I

delic Disclosure Authorized

Public Disclosure Authorized

97249

WORLD BANK GROUP . DANUBE
Water
N 77> WATER
YRy o err Suppy Compane IAWD PROGRAM
IAWD mceaaz?nuenif\'rve: Smart policies, strong utilities, sustainable services

WATER AND WASTEWATER SERVICES
IN THE DANUBE REGION

SERBIA
COUNTRY

A State of the Sector | May 2015

danube-water-program.org | danubis.org


WB406484
Typewritten Text
97249


P
. K CZECHREPUBLIG:
. A

5
J

. RS EN N
o ’ B .'
| :"
DANUBE

3o,
e,

3dd S
<" DANUBE !

AUSTRIA e
DANUBE

\ : . ROMANIA

%, DANUBE DANUBE

H
N V) BULGARIA
MONTENEGRO / - e

FYR

ALBANIA [ 1A cEDONIA

KEY WATER AND SANITATION SECTOR CHALLENGES

» Strengthening and clarifying sector governance. To address overlapping mandates among
ministries in charge of water sector policies and regulation, a clarification and definition of roles
and duties is needed at the national level to improve water policy efficiency. Such a clarification
will be particularly important to ensure an effective EU negotiation and accession process and a
successful and sustainable infrastructure build-up.

» Ensuring tariff setting according to the cost recovery principle to improve overall performance
in preparation for EU accession. Due to the inflation cap imposed by the Ministry of Finance since
2004, water tariffs in Serbia are kept very low, which prevents utilities from recovering production
costs, not to mention capital expenditure. As a result, some utilities have significant losses, assets
are not being properly managed and replaced; and conditions are not in place for the significant
infrastructure development necessary to comply with the EU environmental acquis.

» Enhancing water utility staff capacity and training. In addition to financing challenges, education
and training of staff at all levels of water utilities are key to ensure long-lasting operational
efficiency and sustainability of the water sector.

[E]C'[=] FURTHER RESOURCES

On water services in the Danube Region
E » A regional report analyzing the State of Sector in the region, as well as detailed country notes for
oy L 15 additional countries, are available at SoS.danubis.org
» Detailed utility performance data are accessible, if available, at www.danubis.org/eng/utility-database

On water services in Serbia

The following documents are recommended for further reading; the documents, and more, are

available at www.danubis.org/eng/country-resources/serbia

» MEMSP 2011. National Environmental Approximation Strategy for the Republic of Serbia. Belgrade:
Ministry of Environment, Mining and Spatial Planning of the Republic of Serbia.

» MISP. 2011. Draft Strategy for Restructuring Public Utility Companies in the Republic of Serbia.
Belgrade: Municipal Infrastructure Support Programme.

» UNDP. 2010. Water and human rights sector assessment, Serbia. New York City: United Nations
Development Program — Regional Program.

» World Bank. 2013. Serbia, Municipal Finance and Expenditure Review. Washington DC: World Bank.
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WATER SNAPSHOT

Sources for all numbers in the snapshot are provided in full in the body of this country page; a complete description of
the methodology is provided in the State of the Sector Regional Report, at SoS.danubis.org.

Access to services:
average and bottom 40%
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Piped supply Flush toilet
M Serbia M Danube average [l Danube best
Sector Structure
Self provision Belgrade y
25% waterworks
22%

6 regional
companies
9%
145 municipal
companies
44%
Sustainability Assessment
Financing Piped water Access
Investment Flush toilet
Wastewater

treatment

Affordability coverage

Operating Customer
cost ratio satisfaction
Non revenue Continuity
water of service
Staffing level Wastewater
: Collection ratio compliance .
Efficiency Quality
e Serbia = Danube average = Danube best practice

Based on normalized indicators, closer to the border is better

Danube
Value Year aD\?gt;bg best
9 practice
Context for Services

GDP per capita, PPP
[current international S] 12374 1 2013 16902 ke
Population [M. inh] 7.164 2013 8.451 n.a.
Poverty headcount ratio
[52.50 & day [PPF] [% of pop]] 177 2010 £ 165 S
Local government units
[municipalities] 168 2013 1,987 n.a.
For which, average size [inh] 42,643 i 2013 4,253 n.a.
Total renewable water 2008—
availability [m%/cap/year] ez 2012 7,070 It

Organization of Services
Number of formal water
service providers 152 2012 4ol n.a.
Average population served 35583 i 2012 9,498 n.a.
Water services law? Yes
Single line ministry? No
Regulatory agency? No
Utility performance indicators No
publicly available?
Major ongoing reforms? No

Access to Services

Access to piped water (%) 90 2012 83 100
Access to flush toilet (%) 93 2012 79 99

Performance of Services
Service continuity [hours/day] = = 20 24
Nonrevenue water [m?/km/d] 16 2011 35 5
Water utility performance index
[WUP)] 65 n.a. 69 94

Financing of Services

Operating cost coverage 0.95 2012 0.96 1.49
Average residential tariff [¢/m?] 0.48 2012 1.32 n.a.
Share of potential WSS expen-
ditures over average income [%] [ 2010 2.6 ke
Average annual investment
[€/cap/year] 4 n.a. 23 n.a.

Sector VElue Danube Danube best
Sustainability Average practice
Assessment 61 64 96

State of Sector | Serbia Country Note | 1



IAWD PROGRAM

vart polcies, strong Utles, sustainable services

&2 DANUBE
7> _WATER

CONTEXT FOR SERVICES

: EU cand. | Danube Danube
Indicator Year Source Value average = average best
Socioeconomic Situation
Population [M. inhabitants] 2013 World Bank 2015 7.164 3.053 8.451 n.a.
Population growth 1990- ) ) )
[compound growth rate 1990—-2013] [%] 2013 | WordBank2018 B2 0.33 0.37 na.
Share of urban population [%) 2013 | World Bank 2015 58 51 63 n.a.
GDP per capita, PPP [current international §] 2013 World Bank 2015 12,374 11,154 16,902 n.a.
Poverty headcount ratio
[$2.50 a day [PPP] [% of popl] 2011 | World Bank 2015 177 355 165 na
Administrative Organization
No. of local government units [municipalities] 2013 RZS 2014 168 85 1,987 n.a.
Av. size of local government units [inhabitants] 2013 Authors' Elab. 42,643 35,850 4,253 n.a.
Water Resources

Total renewable water availability [m3/cap/year] 22%(%% TR 16,979 8,128 7,070 na.
Annual freshwater withdrawals, domestic
[% of total withdrawal] 2013 | World Bank 2015 17 18 26 n.a.
Share of surface water as drinking water source [%] 2014 ICPDR 2015 27 42 31 n.a.

Economy. Serbia is an official EU membership candidate, but it faces a challenging economic situation and poverty
issues. According to the World Bank Development Indicators, Serbia has 7.2 million inhabitants, among whom 55%
live in urban areas. The country has a population density of 81.3 inhabitants/km?2. With a per capita GDP of $12,374
current international PPP dollars, an unemployment rate of 22%, and 1.8% of the population living at the $2.50 a day
poverty line, the economic situation of Serbia is challenging compared to neighboring countries. This is especially
true in the poorest regions located in the eastern and southwestern parts of the country. From 2001 to 2008, Serbia’s
annual average GDP growth was 5% (World Bank 2015), but due to repeated recessions, the pace of economic
growth has recently slowed, while the public debt has increased. Vulnerable minorities constitute 6% of the Serbian
population, and in 2009 a strategic plan for the improvement of the position of the Roma minority was adopted
(MHMR 2010). In 2012, Serbia was granted official EU membership candidate status, and official EU accession
negotiations were to have started in January 2014. To date, however, they have not.

Governance. Serbia has strong local governments. Serbia is a parliamentary republic composed of 4 regions, 1
autonomous province (Vojvodina), and 25 districts, including the city of Belgrade. There are 168 municipalities that
form the basic level of self-government. According to the law on communal services, municipalities, cities, and the city
of Belgrade have sole responsibility for establishing and organizing the provision of water and wastewater services.

Water resources. Serbia is dependent on water resources that originate outside its territory. Among the annual
average 162 billion m? of available water in Serbia (FAO Aquastat 2015), 90% are transit waters flowing through

the country via the Danube, Sava, and Tisa Rivers and other waterways. Thus, Serbia is largely dependent on water
resources that originate outside its national territory. International cooperation and transboundary water management
are therefore vital to the country. The Serbian territory is predominantly upland and lies almost entirely (92%) within
the Danube basin, which has been classified as a “sensitive area” under the EU urban wastewater treatment directive.
It can be divided into two distinct topographical regions. The northern region forms part of the Pannonian Plain,
intersected by rivers, canals, and lakes. To the south of the Danube, the terrain is hilly and mountainous. The central
southern region connects to the southern Balkans via the Morava and Vardar/Axios basins. Annual average rainfalls
are lowest in the north (<500 mm) and highest in the southwest, where they can cause heavy flooding affecting
water and wastewater services and resulting in damage to the infrastructure and serious drinking water shortages.

2 | The Danube Water Program | WB & IAWD
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Climate change is expected to cause a decrease in annual precipitation and water flow at the national level, as well
as more intense floods and droughts. A list of strategic areas and measures to mitigate climate change effects on
water resources has been published by the Ministry of Environment and Spatial Planning under the UN Framework
Convention on climate change (MESP 2010; NVE 2013; and RAPP 2010).

Water supply sources. Groundwater is mainly used for drinking water, and surface water for other water uses.
Groundwater provides 63% of the raw water used for drinking water supply, whereas it represents only 12% of the
overall water abstracted in Serbia. Its quality is considered good, although there is some chemical contamination due
to the uncontrolled use of various pesticides. Surface water accounts for 27% of drinking water supply and 88% of all
water uses. It is extracted from streams and accumulations, and its quality is at risk due to the presence of ammonia,
nitrates, sulphides, iron, and mineral oils in the Tisa River basin; evaporable phenols and manganese in wells in

the area of Backa; and arsenic in the rest of Vojvodina. Almost no effective sanitary protection zones have been
implemented at water intakes (for both surface and ground waters). The recent deceleration in the Serbian economy
has resulted in a major reduction in pollution emissions. The nutrient load from municipal effluent is a significant
source of hydraulic wastewater volume due to the fact that municipal wastewaters are mainly discharged untreated,
and that current industrial output is low. Discharges of nitrogen and phosphorus also contribute to the Danube
pollution (MESP 2010).

ORGANIZATION OF SERVICES

- EU cand. | Danube Danube
Indicator Year Source Value average = average best

Number of formal water service providers 2012 RZS 2012b 152 75 661 n.a.

Average population served [inhabitants] 2013 Authors' Elab. 35,349 28,963 9,496 n.a.

Dominant service provider type Local / municipal utility companies

Service scope Water and sanitation

Ownership State

Geographic scope One to a few municipalities

Water services law? Yes

Single line ministry? No

Regulatory agency? No

Utility performance indicators publicly available? No

National utility association? Yes [WSAS for water and wastewater & UTVSI for water professionals]

Private sector participation No

Service provision. Local governments FIGURE 1: Self provision Belgrade
are responsible for water and wastewater WATER SERVICES 25% waterworks

- - - (o)

service provision through 152 public PROVIDER TYPES 22%
utility companies. These utility AND MARKET
companies are founded by municipalities SHARES

but remain state owned. The water sector 6 regional
is concentrated; 7 regional public utilities g);‘pa”'es
(including Belgrade waterworks) provide °
service to several large municipalities
covering 31% of the population (Authors’
elaboration). One-hundred forty-five 145 municipal
municipal public utilities serve 44% of the companies

SOURCE: RZS 20128. 44%

State of Sector | Serbia Country Note | 3
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population (Figure 1). Overall, 150 utilities provide both water and sanitation services. In rural areas, inhabitants
rely on self-provision (RZS 2012b).

Policy-making and sector institutions. Several ministries regulate the water sector (Figure 2). Five main ministries
constitute the national institutional framework of the water sector, with no clear line ministry and often overlapping
mandates (NSRS 2014):

» The Ministry of Agriculture and Environmental Protection, with the Directorate of Water, which is in charge of water
resources policy and integrated water management, and for issuing water abstraction licenses and discharge
permits.

» The Ministry of Construction, Transport and Infrastructure, which is the parent ministry of water utility companies; it
has no specific directorate in charge of water utilities, but does have a department for inspection supervision.

» The Ministry of Public Administration and Local Self-government, within the Department for Local Self-government,
supervises local self-governments, which manage water utility companies.

» The Ministry of Finance, which is responsible for final control of tariff revision, which is proposed by water utility
companies and accepted by local self-governments, in accordance with the general price policy.

» The Ministry of Health and the local Institutes of Public Health, which monitor drinking water quality. Domestic
drinking water standards are in compliance with the World Health Organization guidelines and the EU Drinking
Water Directive. Quality controls are conducted in compliance with the Regulation on Hygienic Regularity of Quality
of Drinking Water (OG FRY No. 42/1998).

» The public water management companies of Waters of Serbia (Srbijavode), Waters of Vojvodina (Vode Vojvodine),
and Waters of Belgrade (Beogradvode) are state-owned companies with responsibility for flood protection and for
issuing opinions on legislation on water, and for maintenance of the water information system in their territory.
They are under the umbrella of the Government of Serbia, the Government of Vojvodina, and the City of Belgrade,
respectively, and from time to time they participate in maintenance and reconstruction of regional water
facilities.

FIGURE 2: WATER SERVICES SECTOR ORGANIZATION

H Ministry Ministry Ministry of Ministry Ministry
National of of Public of of
level Finance Construction Administration Agriculture Health

Controls tariff Implement policies Discusses policies, finances Controls drinking
revision investments, controls water quality
extractions & discharges

Regional

level Srbijavode,
Vode Vojvodine

and Beogradvode

Governs, ) )
consents R - regulation
Local % Water/sewer P - policies
level company 1 -investments
S - service provision

SOURCE: AUTHORS' ELABORATION.

Capacity and training. Efforts have already been made to improve staff capacity and training, but much remains
to be done. The State Water Directorate and the public water companies work on capacity building and on education
and staff training through specialized projects. The three main water professional and utility associations in Serbia,
the Waterworks and Sewerage Association of Serbia, the Association for Water Technology and Sanitary Engineering,
and the Union of Engineers and Technicians of Serbia, also provide training, technical assistance, and knowledge
exchange activities (workshops, conferences, journal) to water sector stakeholders. However, there is still an
important need to increase this activity at the national level, especially since management staff turnover is high due
to the political cycle and political appointments. The Belgrade utility employs around one-third of the total number of
employees (PWMC 2015).

4 | The Danube Water Program | WB & IAWD
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Economic regulation. Tariff setting in the water sector is mainly linked to targeted inflation. Tariffs are often
revised yearly, and new prices are proposed in the utility business plans. They then must be approved by the municipal
assembly. Since 2004, the Ministry of Finance has imposed a ceiling on tariff increases, and public utility companies
cannot exceed the programmed inflation rate. Tariff setting has thus often been dominated by political and social
considerations rather than public utility company operation, maintenance, and investment needs (UTVSI 2007).

Ongoing or planned reforms. A draft National Public Utility Strategy has never been implemented. Public utility
companies are specific legal entities, operating either as a multisector operator or as a water-only operator. They
are managed and supervised by municipalities, but asset ownership remains at the state level. The new 2006
Constitution of the Republic of Serbia transferred property rights to municipalities, but the property rights transfer is
ongoing, and utility assets remain under state ownership. The national strategy and policy framework for the water
sector in the Republic of Serbia appears to be comprehensive and adequate on paper. It focuses on the following
areas: improvement of performance and efficiency of utilities, implementation of tariff reform measures included

in the Water Law, and financing of capital investments. However, continued changes in the government structure
have hampered reform initiatives, with the 2070 National Strategy on Local Public Utility Companies never moving
beyond the conceptual stage. Extra efforts are needed to ensure all the elements contained in National Strategy are
implemented (MISP 2011).

ACCESS TO SERVICES

. EUcand. | Danube : Danube
Indicator Year Source Value average = average best
Water Supply
Piped supply — average [%] 2012 Authors' Elab. 90 89 83 100
Piped supply — bottom 40% [%] 2012 Authors' Elab. 80 81 76 100
Piped supply — below $2.50/day [PPP] [%] = = = 73 61 100
Including from public supply — average [%] 2011 RZS 2011 75 71 74 99
Sanitation and Sewerage
Flush toilet — average [%] 2012 Authors' Elab. 93 90 79 99
Flush toilet — bottom 40% 2012 Authors' Elab. 84 81 70 98
Flush toilet — below $2.50/day [PPP] [%] = = = 76 54 100
Including with sewer — average [%) 2012 RZS2012b 59 53 66 94
Wastewater Treatment
Connected to wastewater treatment plant [%)] 2012 RZS 2012b 11 9 45 95
Service coverage. Serbia has good access to service. Serbia has good Serbia Data Availability
access to piped water (90%) and near-total access to flush toilets (93%). Data availability could be improved,
Access to publicly provided services is lower, at 75% for public water since there is no consolidated set of
supply and 59% for sewerage (Figure 3). Only 11% of the population is data on water utilities in Serbia, as
connected to wastewater treatment. Effluents are treated mostly below there is in some of the neighboring
Urban Wastewater Treatment Directive standards (MEMSP 2011), resulting countries with regulatory agencies.
in significant environmental and public health hazards. Most small Information is missing especially for
communities (<2,000 people) do not have wastewater treatment plants water sector funding and spending.
and 18 of the 50 existing plants are not operational. To improve access Some operational data are available for
to sanitation services, the Serbian National Environmental Strategy plans only a limited number of years, which
to upgrade the existing infrastructure, expand the sewage networks, and prevents medium-term trend analysis.
build primary and secondary wastewater treatment plants in 20 to 30 large Some ad-hoc benchmarking efforts
agglomerations and hotspot locations. The plan also includes building are being made through specific donor
sludge treatment facilities. programs, however.

State of Sector | Serbia Country Note | §
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Equity of access to services. Twenty-two percent of Roma settlements do not have access to water. According
to a UNDP 2011 survey, 22% of the Roma population do not have access to an improved water source (compared
to 1% of the total population), and 39% do not have access to improved sanitation (compared to 5% of the total
population) (UNDP Bratislava 2012). In 2009, a strategy for the improvement of the Roma'’s position in Serbia
was adopted. It is built around four priority areas for action: education, housing, employment, and health. Some
results have been achieved in the areas of education and health, but no real improvement has been achieved in
employment and housing (MHMR 2010).

e FIGURE 3: ACCESS TO
000, Total WATER AND SANITATION:
S B [ 93% TOTAL POPULATION,
0% |- . Total BOTTOM 40% OF THE
90% POPULATION
L R R R
SOURCES: AUTHORS' ELABORATION,
cow -l | RZS 2011 AND RZS 20128.
Bottom Bottom
son |- 400 N [ 40% N
80% 84%
L IO R
e T IR R
75% 59%
L R IR R e
UGN SEEEN  [EEREEEEE = RECEEEEEEEEEEEES N ELEEEEEEE  REREEERLCEEEEE  REEDEEE
11%
0% T T 1
Piped water Public supply Flush toilet Sewer Wastewater
treatment

Service infrastructure. Water sector assets need renewal and upgrading. The water infrastructure in Serbia
consists of 28 multipurpose dams and reservoirs storing more than 6,000 Mm?, 56 water treatment plants, and a
38,653 km network. Water supply systems and distribution networks generally need reconstruction and upgrading
in capacity and/or technology. Wastewater assets comprise 50 treatment plants and a 15,159 km network. The
capacity and technology of wastewater treatment plants and collectors also need to be renewed and upgraded.
Thirty-two plants are operational, but few of them according to the designed criteria. Others work at lower efficiency
than designed.

Value
Value Year Source
Water Wastewater
Number of treatment plants 56 50 2011 Eurostat 2014
Length of network [km] 38,653 15,159 2011 RZS 2012b
Average connections per km of network 36 53 2011 RZS 2012b

6 | The Danube Water Program | WB & IAWD
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PERFORMANCE OF SERVICES

Service Quality

. EU cand. | Danube Danube
Indicator Year Source Value average = average best
. . . . . RZS2012a &

Residential water consumption [liters/capita/day] 2011 R7S 2012b 203 165 122 n.a.
Water supply continuity [hours/day] = = = 19 20 24
Drinking water quality [% of samples in full
compliance] 2010 Batut 2010 73 33 93 99.9
Wastewater treatment quality [% of samples in full _ _ _ na 79 100
BOD5 compliance]
Sewer blockages [number/km/year] = = = 9.3 5.0 0.2
Customer satisfaction [% of population satisfied
with services] 2013 Gallup 2013 51 63 63 95

Quality of service. Serbia has good quality of service, but there are still some issues regarding drinking water
quality. Water service continuity in most cities is nearly 24/7, but problems of surface water quality and treatment
cause significant health risks (chronic or infectious diarrheal diseases). Those drinking water quality issues are due
to poor infrastructure and contamination of surface water with pesticides and heavy metals, especially in rural areas,
where there is almost no quality control. The low number and efficiency of municipal and industrial wastewater
treatment facilities also result in significant organic and inorganic discharge.

Customer satisfaction. The satisfaction of the population with the service provided in their city is low, at 51%
(Gallup 2013). This number is lower than in most countries in the region.

Efficiency of Services

. EU cand. | Danube Danube

Indicator Year Source Value average = average best
Nonrevenue water [%] 2011 R 2331251)& R 32 50 35 16
Nonrevenue water [m3/km/day] 2011 RZS 2%12&& RZS 16 41 35 5
Staff productivity [water and wastewater] [number of
employees/1,000 connections] 20 AzS 20120 [ 15 9.6 20
Staff productivity [water and wastewater] [number of _ 3 _ 04 17 04
employees/1,000 inh. served] ) : ’
Billing collection rate [cash income/billed revenue] [%] 2011 IPM 2015 89 85 98 116
Metering level [metered connections/connections] [%] = 2017 Azs 2%1223;2‘ Azs 84 81 84 100
Water Utility Performance Index [WUPI] n.a. Authors' Elab. 65 59 69 94

Overall efficiency. Some important efficiency gains are still to be made. Few significant efforts have been made to
transform public water utilities into more efficient organizations that work according to sound economic principles.
Utilities are burdened with aging infrastructure, leading to energy and water losses that increase operational costs and
decrease net income. The staffing level has been high and constant since 2008 despite the wage bill control from the
Ministry of Economy, and it remains very high at 11.9 employees per 1,000 connections, compared to regional and
international best practices (1 to 2 staff per 1,000 connections). The limited productivity is largely a consequence of
the direct control exerted by local government authorities over utility staffing and management. The billing collection
ratio is below regional best practices and should be improved to ensure increasing revenues.

Recent trends. The water sector shows mixed efficiency results and trends. The indicators mentioned above have

State of Sector | Serbia Country Note | 7
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followed different paths of evolution over the last 10 years. Overstaffing has decreased by 6% but remains high, nonrevenue
water has increased by 13% (Figure 4), and the collection ratio has decreased by about 2%. As a result, no real efficiency
gains have been made and no clear improvement of water and wastewater services efficiency has been achieved.

40% 1 FIGURE 4: EVOLUTION OF NONREVENUE WATER

35%
SOURCES: RZS 2012A AND RZS 2012B.
30%
25%

20%

15%

Non-revenue water

10% A

5%

0%

2004 2005 2006 2007 2008 2009 2010 2011

FINANCING OF SERVICES

Sector Financing

. EU cand. Danube Danube
Indicator Year Source Value average average best
Sources of Financing
Overall sector financing [€/capita/year] Authors' elab. 27 29 62 n.a.
Overall sector financing [share of GDP] [%] Authors' elab. 0.30 0.34 0.45 n.a.
Percentage of service cost financed from tariffs Authors’ elab. 82 67 67 n.a.
Percentage of service cost financed from taxes Authors' elab. 6 17 13 n.a.
Percentage of service cost financed from ,
transfers Authors' elab. 12 16 20 n.a.
Service Expenditure
Average annual investment [share of overall ,
sector financing] (%] Auiiiters Gl 14 32 38 n.a.
Average annual investment [€/capita/year] Authors' elab. 4 9 23 n.a.
Estimated investment needed to achieve targets
[€/capita/year] 2011-2030 : MEMSP 2011 32 37 43 na.
Of which, share of wastewater management [%] Authors' elab. 72 70 61 n.a.

Overall sector financing. Tariffs barely cover operation and maintenance costs, which represent 86% of overall
expenditure in the water sector. As a result, subsidies from the national budget are necessary to cover operation costs
of utilities as well as investments, which are also funded by international grants. Investments represent less than 15%
of sector costs, which are too low to fund the investments needed to maintain and expand both water and sanitation
services (Figure 5).

The main sources of funding of water and wastewater utilities are described in Figure 6, using the OECD three Ts
methodology (tariffs, transfers, and taxes).

8 | The Danube Water Program | WB & IAWD
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Investment needs. Twice as much investment as is currently available is required to achieve EU compliance. Five
billion euros in overall investment is needed to achieve full EU compliance—40% for drinking water supply and 60%
for sanitation—or an average of €32/inhabitant/year for the next 20 years, about twice as much as the current annual
investment rate.

Investments. The rate of investment is increasing but remains insufficient. The current investment level in Serbia
is very low, at 4€/inhabitant/year in 2012, or 0.04% of nominal GDP. OECD-recommended levels for water sector
investment range from to 1.2% to 6% for low-income countries (Figure 7). However, this level has tripled since
FIGURE 6: MAIN SOURCES OF FUNDING OF WATER AND WASTEWATER SERVICES

Loan repayments (funded by national taxes)

e EU funds IFI loans
Autonomous Province
Budget q ' | AN
I Subsidies for facilities ! Transfer | |
(funded by national taxes) I I |
I ' Loans
| ‘ repayment | | Loan
Water & : ! ! Efej)r:]agenaeg;s
astewater
fees . | Water and wastewater [P/ _! : local taxes)
National | utilities . |
taxes | Subsidies (funded by local taxes) |
____________ i
I [

Consumers and polluters

SOURCE: AUTHORS' ELABORATION.

2007. A small share of water and wastewater investments is funded by subsidies from the central state budget

(or Autonomous Province budget, which is part of the state budget). Subsidies are granted using a needs-based
methodology formulated by the Water Directorate and according to the priorities established in the Water Resources
Master Plan of the Republic of Serbia. These national funds are augmented by IFI loans and EU supporting funds. EU
financial help has only just started as part of the pre-accession phase.

FIGURE 5: OVERALL UTILITY SECTOR
FINANCING, 2012
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SOURCE: AUTHORS' ELABORATION.
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FIGURE 7: EVOLUTION OF INVESTMENT LEVELS, SOURCES, AND USES

0

25

20

[l Use: Sanitation

Investment (M €)

M Use: Water
™ Source: National

M Source: International

2007 2008 2009 2010 2011 2012

SOURCES: AUTHORS' ELABORATION AND MAFWM 2013.

Cost Recovery and Affordability

. EU cand. Danube Danube
Indicator Year Source Value average average best

Cost Recovery

Average residential tariff

[incl. water and wastewater] [€/m?] 2012 PKS 2013 0.43 0.57 1.32 n.a.
Operation and maintenance unit cost [€/m?] Authors' elab. 0.42 0.45 1.20 n.a.
Operating cost coverage - SERATGIE 095 107 096 1.49

[billed revenue/operating expense]

Affordability

Share of potential WSS expenditures over

average income [%] 2010 Authors' elab. 1.2 1.6 26 na.
Share of potential WSS expenditures over :

bottom 40% income [%)] 2010 Authors' elab. 19 25 38 na.
Share of households with potential WSS 2010 Authore' elab, 03 16 14 o

expenditures above 5% of average income [%]

Cost recovery. The low price of water barely covers operating and maintenance costs. The price of drinking water
and wastewater is very low at €0.48 /m?, or 1.2% of the average household budget. Such a low price barely covers the
full cost of operation and maintenance. As a result, some utilities have significant losses (Figure 8). Cross-financing
between domestic and other sectors and subsidizing from the municipality are commonplace. There is a provision
that all municipal tariff increases need to be approved by the central government and that they should not exceed the
official target rate for annual inflation. This measure makes it more difficult for municipalities to recover the water
service cost, and may place an additional burden on central and local government finances. Tariffs and fines for
wastewater discharge above authorized limits are very low compared to treatment facility costs, and sanctions for
noncompliance are not enforced. Thus, there are no adequate incentives for the industrial and domestic sectors to
comply with existing regulations.

Tariffs. Water tariffs have increased but remain low. Average residential tariffs are lower than the regional average.
Residential tariffs increased on average by 12% annually between 2004 and 2012 (Figure 9), while inflation reached
an annual average of 10% during the same period. Tariffs are expected to continue to increase, given the significant
investments and subsequent operating costs linked with Serbia meeting the EU environmental acquis.
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Affordability. Affordability is not yet a constraint, but may become so for segments of the population. In 2012,

the potential water bill for an average family was around 1.2% of their household income, and 1.9% of income for the
bottom 40%. Potential affordability issues may arise in the future, however, due to investments needed to comply with
the acquis. Indeed, tariffs will most likely rise, because investments must double during the next 15 years. However,
the tariff increase should remain limited as long as the inflation price cap remains in force.

FIGURE 9: EVOLUTION OF AVERAGE TARIFF (ABSOLUTE AND SHARE OF POTENTIAL EXPENDITURE IN INCOME)
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SOURCE: AUTHORS' ELABORATION.

WATER SECTOR SUSTAINABILITY
AND MAIN CHALLENGES

To evaluate the sustainability of services in the region, an overall sector assessment has been done taking into account
four main dimensions: access to services, quality of services, efficiency of services, and financing of services. Each of
these dimensions is measured through three simple and objective indicators.

For each indicator, best practice values are established by looking at the best performers in the region, and the
countries closest to those best performers are deemed to have a more mature sector. A more complete description
of the methodology to assess sector sustainability is included in the Annex of the State of the Sector Regional Report
from the Danube Water Program. The outcomes of this assessment for the Serbian water sector are presented in
Figure 10, which also shows average and best practices in the Danube region. The Serbian sector sustainability
score is 61, which is below the Danube average sustainability of 64. The assessment shows that, on average, the
country performs well in terms of access to piped water and flush toilets, nonrevenue water, and affordability. The
main deficiencies of the Serbian water sector identified through the sector sustainability assessment are the level of
investment, wastewater treatment coverage, and the operating cost ratio (Figure 10).
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Financing Access FIGURE 10: SECTOR SUSTAINABILITY
ASSESSMENT - SERBIA
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The main sector challenges are:

» Strengthening and clarifying sector governance. To address overlapping mandates among ministries in charge
of water sector policies and regulation, a clarification and definition of roles and duties is needed at the national
level to improve water policy efficiency. Such a clarification will be particularly important to ensure an effective EU
negotiation and accession process and a successful and sustainable infrastructure build-up. This would also fulfil
the need for much broader involvement of all stakeholders in the process of planning and decision making in water
and wastewater management.

Ensuring tariff setting according to the cost recovery principle to improve overall performance in preparation
for EU accession. Due to the inflation cap imposed by the Ministry of Finance since 2004, water tariffs in Serbia
are kept very low, which prevents utilities from recovering production costs, not to mention capital expenditure. As
a result, some utilities have significant losses, assets are not being properly managed and replaced; and conditions
are not in place for the significant infrastructure development necessary to comply with the EU environmental
acquis. To increase wastewater treatment capacity, important investments are required to induce raising capital
and operating costs. EU funds and IFl loans may partly alleviate these funding challenges, but the operating cost
coverage ratio will have to increase and tariff-setting provisions may have to be revised. Moreover, costs could

be controlled by decreasing operational inefficiency. This could be accomplished by reducing excess staffing,
improving leak detection (to reduce technical losses), cracking down on illegal connections, improving collection
enforcement, and extending metering.

Enhancing water utility staff capacity and training. In addition to financing challenges, the education and training
of staff at all levels of water utilities is key to ensure long-lasting operational efficiency and sustainability of the
water sector. Local governments and their associated bodies generally lack adequate skills to prepare and perform
oversight.

12 | The Danube Water Program | WB & IAWD
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