed by the state. The government and international organisations built a number of 
targeted programmes on this situation (Bertoldi and Rezessy, 2005). 

The number of ESCO companies was continuously around 20-30 between the 1990s and 
2010, to provide a high activity of the market. In recent years, on the other hand, their 
number dropped to about 10 active energy service providers, of which 6-7 are able to offer 
EPC as of 2013. An estimate about the size of the market is not available, but all experts 
believe that a major decline has taken place during 2010-2013. 

While the early 1990s could be characterised by simple, “cherry picking” and engineering 
based projects, by the end of 1990s the ESCOs were almost only seen as alternative 
financing institutions. Interested potential clients still often see ESCOs as a source of budget 
for renovation and not as mediums of complex solutions. 

Until the early 2000s the easy projects were largely done. These were projects with simple 
and commercially viable technologies (fuel switch, public lighting), with very short payback 
times (3-5 years) and driven by committed decision-makers at the client side (industrial and 
public clients). Therefore, at this point, a market transition took place towards projects that 
needed more efforts to succeed, wider scale promotion, and governmental programs for 
general energy efficiency and for ESCOs in particular. These public measures included the 
Szemünk Fénye (Light of Our Eyes) programme5, the Panel Program and Panel Plus 
Program6, earmarking Structural Funds for the improvement of energy efficiency of 
buildings, including even a targeted grant for projects with third-party financing under the 
Environment and Energy Operation Programme from 20077

                                                      
5 The program was initiated in 2005 by the Ministry of Education in order to increase energy efficiency and 

quality of lighting and heating in educational buildings. Further information is available at: 

, and central procurement for an 
ESCO provider that could be employed by governmental and municipal building operators 
without going through the complicated procurement process. These factors kept the market 
on track, and ESCOs were able to realise a market transformation towards projects with 
longer pay-back times (5-7 years) (Marino et al., 2010; Rodics, 2005) and to more complex 
solutions (RES, heating and hot water system interventions, industrial water and steam 

http://www.szemunk.fenye.hu/index.html.  
6 The Panel Programme was launched in 2001 to refurbish large block houses built during the preceding 40 

years with industrial technologies and operated with an extremely low energy performance. The grant was 
open for renovation projects and for modernization of heating systems. In the scope of the grant 1/3 of the 
investments was financed by the national budget, 1/3 was given by the municipality and the residents had to 
raise only 1/3 of the costs. Later the municipal part was often removed because of the lack of resources at 
local level, and from 2010 there are no new grant programmes in spite of the promises that the Panel 
Programme will be continued. The Panel Plus Program was a low-interest rate loan for helping residents pay 
for the 33% of the refurbishment costs. It started in 2005. 

7 A grant was opened for TPF under the Operation Programme in 2009 with a total budget of 4 billion HUF (ca. 
€15 million), which was a significant increase from a similar programme in 2007-2008, when for the 2 years a 
total budget of 450 million HUF (ca. €1.7 million) was allocated. 

http://www.szemunk.fenye.hu/index.html�
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supply, air conditioning, and automatization), start business with new target sectors (even 
with residential buildings based on the Panel Programmes). Heat supply contracting as well 
as EPC started to gather larger market shares (Bertoldi et al., 2007). 

Financing of ESCO projects were not easy on a market basis, as commercial banks did not 
understand the concept and were not open to develop new products and provided only 
asset-based loans, which are not suitable for an EPC investment. Therefore, the role of 
internal funds of the clients, ESCO financing, state funds and international programmes was 
high. 

As of 2013, the government has stopped promotion and support activities for ESCOs, 
targeted programmes or incentives. There is no legislative framework in place that could 
effectively aid ESCOs and EPC. Procurement is complicated and is still usually based on first-
costs. Interestingly in spite of this lack of actual efforts, the ESCO market is seen as a crucial 
ingredient of future energy savings by the government. The first and second National Energy 
Efficiency Action Plans indicated ESCOs as one of the major means to achieve the national 
targets (Marino et al., 2010; Ministry of Economy and Transport, 2008; Ministry of National 
Development, 2011). Around half of the energy savings target in the tertiary sector were 
planned to be reached through ESCO and/or third-party financing projects (Ministry of 
Economy and Transport, 2008). 

Projects today still exist in the industrial and private tertiary sectors (mainly covering hotels, 
sports facilities, manufacturing sites, offices, warehousing and distribution premises, 
hospitals, etc.), and some public buildings (kindergartens, schools, hospitals), but in a much 
smaller volume. Payback times have increased further to 5-10 years, and the size of the 
projects are generally below €200,000. Several ESCOs have ceased or were bought by others, 
and while their earlier projects are maintained, new projects are not started. 

The future of the ESCO market is unclear at the moment. The government has serious plans 
to set up a public ESCO, which may be ready by the first half of 2014, according to some 
experts. There are always plans to reinstate the Panel Programme and other grants for 
energy efficiency and climate protection through buildings. The transposition of the EPBD 
may also trigger some activity. The government is expected to put forward its strategy for 
nearly zero energy buildings by the end of 2013 and to attach practical measures and 
actions, and thus budget, by mid 2014. 

4 Legislative framework 
The legislative framework both for energy efficiency in general and for ESCOs/EPC are seen 
very weak in Hungary at the moment. This means a decline from previous status (around 
2005-2010) when a policy framework with growing value was seen (Marino et al., 2010). 
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There are no serious steps taken lately for the improvement of the legislative and financial 
frameworks, although there are some sporadic (but not strategic) actions (Bencsik, 2013). 
The grants are very small, which is shown by their rapid distribution (in many cases within 
only a few days). 

While the first and second National Energy Efficiency Action Plans indicated ESCOs as one of 
the major means to achieve the national targets (Marino et al., 2010; Ministry of Economy 
and Transport, 2008; Ministry of National Development, 2011), at the moment the legislative 
background for this is non-existent. 

There are plans to introduce an energy efficiency obligation scheme, but no details have 
been proposed or made public yet. Similarly, details of the EPBD transposition remain to be 
seen around the end of 2013 with practical details expected in 2014. 

The government has proposed the idea of a public ESCO at several occasions. For example, it 
has been calculated that the EPBD obligation of 3% renovation rate per year of 
governmental buildings will translate into the refurbishment need of approximately 360 
buildings per year, of which 100 buildings could be revamped with the help of the planned 
public ESCO (Bencsik, 2013). The idea is to attach to it a financial mechanism in the form of 
preferential loan, as well as a guarantee fund, which would allow the public ESCO (and other 
ESCOs) to work with EPC, and thus guarantee the savings to make projects more successful 
and clients more interested because of the lower risk involved. 

5 Identified Barriers 
As seen above, the ESCO and EPC market in Hungary is in a difficult policy environment and 
at the moment works almost fully on a market basis. Even those companies that offer EPC 
today and are able to carry out projects on an exclusively market basis take serious risks due 
to the most important barriers, which are the structural and political instability. While other 
barriers are also significant (financial, organisational, awareness, etc.), it is the rapid and 
sometimes unexpected policy making and the sustained policy promises (regarding legal and 
financial measures) that limit EPC offers the most, because the market is unable to prepare 
and becomes fragile with actors delaying decisions and investments.  

5.1 Regulatory and administrative barriers 

At the regulatory level the problems are three-faceted: 

• The lack of supportive legislation; 
• Policy instability (rapid policy making and unexpected changes); 
• Counteractive policies, decisions. 
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5.1.1 General regulatory barriers 

During the Hungarian ESCO history, the market suffered from the lack of targeted regulation 
and support measures, nevertheless for a while around 2007-2009, ESCOs’ lobbying seemed 
to succeed. Grants were available directly for EPC and TPF, central procurement process was 
organised to help municipalities engage in an EPC project and reduce transaction costs, etc. 
A group of ESCOs and other stakeholders (universities, banks, policy makers) have even 
initiated the organisation of an ESCO association (referred to as the DEEM working group). 

However, starting in 2010-2011 these activities slowed down and even disappeared. The 
financial grant schemes for energy efficiency have been significantly reduced. Their source 
used to be the Structural Funds, and was changed to be the CO2 quota sales. As a result, the 
size of the budgets has dropped significantly, and some winning projects of the 2010 round 
are still waiting for their funding from the government. 

The government started to restructure basic legislative systems, and introduced a number of 
regulations that are counter-effective to EPC. These changes were often driven by social 
considerations, such as rescuing loan-stricken households, utility price reduction, special 
family taxes, etc., while energy efficiency has not been seen as part of a social solution. 
Taking loans were discouraged in general, and widescale awareness raising about 
responsible loan taking was done. Special tax was introduced to banks, telecommunication 
companies and windfall taxes to energy supply companies, therefore these sectors were also 
more reluctant to engage in borrowing for energy efficiency on a market basis. The 
residential energy prices have been included in the government’s “utility reduction 
programme” and were reduced by 10% from January 20138

The gravest problem is not necessary the presence of these measures but the mode of their 
introduction: many of these changes are not foreseen by the market players and alienate 
energy companies. Due to the policy instability companies are reluctant to engage in long-
term contracts. 

, with further price reductions of 
11% from November 2013. Since the residential price reduction is financed from the energy 
price increase of other sectors (and partially to be supported by the suppliers themselves), it 
may even be a positive change for those ESCOs that are active in municipal, tertiary and 
industrial projects.  

5.1.2 Regulatory and administrative barriers in the public sector 

Municipal ESCO projects have been common in Hungary, however, they suffer from a 
number of barriers in recent years. 

                                                      
8 Law 2013/LIV - http://njt.hu/cgi_bin/njt_doc.cgi?docid=160404.243984#foot1 
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One of the key issues is that a large segment of municipal buildings have been overtaken by 
the central administration since 2010. While this action was done in order to relieve 
municipalities from significant loans, and thus save many of them from bankruptcy, 
unfortunately it also means that buildings that had been renovated before the overtaking 
with or without an ESCO (and thus the municipality invested significant money in the 
project) now produce their benefits for the new owner. 

Decision-makers fear taking major investment and contractual decisions because the division 
between local and national policy making has burred due to the significant centralisation 
that has been taking place. There is no long-term vision, but rather an election-cycle 
influenced decision-making is typical and thus the currently available EPC solutions (5-10 
years payback time) are not compatible with the clients’ needs. 

Political commitment is limited too because other problems (social, employment, 
healthcare, etc.) are considered more important and receive more political and public 
interest. Hungary has always been characterised by the problem of decisions influenced by 
the election cycles, and decisions redone after a change in leadership. 

In addition, barriers related to procurement are also evident, though with the previously 
mentioned obstacles in place, play a smaller role. These barriers include the generally 
complicated process that is mostly based on initial costs. Furthermore, EPC is complicated 
and few municipalities have trained staff that can be engaged responsibly in taking a 
decision or prepare a tender. ESCOs usually offer free audits, which is a great benefit for the 
client and can help municipal staff in making decisions on the selection of possible measures 
and in writing the tender, however, due to the procurement law in force the specific ESCO, 
which aids the client in the preliminary work, can no longer participate in the procurement 
for the implementation project itself. This causes a lot of contradiction and/or is solved by 
corruption practices. 

Corruption is also a major challenge in Hungary and poses significant risks to quality service 
and with the change in leadership at the municipality level due to the elections, the new 
leadership can cease contracts to establish their own interest circles instead. 

5.2 Structural barriers 

The ESCO solution would still need awareness raising, especially when it comes to 
specificities. Clients have low trust in the offers and do not understand the alternatives 
provided by the ESCO (EPC vs. other contract, depth of the technological realisation, 
monitoring methods, etc.).  

Potential clients still often see ESCOs as sources of pure financial solutions. This 
understanding would need to be changed in order to give ESCOs the proper function in the 
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market. A further problem is that several financial models have been used in the past, which 
now causes confusion: it is beyond the understanding of regular building owners to be able 
to select or design the best suited contract. A simplification or the availability of model 
contracts could help in increasing trust and decreasing fear of complexity. 

An ESCO association, more networking, consultancies that could precede ESCO projects, 
more successful demonstrational projects could be a solution to increase trust. While there 
were significant achievements about 5-10 years ago in making ESCO projects accepted, this 
is being dissolved now. There have been some failed projects which cause a sudden drop in 
interest from clients. 

ESCOs usually carry out baseline establishment and monitoring of the savings themselves, 
which on one hand increases their transaction costs, on the other hand clients do not trust 
the results. This has often caused misunderstandings and arguments during project 
implementation and payments. 

5.3 Financial barriers 

One of the greatest obstacles for energy efficiency investment decisions in the private sector 
is the postponement of state funds. The problem is not the lack of subsidies in the case of 
ESCO projects, but rather the expectations on the part of the clients, based on promises 
from the central and local governments that financial incentives may be introduced or 
reinstated. Therefore, in hope of a larger profit, building owners delay decisions and the 
start of their investments. 

There are a number of banks that offer ESCO products either to the clients or to the ESCOs 
which is an important progress from previous situation. However, according to the 
interviewed banks and ESCO project facilitators these products are barely used. 

On the side of the clients, the lack of off-balance sheet solutions means one of the key 
barriers to EPC projects because the size and number of implemented projects are limited. In 
the municipal sector (but often in the private sectors too) liquidity and credibility of the 
clients is a problem. Municipalities have a strict budgetary limit on taking up loans, and have 
been deeply indebted until the state took their loans into the national budget and 
compensated municipalities. However, after this action (which was done in the summer of 
2013), municipalities are even more reluctant and discouraged to get engaged in projects 
which appear to them as regular loans. 
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In the residential sector, the public is afraid of getting involved in anything that resembles a 
loan due to the credit crash9, which is still felt and some households still carry on large 
mortgages10

From the banks’ point of view, they have seen special taxes in recent years and had to 
participate in the municipal compensation solution

 or have lost their properties. 

11

Therefore, ESCO projects are typically financed by the ESCOs or by the client from internal 
funds. Guaranteed and shared savings models of EPC are both applied. 

, thus the banks are more careful and 
afraid of new portfolios. Those that have an ESCO product require documents and 
guarantees that are almost impossible to provide for the clients. 

A guarantee fund is seen as the most appropriate way to strengthen the market and provide 
it with a support, which is neither too expensive for the public budget and still develops 
energy efficiency markets. 

An overview of the most important barriers that the Transparense survey respondents 
indicated is shown in Figure 1. 

 

                                                      
9 Hungary is one of the most severely stricken countries in terms of residential mortgages. Before the financial 

crisis, loans based on EURO or CHF enjoyed an extreme popularity, although these included a risk of exchange 
rate change. Since the HUF exchange rate was stable between 2001 and 2007 it created a false image of low 
risks. From 2007, the exchange rate started to deteriorate as a result of the financial crisis and political 
changes. Until 2010, a foreign currency-based loan was still more beneficial than a HUF-based loan (a loan of 
the same size was covered with a smaller monthly repayment than in the case of a HUF-based loan), when 
this relation turned around. As of 2013, a household pays around 70% higher monthly instalment than in 
2007. There are about 287 thousand households with such a loan, meaning that every 10th citizen is involved 
in a EURO or CHF based loan (State Secretariat for Government Communication, 2011). 

10 The government has put through a number of programmes to save these households, including moratorium 
to eviction during winter, reduction of the loan, changing loans to HUF-basis, awareness raising campaigns to 
highlight risks in foreign currency mortgages, etc. 

11 Regulated by the budget laws, e.g. for 2013 in the Law CLXXXVII./2012, §72-75, which states that all loans of 
a local government are taken over into the national budget, based on application. 
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Figure 1.: Key barriers of the EPC sector in Hungary according to the survey respondents.  
Note: Number of respondents: 6. 
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6 Success factors 
The EPC environment used to flourish with actors and projects in Hungary, even in particular 
sectors, such as the residential sector. There have been a number of success factors, only 
few of which remains to date. 

6.1 Successful regulatory models 

The upcoming EEO system is expected to give a small push for ESCOs because the decision-
makers plan to allow/promote the implementation of energy efficiency investments by 
third-parties, for example by ESCOs. Alternatively, energy services are expected to be 
provided by large energy providers or distributors (depending on the selection of obligated 
entities). Some signs can already be seen, whereas large energy firms have started to offer 
energy saving programmes for private business consumers. 

6.2 Successful structural models 

As described above, a public ESCO is under planning and may be able to provide successful 
models for market based solutions too besides catalysing the market. 

The EPC model has been successfully applied in the private residential sector in Hungary. 
Although these projects now suffer from the decrease in profits due to the regulated prices 
and have seen drawbacks due to the lack of trust between the ESCO and the residents, the 
model works well and has been copied in some other countries. 

6.3 Successful financing models 

There are a number of banks, estimated to be around 5, that have a product designed to 
finance ESCO/EPC investments. However, as described in part 5, these produce little interest 
and banks do not take the resources to restructure their offers or discuss with potential 
clients to find a compromise.  

An overview of the most important success factors that the Transparense survey 
respondents indicated is shown in Figure 2. 
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Figure 2.: Key success factors of the EPC sector in Hungary according to the survey respondents.  
Note: Number of respondents: 6. 
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