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1. Introduction
The public private partnership (PPP) is defined in different ways. In some studies the PPP is treated rather narrowly as engagement of a private partner in building or rehabilitating of objects of public infrastructure followed by putting these objects out to temporary management by this private partner (so called Build Operate Transfer –BOT; and Rehabilitate Operate Transfer –ROT)
. Nevertheless the partnership can be understood also broader – as a cooperation of public and private entities in realization of public basing on a formal agreement
. This is the way in which PPP shall be considered in this article.  

The history of PPP is very long. The example of the partnership is the land melioration of the area of the Lake of Dystos dating back to the 4th century BC conducted in public interest by the Greek engineer Chairephanes. In return he obtained the right to cultivate the drained land and was exempt from paying taxes
. But the contemporary history of the PPP started in 1970s and is connected with the crisis of public finances and connected with trends towards liberalization of economy and a new view on the role and management of public sector
.

The interest of public entities in the concept of the PPP in the water supply and sewage branch results apart from the above mentioned new view on the management and financing of public tasks also from environmental questions.  The crisis of water resources and the fact of non-availability of water in proper quality and quantity for poor people became the basis for The Dublin statement on water and sustainable development. According to this declaration water has been declared the business good which means in particular searching for more effective  ways of management the water resources and introduction of prices for use of water that reflect costs. Additionally the water crisis caused the need for new, significant investments in water cleaning and water-taking systems.

However, as shown by theoretical analyses and experience of many countries, a number of preconditions should  be met so that the PPP in the water supply and sewage branch may give positive results. This is of particular importance that the water supply and sewage market is formed in a clear and univocal manner so that the so called market competition and yardstick competition may function.  

The task of this article is to analyze the possible participation of private entities in providing of water supply and sewage services by the Polish communes. The conditions of introduction of the public private partnership into the Polish water supply and sewage market and opportunities of use of existing examples of partnership for development of this form of providing water supply and sewage services by the communes shall be assessed.   

In the first part of the article the essential indications – both theoretical and resulting from the practice of various countries – shall be shown which are connected with the presence of private entities in the water supply and sewage services. The basic forms of PPP in this sector shall be presented. The factors essential to obtain good results of cooperation between entities shall be indicated too. 

The second chapter presents basic data concerning water supply and sewage enterprises in Poland. The directions of transformation of municipal ownership connected with this sector shall be presented as well as the analysis of possible forms of functioning of water supply and sewage enterprises and their presence in the practice of last years. Detailed study refers to two aspects: necessary investments in indispensable infrastructure for completing of water supply and sewage tasks by communes and regulations and practical application of rates. This is the basis for assessment of factors supporting the PPP in the Polish water supply and sewage sector as well as fundamental barriers to the use of  the PPP in this area. 

The third chapter comprises the study of two cases of the PPP in the water supply and sewage services in Poland.  These studies will show how municipalities engaged private companies in the management of their property. The reasons, creation and realization of the partnership shall be indicated. Each of these examples should be recognized as successful PPP, but as we will present the problems occurring in course of the cooperation shall make it impossible in majority of communes to reach the partnership.  

In the article the results of a number of researches conducted by the author and research team led by the author in 2006‑2008
 have been used. Apart from interviews presenting the case studies the conclusions from surveys conducted among the local government representatives and representatives of water supply and sewage enterprises and the conclusions from analysis of numerical data submitted by these entities shall be presented. It should be stressed that the essential research problem during analysis of the functioning of the water supply and sewage enterprises in Poland is the non-availability of basic data. There is no uniform data base containing consistent information on all enterprises, even essential information like forms of organization. In the subsequent parts of this article the information among other things submitted by the Central Statistical Office (GUS) data of the Ministry of Treasury and Economic Chamber “Polish Waterworks” (IGWP) shall be used.  

2. Private entities in water supply and sewage services – theory and solutions in the world. 

Better utilization of resources by the private sector compared to the public sector is one of the most important arguments for the engagement of a private party in rendering of public services sector
. Thanks to the PPP the efficiency of production and allocation shall be increasing. This argument is well known in the economic papers which does not mean that it is indisputable. Moreover the achievement of these results requires the existence of a competitive market which is not always possible (public service often have a character of natural monopolies). As it turns out the competition „on the market” can be replaced by the competition „for the market” when entrepreneurs (also private ones) are competing for having access to given customers. 

However obtaining of the value for public interest (value for Money) in the PPP occurs mainly through a proper risk allocation i.e. through the division of tasks and duties between the public and the private entity. Here we deal with the synergy effect resulting from the fact that each of the partners is able to manage different types of risk related to a given public task more effectively. 

It should be stressed that the interest of both parties in such venture is the basis for building the partnership. From the point of view of the private entities it shall be first of all the possibility of achieving profit. It may (but does not need to) be connected with the market mechanism of selling of goods and services offered on the given market,  that is to say connected with identified customers and applicable price which covers the operational costs and also allows to generate profit. Water has a feature of a private good (drinking water is a non‑excludable and non-competitive good) and determining of consumers and the level of consumption is feasible. Finally, the attribution of costs to each unit of water being sold is technically possible – what’s more, as we will show below, it became compulsory in the majority of countries on the grounds of international obligations.  

But at the same time water has many features of a public good. It will be the reason for the need to maintain public control over the activity of water supply and sewage enterprises. This control shall refer to introducing and retaining water quality standards of both the water which is delivered to inhabitants (i.e. drinking water)   and the water carried to the environment (i.e. water treatment). At the same time the fact that water is an indispensable good demands that the prices paid by consumers for water secure for them the access to water in a quality and quantity appropriate for health and life. In other words the control over the water supply and sewage enterprises shall also refer to prices established by enterprises, including building of mechanisms of subsidizing of water for poor people.  

The next reason for the need for public control of the activity of water supply and sewage enterprises regardless of their form of activity (public or PPP) is the fact of their monopolistic position. Such control requires respective tools so that the assessment of monopolist’s activity takes into account specificity of this particular company and allows for the assessment whether it acts efficiently. If we deal with local monopolies (with at least a couple of them in a given country or region) the comparison of activity of particular producers, of course using respectively calibrated measures, turns to be a good tool. It is worth remarking that such comparison apart from competition “for the market” is becoming the next form of competition called yardstick competition between particular monopolists. It forces monopolists into making optimal choices and achieving socially effective level of costs
. 

The PPP in water supply and sewage services assumes quite different forms. Firstly it may be the sale of shares in water supply and sewage enterprises (previously commercialized). The full privatization took part in several cases in Czech Republic and it has been introduced in a systematic way in England and Wales. The sale of shares may also be partial – so we will deal with partial privatization that occurs e.g. in Czech Republic and Spain.

 In such case private entities take over the responsibility for investments being conducted and services provided according to the size of its share in the venture
. 

A concession understood as engagement of a private company into realization of investment and then servicing of the objects of infrastructure is another form of cooperation that exists in the water supply and sewage sector.  We deal with concessions in France, Spain, Scotland, in Hungary or in Germany
. 

Other forms of cooperation are lease contracts and agreements for servicing and maintaining of the network (management agreement). In this case private entities are responsible for servicing of property and providing services based on this property but are not responsible for investments. This is the most popular form of cooperation in France, therefore it is often called the French model
. Similar engagement of private entities in water supply and sewage services is met in Spain, but also in the United States and in Germany.

Two basic types of private enterprises should be distinguished that may be a partner in water-supply and sewage services. There are large, often international companies and small domestic entities acting only locally. The presence of big entities has potentially significant benefits resulting from their capital capabilities and experience
. At the same time a small number of strong companies results in the possibly oligopolistic market structure which makes building of competition for the market more difficult. The power of companies makes partnership agreements hardly possible because private entities play dominating role in the process of shaping the conditions of such ventures. These problems are particularly acute in developing countries where the public administration has insufficient knowledge, experience and qualifications
.

Small, local entities are present on the markets with the long tradition of private sector in water supply and sewage branch; as a matter of fact also big companies originate from them. For example in France apart from 3 largest companies which cover approximately 98 per cent of the „private” market there are more than 50 small operators particularly in smaller towns and rural communes
. 

Despite the above mentioned preconditions for building the PPP in water supply and sewage services and many good examples of partnership in this field in the beginning of 21st century less than 10 per cent of population having access to the water from the system obtained water from private companies
.  It seems that the basic problem in this field is the social that is political dimension of this good. According to the data of the World Bank during the last ten or fifteen years as much as 31 per cent of  PPP ventures in the water supply and sewage sector in developing countries ended in failure
. 

 A substantial reason for these failures particularly in South America was the social resistance against „privatizing of water”
.  

To sum up, international experiences with the PPP in water supply and sewage services indicate that cooperation of public and private entities is possible in this sector in various forms and has a good chance for bringing positive results.  However it is possible on the following conditions:

· water supply and sewage services are subject to pressure of competition (competition for market and yardstick competition) including the particularly democratic
 control, so it is possible to create clear measures for assessment of results of a venture

· it is necessary to maintain public responsibility for the most important decisions referring to investments and development of an enterprise

· the above mentioned assumptions should also refer to public enterprises.

3. Water supply and sewage sector in Poland – transformation and current status

3.1. Water supply and sewage enterprises in Poland in 1990-2007

The communes which were re-established in Poland after 1989 became responsible for the core part of public utilities and thus also responsible for „securing access to waterworks and water supply, sewage system, wastewater disposal and treatment”
.  The property necessary for execution of these tasks, i.e. water supply and sewage enterprises (being state owned enterprises) with objects of water supply and sewage infrastructure owned by them was handed over to the Polish communes on the strength the law of 27th  May 1990
.  This very law ordered the communes to conduct ownership transformation of enterprises acting as state owned enterprises within 4 years. Communes could choose between the form of the entity of the budget law and the commercial law company, they could also close down an enterprise for it to be privatized. But despite the fixed deadline (postponed several times thereafter) many local governments did not make decision on transformation by 1997. 

„The communes that were setting about re-structuring of public utilities sector had no experience in managing this area in terms of market economy. But they had a sense of responsibility both for abandoning the transformations and for possible mistakes. (…) In most cases communes acted rationally. Courageously in areas in which it was well-founded, carefully where a concept was missing or the risk of mistake was too high”
. 

The water supply and sewage management is one of the areas in which activities of communes where particularly cautious. As we will present below the organizational transformations in the subsequent years and particularly the introduction of private entities in this field were limited. No doubt it is the expression of the “political” dimension of water mentioned in the previous chapter.  

The problem of transformations of entities of public utilities was finally solved by the law on public utilities
 on the strength of which the state owned enterprises acting in the field of public utilities became one-person companies of communes as of 30th  June 1997. Nowadays approximately 45 per cent of companies acting in the water supply and sewage sector are budgetary establishments. More than the half of enterprises act in the form of a company (48,8 per cent limited liability company and 2 per cent joint-stock company)
. At the same time it should be stressed that in its principal majority the water supply and sewage sector in Poland is the public (municipal) property because in 2006 in 93,2 per cent of cases local governments were one-person shareholders of the companies mentioned above.  

Apart from public and public private entities the private entities acting on the ground of an agreement with the commune may function in water supply and sewage (and other public utility) services. Such option is included in the law on public utilities mentioned above. Provisions of this law explicitly indicate that local governments may entrust natural persons, legal persons and organizational units without legal personality with execution of tasks related to public utilities on the basis of an agreement on general principles (…) (Art. 3.1) So according to the Polish regulations private entities may provide a given service or a part thereof on the basis of an agreement concluded with the given local government – i.e. the law allows to conclude the PPP also in the water supply and sewage sector
. 

Drawing 1 Forms of cooperation of local governments with private entities in various fields of public utilities
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Source: Author’s own study based on the Surveys conducted among local governments in 2007 

The above drawing shows the forms in which local governments cooperated with private entities in various fields. In the water supply and sewage services discussed in this article this cooperation is the most seldom.  The reasons for this status shall be analyzed in the next parts of the article. 

3.2. Directions of investments in infrastructure and legal regulations determining rights and obligations of communes in the field of water supply and sewage. 

As one can see the legal possibilities of engagement of private entities in realization of water supply and sewage tasks are not enough to establish such cooperation. The assessment of potential impulses as well as barriers for the PPP in this sector requires the in-depth examination of the needs and financial situation of this sector. As it was shown in the first chapter the need for significant investments (for which public entities have no funds) may be one of the reasons for searching private partners. At the same time the private entity must be sure that resources invested in a given venture shall give return (i.e. it is a profit-bringing venture) in order to be interested in such venture.  

3.2.1. Necessary investments in the water supply and sewage sector in Poland

The situation of the water supply and sewage sector in the beginning of 1990s was bad.  The infrastructure gap resulting from insufficient financing and neglect of the socialist era (People’s Republic of Poland – Pol. PRL)   caused the need for significant investments. Before the Poland’s accession to the EU much was done to reduce this gap. In the period between the beginning of 1990s and 2003 the length of waterworks and sewage systems more than doubled and in 2003 majority of waste water was subject to treatment comparing to only two thirds in the beginning of 1990s
. 

Accession to the EU imposes an obligation on Poland to conduct further investments in the water supply and sewage sector. The EU regulations which mean for Poland investments in water supply and sewage sector are connected with realization of the Framework Water Directive (WFD; 2000/60/EC) and in practice refer to the so called municipal waste water treatment directive and drinking water directive. 

Directive 91/271/EC on municipal waste water treatment imposes on member states of the EU among other things to equip in determined dates all urban areas with equivalent number of inhabitants (ENI
) higher than 2 000 with sewage systems for municipal wastewater and to guarantee a biological treatment of waste water prior to its transmission to surface waters so that waste water meets requirements determined in the directive. In other words it becomes necessary to build a sewage system and modernization or building of new waste water treatment plants
. For meeting assumptions of this directive Poland was granted a temporary exemption in the Accession Treaty which amounts to between 6 and 13 years depending on the size of urban area. It is predicted that in the years 2005-2015 investments shall be carried out in 1577 urban areas and shall be connected with
 :

· building of approx. 37,000 km of sewage system  –– costs of approx. 32 bn zlotys,

· building, expanding and/or modernizing of  1734 wastewater treatment plants – costs of approx. 10.6 bn zlotys. 

Results of realization of these investments are visible already now – within the space of only the last three years  (2003-2006) the share of waste water biologically treated and with increased removal of nutrients increased by 30 percentage points, as much as in the previous ten or fifteen years. The increase of the length of sewage systems is also significantly faster
.

The next issue to which Poland is obliged by the law of the EU is to guarantee that the quality of water for consumption eliminates any possible risk to human health as prescribed in the directive 98/83/EC. It is connected with certain investment activities. Firstly it is necessary to create a monitoring for water quality, secondly building or refurbishment of water treatment stations and thirdly replacement of dangerous water supply networks made of asbestos-cement pipes. Unfortunately unlike the „waste water directive” no detailed assessment was made of costs of adjustment of the quality of drinking water to the European standards but they are estimated at approx. 12 bn zlotys
.

Altogether the investment needs in the water supply and sewage sector connected not only with above described directives of the EU may be estimated at 54 bn zlotys. The level of investment duties seems to be compatible with the impetus (described in the beginning of this article) for searching other than public funds for their financing, it is the impetus for the PPP. But the analysis of the practice to date and the availability of the aid funds may evidently reduce this pressure.  

Projects in the field of sewage investment were financed mostly from the budgets of communes. In the period   2003-2005 more that the half of expenses originated from the domestic and foreign funds and approximately 40 per cent of investment were covered by own funds of communes. For the needs of realization of investment special financial instruments originating from the Environmental Protection Funds were created, it is also possible to use means originating from the Cohesion Fund and from the European Regional Development Fund. Also other investments connected with water management obtain substantial support from abroad.  According to the Central Statistical Office in the period 2004-2006 between 10 and 20 per cent of investments in the water economy were covered by these funds. The significant role is also played by domestic funds - 11 to 16 per cent
.

Despite huge investment needs both communes and enterprises due to the availability of these funds do not see a need to seek subsidizing by private entities. As much as 74 per cent of surveyed communes and 60 per cent of the water-supply and sewage companies recognized that there is no such need
. It confirms also the opinion of one of the companies interested in the cooperation with public entities in the water supply and sewage sector: „Local governments think about entering the PPP only if they are facing financial problems, need to improve something e.g. modernize waste water treatment plant, have no money and are seeking a private partner who might come with money and help them (…) As soon as it turns out that they can satisfy this need for money from other sources they are instantly withdrawing themselves from  this”
.

3.2.2. Regulations referring to prices for water and wastewater

At the moment of taking over of the water supply and sewage tasks by communes in 1990 the latter became responsible for shaping prices. Until 2002 they did it on their own and since 2003 the rates are fixed on the basis of an application prepared by water supply and sewage enterprise
. Rates are fixed by single enterprises for one year period on the basis of essential income and allocated to individual rate groups. Essential income from rates should cover the costs of both water and sewage service. Such manner of calculation of rates should secure self‑supporting of an enterprise and reflect actual costs of providing services. In this way the Polish regulations  refer to the obligations  imposed on the states of the European Union by the FWD which says in the art.9 that „Member States take into account the principle of refund of costs of water services including environmental and material costs”
.

Rates are subject to approval by resolution of the council of the commune. Councils of communes in case if a rate violates the law may refuse to approve rates for water and sewage. At the same time the council of the commune may pass a resolution about the surcharge for one, the selected or all rate groups of consumers of services. The commune transfers the surcharge to the water supply and sewage enterprise. But according to the data of 2006 only in 2 per cent of cases the communes made use of this opportunity
. 

It should be stressed that there are quite substantial differences between prices for water and sewage offered by individual legal forms of enterprises. Average price for water and sewage in 2007 in a budgetary establishment  amounted to 5.43 zlotys, in a limited liability company 5.67 zlotys and in a joint-stock company 6.52 zlotys.  The reasons for this diversity result from not uniform regulations for different forms of activity of  enterprises. It concerns in particular the consideration of depreciation property in the costs
. And for example most enterprises acting in the form of a budgetary establishments or budgetary units do not consider depreciation in essential income.  According to the regulations of the rate directive they do not have to do so but they only may do so. Similarly companies acting in the form of commercial law companies which are not the owners of property but only use it free of charge are not obliged to consider the depreciation in the essential income. Only if the company is the owner of property the depreciation must be considered in the costs for the need of calculation of rates. In the meantime according to the data of the Economic Chamber “Polish Waterworks” (IGWP) in 2006 local governments were owners or co-owners of the network and waste water treatment plant in approx. 20 per cent of companies and in 14 per cent of  the water supply works and water intakes
.

In 2007 average prices (calculated for water and sewage) were higher by 37.5 per cent than the prices of 2001. Yearly increases of these average rates varied between several and ten or fifteen per cent (7 per cent in average).  In spite of this fact even today major part of enterprises admit that charges for water and sewage do not cover costs of their operation. In 2006 r. rates for water did not cover in full the costs of delivery of water in 32 per cent of water supply and sewage enterprises and the costs of waste water disposal in 45 per cent of enterprises
.

This underestimation of rates is believed to result from their politicization. Actual operational costs of a company may be covered not from the improvement of effectiveness if its activity but through various kinds of aid directed from the local government to the enterprise. First of all it is about financing of investments (in 39 per cent of communes surveyed local governments financed investments in the field of water supply and sewage).  This is self-evident in these communes where the local government is the owner of the property. But also in cases where the company is the owner of property local governments finance investments and then hand over the property to the enterprise (in form of contribution or for free use) (cf drawing below). 

Local governments fund partially also the water supply and sewage enterprises in a direct way what is often the element of policy of  financing of investment. At the same time the law does not allow a straight subsidizing of companies (it is not in accordance with the principles of pubic aid) so local governments apply an indirect form consisting in the increasing of initial capital.  41 per cent of  surveyed communes supported in such way the water supply and sewage enterprises during the last 5 years (cf drawing below). Another form of supporting companies by local governments is the limitation of tax burdens (17 per cent of communes, cf drawing below).  

Drawing 2 Forms of supporting the water-supply and sewage enterprises by communes.
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Interrelationship between the company and the local government without a consistent law that imposes on all enterprises and communes the same rules connected with consideration of costs makes one of potential impetuses for the PPP, i.e. searching for ways of improving of effectiveness not strong enough. It’s worth quoting the opinion of the representative of one of private companies searching for cooperation in water supply and sewage sector with the Polish local governments in the format of the PPP:

 „A very strong brake in the privatization processes of the water supply systems is the fact that prices of water and waste water disposal are very often unrealistic. For various reasons executive authorities, mayors, borough leaders try hard to suppress this price giving in to the pressure of councillors, environment saying that water should be as cheap as possible.(…) If earlier this water price was unrealistic it is clear that a newly appearing objective operator shall begin with updating of costs and it will turn out that the price of water has to  be increased e.g. by 20 per cent. Not a single mayor will be ready to make decision on this political cost”
.

Additionally one should remember that investments mentioned earlier should force another price increases. This may result in the water price not affordable for some groups of inhabitants. Public entities must counteract this situation. Estimates show that already now the water expenses of the poor people exceed the limit of  3 per cent of income at disposal
. Activities of self-governments in this field (shown above) to date should be found chaotic and not always well thought out. Unfortunately there are no in-depth analyses of this problem. This is connected with the next question, namely the fact that there is no uniform database of water supply and sewage companies and water problems in individual communes in Poland. In connection with non‑consistent regulations binding for individual enterprises this makes creating of clear measures to compare activities of individual local monopolists impossible. Therefore it is impossible in current circumstances to create the yardstick competition in Poland.  

4. Study of cases of cooperation of public and private entities in water-supply and sewage services in Poland

Among nearly 2500 communes responsible for water and sewage management there are only ten or fifteen cases with different forms of PPP in this field. The above mentioned fears of the PPP in the water supply and sewage sector discourage local governments from seeking such partnership. Nevertheless it is worth analyzing the reasons of undertaking of the existing partnership, their results and realization problems.  

4.1. Saur-Neptun Gdańsk SA
Gdansk is one of the largest Polish towns. It holds sixth place in the rank of the population (455,717 citizens) and seventh in the rank of the area with 265.5 sq.km. This port is located at the mouth of the Motława river; together with Gdynia and Sopot it creates the so called “Trójmiasto” i.e. aggregate of these three neighbouring towns. Gdansk is one of the most important economic and cultural centres in the region of the Baltic Sea. The town like the whole area of the Trójmiasto is one of the best economically developed areas of Poland. 

The problems of Gdansk water supply systems in the beginning of 1990s were similar to the ones against which other Polish towns were battling, yet increased due to the location at the sea. 

 „Situation of the Gdansk water supply systems prior to the Saur company’s entering the market was very inconvenient. Water quality was bad, networks displayed high level of failure frequency resulting from insufficient maintenance. Water cuts were occurring as well as leakages during distribution and wasting of water with consumers. Besides, beaches at the coast of Gdansk remained closed due to insufficient treatment of  waste water and the value of overdue payments was high. The town had not enough money to improve the situation.  The problems needing solution at that time can be divided into 7 groups: 

1) technical, i.e. to improve the quality of drinking water and increase the level of waste water treatment, 

2) operational – to reduce wasting of water and limit the occurrences of network breakdowns,

3) relating to improvement of relationship with the customer,

4) relating to staff management – to increase effectiveness without dismissal on economic grounds,

5) relating to economic management  – to handle the consequences of  big drop  of water consumption, 

6) relating to management through quality, 

7) relating to communication with environment – to improve relationship with external entities and the

    media”
.

Problems shown above and identified by the town became the basis for seeking ways to overcome them. In 1990 representatives of the foreign company SAUR visited the municipal authorities with the proposal to help. Talks were not easy and last more than 2 years. „The matter was very difficult because at that time the water supply service was universally regarded as very strategic in the range of the state and as such should not get  into any strange hands (…) Authorities of Gdansk displayed a lot of courage to decide on this pioneering solution”.

In July 1992 the joint venture Saur Neptun Gdańsk  SA (SNG) in Gdansk was established the shareholders of which became Gdansk (49 per cent) and French Saur group (51 per cent). As the contribution the town invested the property related to realization of water supply and sewage services (movables, equipment, vehicles, administration buildings of management and the land underneath – but without infrastructural objects), and the French partner invested cash. Money was intended for development of established company (money could not have been directed for investments in the municipal infrastructure). On the strength of concluded contract the town entrusted SNG S.A.  – as specialized operator utilizing the property of the water supply and sewage infrastructure remaining the property of the town  – with realization of the commune’s own task i.e. the service of the collective water supply and collective sewage disposal during the period of 30 years. We deal here with solution well-known from the French market.  

Initially the adopted solution of PPP met with quite strong political opposition. In the local press articles emerged that showed cooperation in the field of water-supply and sewage with private entity - in addition the foreign one – in a very negative light. 

In 2005 the change of the structure of partnership took place. The town of Gdansk playing by that moment the owner’s role decided to appoint Gdanska Infrastruktura Wodociągowo-Kanalizacyjna Sp. z o.o. < Gdansk Water-Supply and Sewage Infrastructure Limited >  (100 per cent shares belonging to the town of Gdansk) and to hand over the property operated by SNG into SNG ownership. It changed relationships between the parties of the PPP. The SNG S.A. still having the contract with the town on realisation of service of the collective water supply and sewage disposal concluded additionally the contract on the lease of property being operated with the owner of property, i.e. with the Gdansk Water-Supply and Sewage Infrastructure Limited
. 
More than 15 years later the partnership is assessed as good by its parties, authorities of Gdansk and Sopot where  the SNG SA – on the grounds of operation agreement – also since 1992 provides the service of the collective water supply and sewage disposal. Paweł Adamowicz, mayor of Gdansk comments on this issue very positively: “From the perspective of the time I see that this solution was very successful for us. Full rationalization and depoliticization took place.(…) Without any doubts we deal here with a successful example of rationalization and economization of water supply and sewage management system”.
The management of the Saur Neptun Gdańsk SA is assessing the partnership positively. ”From our point of view it was a very convenient idea because it led to the situation in which we became the evident leader of transformations in the branch of water supply and sewage soon after the establishment of the company and thanks to this fact we are still one of the foremost representatives of our branch. Our ambition is – according to our mission and vision   - to maintain the position of the leader on the market of these transformations.” 

Numbers also reflect positively on the effects of this partnership: “Notable results of realization of tasks are visible: proportion of water meeting the EU standards increased from 8 per cent in 1992 to 86 per cent in 2006, proportion of losses of water in the network dropped from 25 per cent in 1992 to 14 per cent in 2006, number of breakdowns in this period was reduced by 49 per cent. In 1994 beaches in Gdansk and Sopot were re-opened. In the years 1992-2006 the water consumption dropped by 54 per cent and in spite of this – due to various optimizing activities  – the dynamics of operational costs of the SNG was limited. Except for 1995 the company regularly realized economic profit, implemented the integrated management system QSE according to ISO standards 9001:2000, ISO 14001:2004, PN-N-18001:2004, and its laboratory has the PCA accreditation no AB216 for conformity with the standard PN-EN ISO/IEC 17025.  In recognition of its activity the SNG obtains also numerous awards and distinctions”. 
The achievements shown above seem to indicate the success of the partnership. Unfortunately it is not possible to comprehensively compare these data with other companies (there is no yardstick competition) so there is only one thing left – one should put oneself on opinions of company and authorities of the municipality. Undoubtedly the permanence of this cooperation and contributing to establishment of next structures within the framework of this partnership may indicate that it is successful. Nevertheless it should be remarked that the lack of competitiveness referred also to the stage of creating the PPP. There was no company competitive with Saur applying for cooperation with the town. Therefore one may not recognize that the town chose the best option. On the other hand as it was shown the solution adopted proved to be more effective than the previous public form but its application required enormous determination of public authorities. The fact that despite continuous promotion of the solution of Gdansk the Saur company did not establish any new cooperation beyond Gdansk and Sopot during the last ten or fifteen years shows how strong the resistance is among self-governments against this solution. 

4.2. PPP with small local companies – example of Piaseczno

Similarly as all over the world the cooperation in the water supply and sewage management in the Polish communes is established not only with big international companies but also with local enterprises. The partnership in Piaseczno outside Warsaw is realized on this basis
. 

Piaseczno is a county town in the Mazovian voivodeship (capital of the Piaseczno county). It is located south of Warsaw, 23 km from the centre of the capital and is a part of the Warsaw conurbation. Apart from the town the Piaseczno commune includes ten or fifteen villages. The development of the town and commune is connected first of all with the vicinity of Warsaw resulting particularly in the last years in the increase of inhabitants of this commune and consequently the need to increase the volume of water being supplied. In addition town and commune should carry out a number of investments connected with the water and sewage directives describe above. 
The Municipal Water Supply and Sewage Enterprise (MPWiK Warszawa) was the owner of the Piaseczno water supply system until 1992. In 1992 after the amendment of the law the taking over of objects of this kind became possible. The Piaseczno commune took over the water supply systems and waste water treatment plants and established the Commune Public Utility Company (Gminny Zakład Gospodarki Komunalnej). This form of organization of tasks was „not very effective, generated financial deficit amounting to 5 m. zlotys per year and was not at variance with the law on collective water supply and sewage disposal since 2002  (….) because it did not secure self-financing”.

Various solutions of the above mentioned problems were considered but finally the decision was made to conclude an agreement with two companies - Aquarius for handling the urban area of the commune and Elmar – for handling the rural area.  Both companies had cooperated with commune for long years (Aquarius since 1993 and Elmar since 1995) in the field of administration and maintenance of the network. They were winning tenders for partial and short-term operation of water and sewage systems on the territory of the commune.  

On 18th December 2003 an agreement was signed by the commune and the two companies according to which among other things:

· the commune puts the council assets  to the companies for the usage 

· companies are obliged to use the objects handed over to them according to their intention and according to the principles of proper operation and to maintain the objects in due technical condition

· after the termination or expiration of the agreement the companies are obliged to hand over the objects in the condition not worse than on the day of their receipt unless the wear of objects result from regular use

The commune remained responsible for financing investments in the water supply and sewage infrastructure. 

Concluding of the agreement according to which the property was handed over to private entities met with protests of some politicians who maintained „the commune should appoint the joint-stock company to manage such a big property and not give easily away the property of all inhabitants”
.

After one year of remaining in force the agreement was limited to the year 2008. The reason for this decision were “(…)principles binding for beneficiaries of money granted in the framework of the Cohesion Fund, the commune is preparing for appointing the commercial law company which shall take over all property related to the water and sewage management”.

Nevertheless as representatives of the town stress the cooperation gave positive results. First of all „the current incomes and expenses in the sector of water and sewage management have been balanced which enabled us to concentrate organizational effort and funds on investment tasks, including the realization of the project of the water and sewage management partly funded from the EU Cohesion Fund”.

As shown in the above mentioned opinion we deal with a successful cooperation. Again it should be pointed out that it is not possible to verify these achievements in a credible way – because it is not possible to compare the activities of this company with others. Like in Gdansk there was a lack of competition for contracts in Piaseczno and contracts were granted to companies which we the “closest to the commune”. But it is worth stressing at this moment that in the PPP of Piaseczno the commune dominates the companies. They are small local enterprises for which the contract with the commune is the substantial element of activity and this fact is exploited by the local authorities. The expression of this handling are frequent amendments to agreements, including shortening of the period of agreement by nearly a half, and finally the application of very burdening security of the property of community in form of the blank bill of exchange Despite these substantial securities the claims about improper policy of the town regarding its property appeared in Piaseczno as well. 

5. Résumé
The Polish law allows to provide the water supply and sewage services (the same way as other public tasks) on the basis of the agreement with private entities. Nevertheless only few communes make the use of this opportunity. It is so in spite of significant investment needs in this field. Polish self-governments are quite reluctant to introduce private entities into this filed very sensitive from the social point of view. The above shown examples of the PPP should be recognized as successful. But even there the reluctance to „privatize water” was and is still noticeable.  Coming to the partnership required significant determination of the public authorities.  

At the same time it is difficult to mention Piaseczno and Gdansk as examples for other towns of the way of creation of a good cooperation with private entities. In both cases the essential element determining the good PPP was missing i.e. competition for the contract with the town. It is overlapped by the lack of possibility to create a honest assessment of activity of companies through the yardstick competition what resulted from inconsistent regulations regarding calculation of necessary incomes, that is also rates. 

In addition inconsistent elements of costs included in rates mean that inhabitants of various communes pay different prices. It should be acknowledged as unfair but also dangerous to public budgets. For it is not possible to determine the sums with which budgets are burdened due to the activity of the water supply and sewage companies and so to predict the amount of these burdens in the future. In this situation the introduction of private entities might just escalate problems. 

A fear of excessive increase of costs of these services for inhabitants may be a substantial barrier for the PPP.  Water prices growth can make water unavailable for some groups of inhabitants due to the price level. Public entities must counteract this situation. In Poland the significant rate growths are to be expected in connection with investments to which we have committed ourselves. Detailed estimations of this issue need to be done by all communes. An active public policy is also needed to counteract this problem. The aid from public budgets should be created in a well-thought way and focused on the poor people and not on all inhabitants. 

One should remember that the basis for attracting the interest of a private company is the achievement of the profit. In the situation of the problems with availability of water due to price level the profits from the sale of water shall cause additional resistance. Therefore it will be another barrier against the participation of private entities in water supply and sewage sector. 

The problems with making proper use of the PPP in Poland in the water supply and sewage sector indicate that probably in the following years not many partnerships shall be established whereas the existing ones cannot constitute the guiding light. It’s true that the factors which might potentially encourage local governments to enter the partnership – that is big investment needs exist in the water management, but local governments found other ways to meet them. First of all they make use of the funds from the EU and it is difficult to combine them with the PPP. At the same time the current situation of this sector in Poland is very difficult first of all in relation to enormous accession obligations. In the first place the above presented issues should be solved – to unify rate regulations, to create clear and concrete rules of subsidizing, to enable the comparison of enterprises that is actual assessment of their effectiveness. This will make imposing of a new order in the sector and improving the functioning of today’s public companies possible. It will let communes only in longer term to engage private entities in the water supply and sewage services in a conscious way which shall enable to make necessary appraisal. 
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