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Abstract

Local public services may be offered free (e.g. education) or may be charged with payments calculated so as to cover a part or a whole cost of the service (e.g. kindergartens or water supply). The level to which the total costs are to be shared by the consumers depends on the national or/and local policies. The paper shows different ways of organization of local government services and their links with local budgets. Examples from the city of Lodz relate to social (kindergartens) and technical (transport) infrastructure.

1. Introduction

Fees and charges make a numerous and diversified category of budgets’ revenue. These two kinds of sources have in Poland a common name with an adjective: “public” or “private”. The latter is tightly connected with a public service (charges) while the former is connected loosely or has no link at all (both are called fees; some from those being in fact hidden taxes were discussed in the author’s paper written for the 2003 NISPAcee Conference
).

Local governments have to run many different services for local societies. In Poland this especially refers to gminas, which are the basic units of local government. Their activity covers: physical planning, roads, water, sewage, waste collection, kindergartens, primary schools, social and health care, cemeteries etc., etc.

Some of the public services are offered free, like local roads or schools. Some are charged with payments calculated so as to cover a part of or a whole cost of the service, like water or kindergartens. The level to which the total costs are to be shared by consumers depends on the national or/and local policies.

From a variety of local public services two were chosen to show different solutions in their organization and financing: pre-school care over children (kindergartens) and local public transport. Kindergartens may be financed from the local budgets but usually their costs are shared by the local government and the beneficiaries. Local public transport, like in other countries, needs a support from local budgets. Buying a ticket, a passenger covers then only a part of the actual cost: how much – it depends on each local government decision.

The paper shows tasks of the basic tier local government (Section 2), general types of financing local government services (Section 3), different ways of their organization and influence on local budgets (Section 4), with examples related to social (kindergartens, Section 5) and technical (public transport, Section 6) infrastructure in the city of Lodz; paper ends with several conclusions (Section 7).

2. Gminas and Their Tasks

Local government in Poland functions on three tiers: basic, sub-regional and regional.

Units on the basic tier, gminas, are the most differentiated ones. As far as their status is concerned, there are three or even four types of them. One is a typical rural gmina, another is a separate town and the third is composed of rural areas and of a, usually small, town. The fourth group is made of big towns which simultaneously are the units of the upper, sub-regional level.

Units of the sub-regional level (powiats) may be on two types: one is composed on a town being the powiat’s “capital” and a number on rural, mixed or urban gminas and the second is a, mentioned above, separate big town. Such urban powiats have to fulfil tasks typical both for the basic and sub-regional tiers of local government. Their budgets also use sources of income provided by Law for these two local government levels.

Regional units (wojewodztwa) cover the area of several powiats and have the same territories as central administration regions.

Each of these tiers of the local government has to fulfil its tasks provided by the national law. The most differentiated and important to local communities set of tasks is that for gminas, which for example are responsible for:

· physical planning and land-use management;

· environment and water protection;

· water supply and sewage treatment;

· electricity and gas supply;

· street cleaning, refuse collection and waste disposal;

· local public transport;

· street lighting;

· district central heating;

· maintenance and construction of local roads;

· health care;

· local market-places;

· maintenance of green areas;

· municipal cemeteries;

· municipal housing;

· provision of education services (kindergartens and primary schools);

· culture, including local libraries and leisure centres;

· social welfare services for elderly, handicapped and homeless people;

· pro-family policy and care over pregnant women;

· promotion of local governance and of the gmina;

· co-operation with NGOs and with local communities from other countries.

The list presented above shows general areas of the gminas’ activity; concrete responsibilities are spread in many different acts. One can easily notice that indicated areas cover all the functions being crucial for both the local communities and the business. All these areas may be aggregated into three following general groups.

One is social services containing for instance education, health and social care. Another group consists of technical services like water, sewage, roads etc. (Some of services, however, may be counted to both groups; for example housing on the one hand is a typical technical activity of maintenance or even construction of residential houses but – on the other – it is a social function, not only because the right to have a place to live is on the top of social needs, but also because municipal housing is in general of poor quality and among its residents it is the poor people who prevail). The third area of the gminas’ activity is the promotion and co-operation with other territorial units.

So while the tasks from the last group are directed toward the gmina itself, the other two groups are services directed toward the gmina’s inhabitants, visitors and business located on its territory.

3. Organization of Local Public Services

Delivery of the public services can be organized in several ways. First, each unit offering public services in Poland counts to one of two general sectors. One is the public finance sector and the other – sector of business.

Within the public finance sector most of services is rendered by units organized in one of several typical forms regulated in the national law (Act on Public Finance). In each case, the form of organization is strongly connected with the financial clearings with the budget of the relevant local (or central) government.

The basic form is a budgetary entity, fully subordinated to the relevant government. Budgetary entities cannot earn money for themselves and all their expenditures are covered straight from the budget. Most common budgetary entities are, for instance, public schools, offices and hospitals. The financial regulations concerning this type of units are both simple and restrictive so as quite often the real conditions exceed the limited framework. Therefore in some cases there may be established additional forms to solve the problems. One such a form is an auxiliary unit, created when the budgetary entity has to run economic activity and should then use the earned money. This would be a case of workshops at vocational schools or a school canteen. Another form is special funds, created when a budgetary entity receives money from outside the relevant budget and has to spend it for a concrete, indicated purpose (e.g. as a donation or an insurance award).

Next form is a budgetary establishment. It is created when, as a rule, the kind of a service guarantees an income enough to cover its costs. Common examples of this type used to be units responsible water and sewage management; most of them have been transformed into local government limited companies. Nowadays a typical example are kindergartens, although the criterion of being self-financed is not met due to social reasons.

Yet another form is a purpose fund. Purpose funds are not common at the local governments level after 1990, but still exist at the national level with the Social Insurance Fund being the biggest.

The above forms are convenient in most but not in all cases. Therefore there are also units organization of which is regulated in separate acts issued especially for a kind of service or even for a particular institution, like for instance: universities, libraries, museums, Social Insurance Unit (ZUS) or Fund for Farmers’ Social Insurance (KRUS).

From 1999 the summary financial plans including income and expenditures of all the units counted to the public finance sector are discussed and voted together with the “real” budget of the relevant local or central government.

Within the business sector there is a variety of private and State-owned firms in different forms, for instance enterprises of physical persons, joint-stock companies, one-man corporations of the State Treasury, limited liability companies. Their links with the central or local budgets are limited to the taxes and dividend on the one hand and to the purchase and/or grants to some public services on the other.

4. Charges as Local Budget Income Sources

User charges for public services are used to cover a part or a whole of their costs. Thus one of specific functions of charges is being automatically fulfilled. Another function, called prohibitive, also should not be neglected. It seems that even a symbolic charge can prevent some potential users from unnecessary use of the service
.

Public services are financed from different sources, also in gminas. Most on them are offered free: to all consumers (e.g. primary education) or to some of them (e.g. free local transport for citizens over 65 in Lodz). What is more, some of such services are in fact the money granted to those who need it (e.g. housing allowances for poor residents). In such cases the total cost of a service is covered by the local government from its budget.

Consumers of the other services are charged with payments (charges). These are calculated either so as they cover the total cost of the service or – a part of it; how big, it depends on the central and/or local policies within the related area.

An example of a partial share in the service costs is, probably everywhere, the local public transport. Delivery of water is, in turn, a common example (at least in Poland), where the charges are calculated at a level that ensures not only covering the total costs of the drawing out, clarification and delivery, but also gives some surplus to the water management unit.

During the last decade, local governments as well as organisations responsible for local public services delivery have been gradually gaining larger and larger discretion over service charges. Present situation in the most important services may be summarised in following way
:

· city transport – local council decides on tickets price; private competitors (if they exist) are free to decide upon their own tariff;

· water and sewage – municipal entity (in most cases a company) proposes the tariff, which needs to be approved by the local council
;

· central heating – the price is set by an entity delivering the service on the basis of general rules set by the government; prices are controlled by the Office for Energy Regulation;

· waste collection and disposal – tariffs are negotiated between the provider and the client; local council may (but until now it has been done quite rarely) decide maximum price per unit;

· communal housing – local council decides rent on the basis of general rules set in the law; in practice, in most cases (although there are some exceptions), for political reasons, the council decides for rent being below the real cost;

· most of other services – prices are subject to negotiation between providers and clients.

User charges, such as for kindergartens, water provision, sewage, solid waste collection, public transport are usually collected by the servicing unit with or without the mediation of the collector. It is quite often that these revenues are not shown in the municipal budget, since they may be kept by some delivery units and used to cover costs of service provision. In some cases local government may subsidise these services or local budget may receive the surplus, so what can be found in the budget is just a balance of charges collected and amount spent on the actual delivery. For some services (e.g. solid waste collection) the local government may also set maximum rate of the charge which may be collected by the private provider.

Flows of money from charges when public services are rendered by three basic types of government units (mentioned in Section 3) are shown on Figure 1.

Figure 1: Charges as Local Budget Income








Similar money flows as these shown above can happen also in case of other servicing units. In general there are three possibilities:

1. Charges as a whole are an income of the relevant budget (budgetary entities but also the case of the local transport company discussed in Section 6).

2. Charges are not shown as the budget income but are an income of the servicing unit (budgetary establishments when their costs are higher then charges, like in the case of discussed below public kindergartens).

3. A part of charges is shown as a local budget income (budgetary establishments when the charges exceed their running costs; similar to this type would be auxiliary units or local companies if they pay a part of their interest to the relevant local government).

In each of the above possibilities user charges increase the total sums of money used for financing public services. And in cases of the government units shown on Figure 1 these charges as totals are decided by local councils together with the budget of each local government (or by the Parliament in case of the central government).

Different forms of the organization of public services together with specific rules of clearings with the relevant budgets make any comparisons very difficult. This refers not only to analyses made between local governments but also to those made for the same government within a time. In each case a thorough analysis of the ways of rendering local public services has to precede the analysis concerning the budget itself.

5. Kindergartens

From 1996 the primary education became an own, obligatory task of all gminas. Since 1996 it means two consequent schools: first (basic) for 7 years old children, with 6 classes, then the second (gymnasium), with 3 classes (secondary schools, general and vocational, are an obligatory task of the powiats).

Pre-school care also is a gminas’ task. Kindergartens themselves, as well as schools may be public or private. In Lodz, a significant decrease in number of children in recent years led to a relevant decrease in number of kindergartens and classes in them. But this relation refers to the units managed by the City (called here as public), while the other ones (called as private
) do quite well (see Table 1).

Table 1: Public and Private Kindergartens in Lodz, in 2001-2004

	Number of
	2001/02
	2002/03
	2003/04

	
	Public
	Private
	Public
	Private
	Public
	Private

	Kindergartens
	155
	16
	148
	16
	148
	16

	Classes
	626
	30
	611
	43
	606
	41

	Pupils
	14886
	660
	14360
	956
	14057
	975


Source: based on data of Lodz City Hall

Public kindergartens are organized as budgetary establishments. According to the law, such units should earn enough to cover their expenses. This is not a case, however, with the kindergartens. Parents have to pay of course the tuition for their children but it is far too less. In Lodz the tuition has been once fixed by the City Council as 14 per cent of the minimum wages. This rate is equal for everybody, despite of the real per head income in interested families. What more, although the minimum wages is being raised annually, that percentage index – due to social but also linguistic reasons – remains unchanged. Funds received from this source are of course not sufficient to finance all the expenses. Therefore a special grant from the local budget is necessary (see Table 2).

Table 2: Financing Public Kindergartens in Lodz, in 2001-2004

	Number of
	2001/02
	2002/03
	2003/04

	
	‘000
	Per cent
	‘000
	Per cent
	‘000
	Per cent

	Tuition
	18,172
	19.6
	18,360
	20.4
	17,749
	19.2

	Budget grant
	74,202
	79.9
	70,651
	78.7
	73,710
	79.8

	Other sources
	518
	0.6
	807
	0.9
	942
	1.0

	Total
	92,892
	100.0
	89,818
	100.0
	92,401
	100.0


Source: based on data of Lodz City Hall

Each kindergarten has to offer a minimum educational programme set by the Minister of Education. This minimal service: few hours of educational games and teaching, without meals, is provided free of charge. From September 2003 the last “class” there (so called “0” class) became obligatory what means additional money to be spent by local governments. All grants to kindergartens are given from the local budget; only for special kindergartens (or classes) for handicapped pupils a support from the central budget is transferred within the educational part of general grant
.

Because the number of pupils taking advantage of these minimum and obligatory programmes varies among kindergartens and also during the school year, the grants from the city budget have to be calculated for each unit separately. The amount of grants to each City kindergarten is fixed every year so as to cover – together with its other income (from the tuition but also some other sources like renting the rooms) – all the running costs. The capital costs are financed through separate local grants. The running grant rate per pupil is then used to calculate respective grants to few private kindergartens with the “public” status and – but in 75 per cent only – to other private units.

Because the public kindergartens function as budgetary establishments, the charges paid by parents go directly to a relevant kindergarten’s account, as shown on the Figure 1. And because the tuition is fixed at a very low level in comparison with the running costs, there is no surplus to be transferred from any kindergarten to the local budget.

Shares of grants transferred to the public kindergartens from the gmina’s part of the Lodz’s budget have dropped from 6.5 per cent in 2002 to 6.1 per cent as planned for 2004. Ratios expressing the tuition to the total income of the same part of the budget would have been (if they could happen) slowly declining as well: from 1.6 per cent in 2002 to 1.4 per cent as expected for 2004.

6. Local Public Transport

Local public transport in Poland may be organized in different ways; most often in form of a budget enterprise (as discussed above kindergartens) or of a local company with limited liability. Each solution results in different links with the local budget and different flows of the money.

It is very difficult to express the volume of city transport by number of passengers. The easiest way seems to be by means of sold tickets. But first, in Lodz there are many different tickets (not so many as in Warsaw, but anyway): single travel, daily, weekly, monthly, for one school semester or even yearly. Second, there is a time system of the single tickets: for 2.20 zloty one may travel and change vehicles for a half an hour, another 1.10 zloty ticket exceeds the time till one hour and yet another – until two hours. Anyway, the volume of local city transport services in Lodz is roughly estimated as 234 million of single journeys in 2003.

Local public transport in Lodz is organized by the Unit for Roads and Transport being a budgetary entity which in July 2003 replaced a respective division within the City administration. Services are based on contracts signed in 1993 (nowadays an adjudication procedure would be necessary). There are four firms rendering public transport services within the boarders of the town. They are three local companies: MPK (City Transport Company), TP (Suburban Tramways), MKT (Inter-municipal Tramway Transport) and a small private bus firm KORO operating just two buses and servicing one line. Additionally to these, a local bus company from neighbouring town of Zgierz runs one bus line connecting that town with a railway station in Lodz. All services rendered by these firms are subject to the mentioned contracts with the City.

Outside the local public transport system are many firms rendering similar services according to their needs and recognition of the market: regional bus companies of been national monopolist PKS, hypermarkets, private mini-buses etc., etc. More than sixty such firms have signed agreements with the City and pay annual charges for using bus-stops which belong to and are cared of by the city.

Local public transport in Lodz is based on tramways and buses. All they make yearly almost 60 million kilometres; tramways run a little mote than a half of it. The most important partner is of course the MPK, a limited liability company owned by the City of Lodz. Its 380 tramway wagons (usually as 190 trains) and similar number of buses make 55 million kilometres per year, servicing 15 tram-lines
 and almost 50 bus-lines. MPK offers also special mini-bus services for disabled persons.

Prices of tickets for local public transport are decided by local councils and are similar in different towns. As it was mentioned, the basic ticket for half an hour trip costs in Lodz 2.20 zlotys, while – for instance – in the capital city of Warsaw 2.40 zlotys and in regional town of Kielce with over 200 thousand inhabitants – 1.90 zlotys (in these two towns without changing vehicles).

In Lodz tickets are sold by the mentioned City Unit for Roads and Transport to eight distributors (the MPK being the most important) which then organize a retail. All receipts for the tickets are an income of the Lodz’s budget. On the other hand, in every year budget a significant amount of money is devoted to pay for contracted transport services (including also the maintenance and repairs of tracks)
. Purchase of wagons and buses is the decision and financial responsibility of the MPK and other contractors
.

Another solution has been adopted with the ticket control and vindication of fines. This is a subject of another contracts with four firms. Each of them operates in different sector of the town, changing the area every month. All receipts from the fines are an income of these firms.

A comparison of the amounts received from the sale of tickets with that paid for the local public transport services during last three years is shown in Table 3.

Table 3: Local Public Transport in the Budget of Lodz, in 2002-2004 (in thousand zlotys)

	Amount of
	2002
	2003
	2004

	Receipts for tickets
	127,136
	136,000
	147,000

	Purchase of services
	275,151
	271,834
	275,688

	Receipts / Purchase
	46.2
	50.0
	53.3


Source: based on data of Lodz City Hall

Figures in the above table prove that the passengers’ share has been constantly growing. In the budget of Lodz both operations are shown in full. So although it is a case of a city limited liability company, its clearings are similar to these typical for the budgetary entity (Figure 1).

Both amounts prove that the local public transport takes a significant position in the city budget. Ratios of the receipts for tickets to the total budget income within the gmina’s part of the Lodz’s budget are stabile and keep just below 12 per cent. Ratios expressing the purchase of transport services to the expenditures of the same part of the budget are slowly falling: from 24.0 per cent in 2002 to 22.9 per cent as expected for 2004.

7. Conclusions

The above general considerations and examples of two local services allow to formulate several conclusions:

1. User charges are commonly accepted as they burden those who use the public services. Even when the charge rate is symbolic it plays its role of inhibition against the over-use.

2. Charges play a significant role in delivering to public authorities or directly to private servicing units the money necessary for fulfilling their tasks. It is not necessary for charges, however, to be tightly connected with the relevant budget.

3. Whether the charges are shown in the local budget or not, depends on the form of the servicing unit adopted – voluntarily or under legal pressure – by the interested local government.

4. Lack of specific user charges in the local budget does not necessarily mean the lack of relevant public service. Anyway, this enables any superficial comparison between local governments as well as within the same local government in time.
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� Professor, Head of the Institute of Economics.


� P. Bury – Tax-nature Fees in Local Government Budgets in Poland.


� This especially refers to regularly reappearing debates on the ambulatory health services. Some doctors (but not only them) are of the opinion that even very low charge for a visit would prevent many people from treating an ambulatory as a social meeting club.


� P. Bury, P. Swianiewicz (2004). „Local Government Finance in Poland” (chapter in a book being edited by Z. Sevic).


� Till the end of 2002 it was the local council to decide prices under general rules set by the central government. These rules referred to the method of calculation based of justifiable operational costs. For a long time there has been a discussion on to what extent local company and local governments should be allowed to include cost of necessary investments into the tariff calculations.


� Some of these, mainly run by nunneries, are officially called as public due to exactly the same grants received from the local budget as in case of kindergartens managed by the City.


� See e.g. P. Bury, P. Swianiewicz (2003). “Grant Transfers and Financial Supervision over Local Governments in Poland”, Working Papers, No.37, Glasgow Caledonian University.


� The longest tram line, connecting the town of Ozorkow covers a distance of 34 kilometres. Few years ago the number of tram lines was limited and the frequency of the reorganized lines raised up; nowadays each line is served on weekdays every 7-10 minutes during the day and 14-25 minutes early mornings and late evenings.


� Local public transport is probably everywhere supported from the budget; it even happens that big cities make it free for a certain time to encourage car users to change them for public means of transport.


� So was also a controversial purchase by the MPK of several high-standard trains “Cityrunner” from the Bombardier (due to their price called by some local media as “City-ruiners”).
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