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The character of the territorial self-government units activity in Poland and realization of their constitutional
goals (own or delegated) is the driver which forces them to undertake investment activities and to make
particular expenditures (financial or material). The self — governmental activity and expenditure on investment
should, by definition, be aimed at development of the communal infrastructure which will ensure good standard
of living for the local population. Equally, the development will contribute into achieving additional economic,
social and environmental goals.

The issues related to the financial aspect of the self-governmental investment activity in Poland are the subject
of this paper. In particular, the major objective of the author is to analyse the existing financial conditions
for investment made by the territorial self-government in Poland and to assess attractiveness of investment
financing through intersectional co-operation within public-private partnership. The realization of the objective
of the paper has been based on the methods of comparative or descriptive analyses and on the method
of descriptive statistics.

Importance and character of investment in territorial Self-government units

The topic of realization and financing of the self—governmental investment in Poland has been a frequent object
of research (Jastrzebska, 2012; Patrzatek, 2010; Burzynska, 2012; Hajdys, 2013; Zioto, 2012; Swianiewicz, 2011;
Brzozowska, Gorzatczyriska-Koczkodaj, Kogut-Jaworska, Zioto, 2013; Masloch, Sierak, 2013). The dominating view
says that the level of investment expenditure mirrors in the best way the investment activity of self-governments.
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Other measures of the activity are also stressed, especially those referring to the basic budget characteristics, such
as: own income, operational surplus, expenditure on own property (Zawora, 2014). The effect of limited budgets
and, at the same time, growing investment needs, leads to intensified search of new forms and methods aimed at
realization of investment ventures planned by the territorial self-government units, including co-operation with the
private sector within public-private partnership, also called the PPP (Hajdys 2013; Zioto 2013; Jakubowicz, 2013).
The summary of the empiric research confirms firmly the importance of investment expenditure in self-governmental
finances and their impact on social and economic development. Self-government investment influences positively
living conditions and standards of the local community, as well as the environment created for business activity.
However, the analysis of the literature leads to the conclusion that the commercial investment differs considerably
from the self-governmental type of investment. The latter has a non-profit character and, by definition, the entities
do not generate income. Financial means are exchanged for other assets as the effect of realization of investment
implemented by the self-governments. It needs to be added that the self-government investment has a continuous
character and the connected outlays burden regularly the budgets of communes counties or regions.

Well as further development of the territorial self-government units require constant investment expenditure.
The level of the expenditure is conditioned by numerous internal and external factors. The external ones are
connected with the rules of financing aimed at achieving public goals, within the existing legal framework and with
reference to the overall economic, social and political situation in the country and in the world. The internal factors
are connected with the situation inside the self-government, in particular, with the financial, economic and political
aspects.

When analysing investment expenditure of self-governments, the objectives set by the laws and regulations
need to be taken particularly into consideration. Social objectives do seriously limit possibilities of investment
expenditure. On the other hand, investment opportunities are undoubtedly broadened and supported by the EU
funding and other external sources for financing development activities (e.g. credit, loans, issuering of bonds).
It must be indicated that the EU Funds has been considerably intensifying investment activity of self-government
units in the last years, despite existing difficulties — namely the necessity to bring in own financial input.

It must be also remembered that, the territorial self-government investment expenditure is also conditioned
by the amount and pace of growing of the souvereign debt. As a consequence, exceeding the allowed amount
enforces some limitations for application of external sources of investment funding. Equally, it impels to search
alternative methods in order to realise the ventures. Public-private partnership seems to be an innovative and useful
way for implementation of investment ventures with the application of the EU funds (or without doing so), when the
investment budget limited.

|dentification of the determinants conditioning realization of investment activity performed by the territorial
self-government units

Investment activity of territorial self-government units is influenced by economic conditions which are
determined by non-financial factors, those legal and organizational ones in the first place." However, one of the
decisive criteria for starting investment is finding and securing ways of its financing (Sierak, Gorniak, 2011).

" More about the structure of communal income and the possibilities of its development: Sadowska (2011), pp. 77-90.
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The aim of this part of the paper is to analyse financial conditions for investment activity of the territorial self-
government units, as well as the scope and main directions of investment by self-governments. The time frame
of the analysis covers the 2009-2016 period. The empiric material comes from the Bank of Local Data of the Main
Statistical Office of Poland, the Ministry of Finance and also from the National Council of Regional Accounting
Chambers (KRR).

The assessment of the financing aimed at investment activities of the territorial self-government units has
been based on the following indicators:

— own income in relation to total income (W1),

— operational surplus in relation to total income (W2),

— investment expenditures in relation to total expenditures (W3),

— total of operational surplus and property income in relation to property expenditures (W4).

Tahle 1. indicators of assessment of opportunities for investment financing by territorial self-government units 2009-2016 (%)

Indicators 2009 2010 2011 2012 2013 2014 2015 2016
Local communities
W1 46.3 44.6 455 46.6 48.2 49.3 49.7 443
w2 9.5 6.5 72 8.0 9.2 8.2 8.8 6.4
W3 225 24.7 225 177 16.2 17.8 16.5 10.8
W4 68.3 62.8 78.9 99.4 104.6 94.7 13.7 133.4
District towns
W1 66.1 63.6 63.2 61.1 62.4 62.8 63.5 61.6
w2 6.4 47 54 48 6.0 7.0 7.8 8.2
w3 215 215 201 19.0 17.6 19.6 17.5 10.7
W4 58.9 63.2 68.1 84.9 97.5 97.2 101.4 1374
Counties
W1 274 274 27.0 28.2 28.9 30.2 32.3 33.9
W2 45 3.6 5.5 49 5.4 6.1 6.6 8.3
W3 19.2 217 18.6 12.3 12.3 14.5 14.4 12.7
W4 70.3 76.9 95.4 127.5 1326 116.2 129.0 149.6
Regions (Voivodships)

w1 2741 341 379 36.1 34.5 33.3 375 46.1
w2 10.1 10.3 10.0 10.7 10.1 10.2 10.9 141
w3 473 375 394 35.9 384 42.3 431 24.4
W4 92.8 83.0 83.0 90.7 975 97.8 102.1 137.3

Source: own material based on data from the Main Statistical Office and from the Ministry of Finance (Wskazniki..., 2017).

Estimate of operational result is useful for analysis of financing capacity of the territorial self-government units.
The value of the operational surplus indicator (W2 in Table 1) shows that regional self-governments had relatively
more financial means on investment implementation than the other units. On the other hand, counties featured the
lowest capability for financing of investment. It must be stressed that the indicator increased in the years 2015—
2016, which is noticeable for all types of the self-government. The cause of the increase is the new mechanism
for indebtedness limitation introduced in 2014, according to which the level of the operational surplus achieved
decides about possibilities of indebtedness of the self-government unit (Ustawa o finansach..., 2009, article 243).

Vol. 27/1, 3/2018 101



Agnieszka Jachowicz, Magdalena Kogut-Jaworska, Jolanta Zawora

The Analysis of self-financing levels shows a broader assessment of investment capabilities of self-governments.
The indicator of self-financing (W4) demonstrates to which extent the self-government finances investment by its
own means. The level of self-financing was fluctuating considerably in the period researched. However, in majority
of the self-government units, it was staying below 100%. The lowest level of the indicator was observed in the
years 2009-2011, when investment expenditures of self-governments were the highest, which means that the
self-government units reached more often for repayable sources of financing, due to their lower financial capabilities.
In the period analysed, the most indebted group among self-government units were district towns (Raport..., 2017).

The value of the W1 indicator — participation of own income in total income - shows that district towns featured
the highest level of financial self-dependence (the average value of the indicator was 63%, on the other hand,
the lowest level of the self-dependence was a feature of the counties (29%). Moreover, the counties showed the
lowest level of the investment expenditure indicator in relation to the total expenditure (W3), which on average,
amounted to 15.7%. The regions (voivodships) spent most means on investment in relation to total expenditure, on
average 38.5% in the period researched. In the years 2009-2011, the investment expenditures were the highest,
which was connected with European Union funds application, as well as with an increase in the self-government
indebtedness. In the following years, the share of the investment expenditures was decreasing, the most visibly
in 2016. The considerable drop of the indicator was influenced by a sharp increase of the current expenditures
(by 22.1% in comparison with the previous year), mainly because of the realization of a new social scheme (“Family
500+ programme) resulting from the Parliamentary Act on Family Support aimed at helping parents who bring up
children. Besides, the decrease in investment was the effect of the interim period in the EU funds allocation, which
concerned both, the old and the new financial perspectives.

Talile 2. investment expenditures of the territorial self-government 2009-2016

Specification 2009 2010 2011 2012 2013 2014 2015 2016
bin PLN

Territorial self-government units in total, including: 41.6 433 41.2 344 33.5 39.9 375 24.6
communes 15.8 19.7 17.9 13.9 12.8 15.1 14.2 10.6
counties 41 5.2 45 2.8 28 34 3.4 3.0
district towns 1241 12.7 12.4 1241 1.4 13.6 12.2 77
regions 9.7 5.7 6.4 57 6.4 7.7 77 33

%

Territorial self-government units in total, including 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
communes 37.9 454 434 40.4 384 37.8 37.9 431
counties 9.9 12.0 10.9 8.1 8.4 8.5 91 12.2
district towns 291 29.3 30.1 35.2 34.2 341 32.5 31.3
regions 23.3 13.2 15.5 16.6 19.0 19.3 20.5 13.4

Source: own compilation based on the KRRIO data (Sprawozdanie..., 2017).

The major part of the self-governmental investment is realized by the communes and district towns —
their total participation in the period researched exceeded 70% of all territorial self-government investment.
The self-government units spent almost 300 bin PLN on realization of investment ventures in the period 2009-2016,
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the most of that was spent by communes (120 bin PLN) and district towns (94 bin PLN). County budgets were least
burdened by investment activity — 29 bin PLN (Table 2).

Others; 12,4%

Branch 851;3,9% Branch 600;

46,9%

Branch 010; 4,4% —_
Branch 926;6,1%

Branch 700;7,0%

Branch 900;9,0%

Branch 801;
10,4%

Branch 600 - Transport and Communication, branch 801 — Education, branch 900 Utilities and Environment Protection, branch 700 Housing,
branch 926 Physical Education, branch 010 Agriculture and Hunting, branch 851 — Healthcare.

H!llll‘l! 1. Structure of investment expenditure by the territorial self-government units according to particular branches
of economy or administration in 2016 (%)

Source: own compilation based on the KRRIO data (Sprawozdanie..., 2017).

The main investment direction chosen by the self-government units have not been changing in the last years.
The dominating scope of the territorial self-government investment activity has been transport and communication.
In 2016, the expenditure on road construction end modernization accounted for almost a half of the total
self-governmental expenditure (46.9%). The less supported spheres of activity included education (10.4%) as well
as utilities and environment protection (9.0%). The above mentioned scopes of investment activity performed by
self- governments were determined by the social and economic needs as well as by objectives set for the local
self-government entities.

Public and private sector partnerships in financing self-yovernment investments

Public private partnerships are a tool for completing public projects and combine private innovation and
public duty. This part of the article deals with the situation of Polish PPP regarding public projects, especially in
self-governing units. The study researches of Polish public self-governing units, which are now engaged in PPP
agreements.

Public Private Partnerships create the possibility for the public sector to complete major projects, in
collaboration with partners in the private sector. On the public side, the incumbent government has the obligation
to satisfy ever-growing social needs, and fulfilling these expectations presents difficulties, especially with a growing
deficit which limits the possibilities of investment. The private sector is interested in this form of partnership, as it
presents it with an opportunity to win public sector contracts that will increase long-term profits (Jachowicz, 2016).
The aim of public private partnerships could be described as the optimization of resources for completing large-
scale projects, which lie within the competence of the public sector.
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In reality, the cooperation of two economic entities means a division of duties and risks adequate to their
capacity. It was pointed out by the European Committee, which claims that “(...) partners have their shared rights
and duties, and when the terms are not followed, this partnership does not work. The partnership requires the will
to cooperate from all the involved parties (...)" (EU, p. 12).

The force behind the PPP project is the private partner with its management skills, access to technology and
capital capacity. The public partner is responsible for the project through all its stages and, contrary to traditional
methods, is not a service provider any more, but a project manager throughout the agreement. It carries the
responsibility for the development of cooperation between the partners, taking into account the aims, standards
and legislation involved (Korbus, Strawinski, 2006).

According to W. Ortowski’s estimate, the Polish public service sector needs an annual investment growth
from 4.4% GDP to 5% GDP between 2020-2022 (based on 2010 data), to reach the current Western European
level. The difference between the available and the estimated resources shows the investments needed. The gap
set between 2011-2022 amounts from about 111 billions PLN to almost 2000 billion PLN (at fixed prices for 2009).
Annualized investment value is placed between 4-7 billion PLN, which is insufficient to decrease the gap between
Poland and developed EU countries. The question is — how to finance those ventures? Public private partnerships
create a chance to take the strain off the public sector budget while completing planned and necessary investments
(Jachowicz, 2015).

According to the Institute of PPP’s (2017) and the author’s research (2017), in the period from the beginning
of 2009 till the 30 June of 2017, the number of PPP agreements, in Poland, rose to 490 (Figure 2).

Others = 8
Commune's union [0 4
Government administration [ 5
University =)
Culture institution == 17
Hospitals — 19
District =1 20
Commune partnership —7)
Voivodeship department =3
Budget unit — T
Rural = muncipal commune —— 71
Rural commune | 179
Municipal commune i 1152

Figure 2. Number of initiated PPP’s agreements 20092017

Source: own research and PPP’ Institute.

As we can see from figure 2 the vital role was played by the self-governing units, especially communes, as
they had debt limits and had to calculate accordingly the individual gearing ratio, which came into force in 2014.
The next very important factor was novelisation i.e. the Polish law about PPP in 2008 and the concession laws in
2008 and 2016. The results show that the scale of the Polish PPP market amounted to 5,000 million PLN. That
amount was invested in projects of different value, which are illustrated in Figure 3.

“]4 European Journal of Service Management



Investment activity of the territorial Self-government in Poland

>500 min ] 5

Much large (250-500 min) 16

Large (100-250 min) 33

Medium (50-100 min) 47

Small (20-50 min)

Much small (5-20 min)

| 14

micro (<5 min)

| 149

Figure 3. The number of initiated agreements according to the value in 2009-2017

Source: own research and PPP’ Institute.

Since 2009, more small-scale projects have been realised. This situation originates from the fact that these
projects are prepared by self-governing units, mostly communes, whose budgets are not as large as that of the
central government. The results of this are seen in the sectors, where private public partnerships were involved

(Figure 4).
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Figure 4. sectors where PPP is initiated and realised in 2009-2017

Source: own research and PPP’ Institute.

As we can see, individual projects are being realised in different sectors but the most common areas are sport,
transport and energy efficiency, so in these fields, where the needs are the most important, self -governing units
are the responsible entities.

The data confirms the previous statements that Polish PPPs take place mainly between the Polish private
sector and local self-governing organisations. In Poland, it is local ventures, initiated by the smallest units of local
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government i.e. communes, which prevail. The highest value projects are usually highway projects, which are
completed by provincial government authorities (Jachowicz, 2017).

Gonclusions

In the chapters of article, there is presented the analysis of the financial conditions for investment activity
of the territorial self-government units in Poland, as well as the main directions of the development of these units.
Co-operation with the private sector as a form of investment support for the recommended solutions was also
presented. The current situation and future opportunities for financing of the self-government investment was
analysed basing on empiric data.

The main conclusions drawn from the paper indicate that the main part of the self-governmental investment
in Poland was implemented by communes and district towns (over 70% of the total). However, having considered
participation of investment expenditure in overall spending, the regions featured the highest ratio (of 38.5%). In the
years 2009-2011, outlays on investment of the territorial self-government units were the highest and in the following
years the share of the total spent on such activity was decreasing. The reason for the drop was primarily a high level
of indebtedness resulting from realization of investment projects in the previous years (also those co-financed from
the EU financial programmes).

The analysis shows also that in Poland, the most common model of PPP are small scale, local projects.
Large regional or national investments have only been started. The initiative to take part in the PPP ventures which
influences and creates the climate for future developments, occurs in the local government sector, especially at the
communal level. Despite the difficulties and lack of the central government support, local government units have
begun to see the PPP partnership model as a tool for effectively completing important public sector projects.
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