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1 City background
The City of Łódź (pronounced “Woodge”), the second-largest city in Poland with approximately 800,000 inhabitants, is situated near the centre of the country. Łódź has an area of 294.4 km2 (31 December 2001).

Łódź’s history is closely linked with the textile industry, which developed in the 19th century in part because of the area’s excellent groundwater resources, with a favourable chemical composition. Most factories had their own wells.
The expansion of industry in the nineteenth century drove a massive population expansion. Where in 1840 Łódź had only 13,000 inhabitants, by 1913 it had around 500,000. Just before World War I, Łódź was one of the most densely populated industrial cities in the world, with 13,280 people per sq. kilometre.


With the sharp decline of its textile industry since 1990 – losing its export markets and having to compete against cheaper Asian imports – Łódź has suffered high unemployment. As a result its population has been steadily declining since 1990, when it was around 850,000, to around 780,000 in 2003.
 

Although it was the last major city in Poland to begin developing a water and wastewater system (in the 1920s), by 1996 Łódź had the highest proportion among Polish cities of inhabitants using water from the water mains network (99.1%). In 2000 the figure was 99.4%.
 
The city’s waste water is discharged largely to the Ner River, a tributary of the Warta which flows into the Odra, leading at present to serious pollution of the river downstream from the city. The city has substantial requirements for investment in drinking water supply and improved and extended waste water treatment. These requirements could cost over €230m between 2001 and 2015.
 About 91% of the population of Łódź is connected to the sewerage system.

1.1 Water resources and uses
William Heerlein Lindley’s study highlighted the unique geographical circumstances in Łódź: 

· No major river nearby as a potential source of surface water

· Unknown, but thought to be insufficient, groundwater resources

· A topography where from the hills in north-eastern Łódź the city slopes towards the south-west, with the total height difference over 100m. This suggested the possibility of a gravity-based sewage network.

· Surface water sources (Pilica River) over 50km away, at Tomaszów Lubelski and Sulejów.


Łódź water supply system 2004
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Source: Januszkiewicz et al (2004)
1.2 City in Time, 1840-2000

	Year
	City pop (000s)


	1840
	13

	1876
	50

	1885
	108

	1901
	320

	1913
	506

	1918
	450

	1935
	640

	1945, Jan
	300

	1945, Dec
	500

	1965
	700

	1980
	840

	1997
	800


Łódź’s history is closely linked with the textile industry, which developed in the 19th century in part because of the area’s excellent groundwater resources, with a favourable chemical composition. Most factories had their own wells, so were not a direct source of demand for a water system. However, the expansion of industry drove a massive population expansion in the late nineteenth century, nearly trebling to 320,000 in the 15 years to 1901. Where in 1840 Łódź had only 13,000 inhabitants, by 1913 it had around 500,000. Just before World War I, Łódź was one of the most densely populated industrial cities in the world, with 13,280 people per sq. kilometre.

At the beginning of the twentieth century, pressure from citizens for a water and sewerage system continued to grow, as sanitary conditions became increasingly critical. 
 With its huge working class population, Łódź saw a strong socialist movement develop, which in 1892 paralysed the city with strikes, and saw hundreds of workers killed by Russia’s Tsarist police in the mid-1900s.
 The socialist movement helped organise public pressure, which eventually became so great that the Mayor of Łódź invited British engineer William Heerlein Lindley, already overseeing Warsaw’s water system, to design a system for Łódź. After an 8-year study the proposed system was however so expensive that the authorities shelved the project for some years. 
By 1918 Łódź was the last city in Europe of its size (450,000) without a water and sewerage network. Construction started in 1925, using Lindley’s designs. The first (mechanical) water treatment plant at Lublinek began operations in 1932. The intervention of the Second World War meant relatively little progress was made, and at the end of the war the total length of sewage and water networks was 192km and 86km respectively, with 227,000 and 56,000 people served respectively.
 

Water and Sewerage in Łódź

	Year
	Water
	Sewerage

	
	network (km)
	population (000s)
	coverage
 (%)
	consumption (l/p/d)

	network (km)
	population (000s)
	coverage (%)

	1945
	86
	55.7
	11.3
	62.3
	192
	226.7
	45.1

	1965
	627
	447.5
	80.2
	93.4
	512
	485.0
	65.2

	1980
	1173
	784.1
	93.8
	234
	1019
	690.8
	82.4

	1997
	1814
	807.6
	99.1
	155.1 (2000)
	1408
	742.2
	93.7


Sources: ZWiK (1998:12), Januszkiewicz et al (2004)
With the sewerage network expanding to 65% coverage by 1965,
 the quantities of effluent pouring into the Ner River, a tributary of the Warta which flows into the Odra, were leading to serious pollution of the river downstream from the city. As a result, a WWT was designed and planned, with construction beginning in 1976. 
 At the time the construction was under the direction of the voivodship, the regional administration which owned the water and sewerage company, ZWiK, with ZWiK responsible for the implementation of the project. With state budgets always under stress, even a project considered of national importance found finance hard to come by, and there were repeated delays; by the early 1990s, only 25% of the 450,000 m3 plant had been constructed.
 After 1990 and the transfer of ZWiK into municipal hands in December 1991, the project was entitled to support from voivodship funds, but the state’s means continued to be limited.

1.2.1 City in Time actors and factors
	Year
	Event
	Factor
	Outcome
	Organisational change
	Actors

	1876
	First requests to city for a WaSN
	Growing population (now 50,000)
	Requests denied – no WaSN
	
	Citizens, City/Mayor

	1885
	Engineers Słowikowski and Bronikowski offer Mayor Pieńkowski to design WaSN 
	Growing population (now 108,000)
	Offer ignored – no WaSN
	
	Engineers, Mayor

	1901
	Strong public pressure for a WaSN
	Growing population (now 320,000); sanitary conditions becoming critical; other major Polish cities developing WaSNs
	Mayor invites William H Lindley to design Łódź WaSN
	
	Public, Mayor, Engineer

	1909
	Lindley presents report proposing gravity network using sources 50km away
	Lack of suitable water resources near Łódź; Łódź’s topography
	Proposed WaSN design
	
	Engineer

	1909
	City drops WaSN project
	Cost
	No WaSN
	
	City/Mayor

	1918-25
	Project plans are re-examined and set in motion
	Public pressure; new political environment (Polish independence)
	WaSN construction begins 1925
	Municipal WaS unit set up
	

	c. 1950
	Municipal company taken over by voivodship
	Most municipal services nationalised post-1945 under communist system
	Nationalisation
	
	Voivodship

	1952
	New 50km surface water supply line commissioned
	Dramatic water shortages in Łódź (rationing since 1950)
	New supply line (following Lindley concept) completed 1955
	
	Voivodship

	1968-77
	17km artificial lake developed
	Increase supply, and ensure year-round supply
	Supply increased and secured
	
	Voivodship

	1976
	Construction of WWTP begins
	Widespread environmental pollution from Łódź wastewater
	Financial constraints mean not complete by 1990
	
	Voivodship

	1991
	Utility transformed from voivodship company to city of Łódź MBE
	
	Municipalisation
	
	State, city/Mayor

	1990-2000
	50% decline in water consumption
	75% fall for industry (decline, increased efficiency); 35% for consumers (meters, higher prices)
	Less water needed; use of surface water reduced; costs reduced
	
	Industry, consumers, company

	1994
	Phase I WWTP completed
	Finance provided by city, company and National Environment Fund
	
	
	City/Mayor, NEF

	2000
	Operations of WWTP demerged
	
	
	WWTP operated by separate municipal co.
	City/Mayor

	2001
	ZWiK corporatised
	Various
	
	ZWiK becomes a commercial law company
	City/Mayor, national government

	2004
	Contract for completion of final phase of WWTP
	Continuing pollution issues; EU directive (UWWT); EU finance
	WWTP to be completed to EU standards by 2006
	
	City/Mayor


Abbreviations: WaSN – Water and Sewerage Network; WTP – Water Treatment Plant; WWTP – Waste Water Treatment Plant; UWWT – Urban Wastewater Treatment Directive; MBE – Municipal Budget Entity
2 Water and sewerage undertaking

2.1 Overview
As of 2004, the operator of the water and sewerage system in Łódź is Zakład Wodociągów i Kanalizacji Sp zoo (ZWiK). The operator of the wastewater treatment plant is a separate company, Grupowej Oczyszczalni Ścieków Łódź Sp zoo (GOŚ). Both companies are commercial law (joint stock) companies, and their shares are respectively 100% and 99.99% owned by the city. The water and sewerage infrastructure and wastewater treatment plant are owned by the city, and leased to the respective operators. This structure has existed since January 2001; its development is examined as an episode below (section 4).





In 2004 the city decided to carry out a feasibility study on creating an Asset Holding Company which would own the infrastructure and lease it to ZWiK and GOŚ.
The employee level has been very stable. Turnover is quite low, at 50-60 per year, out of total employment of 1300. There have been some slight job cuts, around 10-15 per year. One factor is that the management is aware of the problems in the local labour market and is reluctant to sharply reduce employment for social reasons.

2.2 Prices
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Source: Januszkiewicz et al (2004:9)
There are different rates and prices for different group of water recipients. Generally the price is made up of:
· price per m3 of water, based on indications of water meter or lump sum of average usage

· subscription price
Subscription price is the net price value. VAT is added to it. (This may change in future if planned amendments to the 2001 Act on Collective Water Supply and Sewerage Collection are made.)

Stable subscription price for main water meter installed by ZWiK:
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Source: Januszkiewicz et al (2004:9)
Water supply and sewage collection – Tariffs in selected cities as of October 20th, 2003 

PLN/m3 (7% VAT included) 
The lowest tariffs (of 20 cities – only 6 shown here) in blue; the highest in red; case study cities bold
	City


	Services provided to private consumers


	Services provided for industrial purposes


	Other



	
	Water
	Sewage 
	Total 
	Water


	Sewage 
	Total 


	Water
	Sewage 


	Total 

	Warszawa
	2,16


	2,65


	4,81


	2,16


	2,65


	4,81


	2,16


	2,65


	4,81



	Bytom


	3,95


	2,76


	6,71


	3,95


	2,76


	6,71


	3,95


	2,76


	6,71



	Gdańsk


	2,59


	2,53


	5,12


	3,39


	3,52


	6,91


	3,39


	3,52


	6,91



	Koszalin


	1,55


	1,92


	3,47


	1,55


	1,92


	3,47


	1,55


	1,92


	3,47



	Łódź


	1,96


	1,48


	3,44


	2,29


	2,50


	4,79


	2,29


	2,50


	4,79



	Ostrów Wielkopolski


	2,14


	5,20


	7,34


	2,40


	5,20


	7,60


	2,40


	5,20


	7,60




Source: adapted from Czarzasty (2004a)
3  Episodes

3.1 Łódź wastewater treatment plant construction and finance
3.1.1 Background

Prior to 1990 there was no wastewater treatment plant (WWT) in Łódź. With the sewerage network expanding to 65% coverage by 1965,
 the quantities of effluent pouring into the Ner River, a tributary of the Warta which flows into the Odra, were leading to serious pollution of the river downstream from the city. As a result, a new WWT was designed and planned, with construction beginning in 1976. 
 At the time the construction was under the direction of the voivodship, the regional administration which owned the water and sewerage company, ZWiK, with ZWiK responsible for the implementation of the project. With state budgets always under stress, even a project considered of national importance found finance hard to come by, and there were repeated delays; by the early 1990s, only 25% of the 450,000 m3 plant had been constructed.
 After 1990 and the transfer of ZWiK into municipal hands in December 1991, the project was entitled to support from voivodship funds, but the state’s means continued to be limited.

3.1.2 Pofris, 1992
Generale des Eaux subsidiary OTV had been hired as a construction contractor by the voivodship in around 1988 to complete the WWT facility.
 In early 1992, following its takeover of ZWiK, the city made a decision to continue working with OTV. A new contract with OTV was implemented through a separate entity, Pofris,
 created as the contractor for constructing and financing the plant; ZWiK remained the operator. Pofris was a joint venture with the city; the shares were split 49% for OTV and 49% for the city, with the 2% balance held by the charity Caritas.
 There was political opposition but the plan went through. 

There were many problems with the contract. OTV promised to bring modern technology. However, it turned out that the technology they were transferring was not the most modern – in fact it was outdated and no longer used in France.
 The work was being done late and uneconomically – Łódź council brought constant economic cases against OTV for failures. When OTV bought equipment, it was always from GdE subsidiaries in France – tenders were apparently held, but French companies always won. The equipment sometimes did not work and was invariably late. Criticism of this contract became part of the political argument around privatisation in 1993-4. One Pofris employee who refused to sign documents saying that fictional tenders had taken place was sacked, with one hour to clear his desk.

3.1.3 Generale des Eaux – EBRD proposed financing plan, 1993-4

With an existing joint venture with the city (Pofris), in 1993 Generale des Eaux (GdE) proposed a ECU60m financing deal
 involving the EBRD to complete the later stages of the plant by 1996. In March 1993 GdE signed a letter of intent with the city, and in September the approval of the EBRD loan, a key part of the deal with GdE, was announced. It was reported that the preferential ECU18m 15-year EBRD loan would begin on 1 January 1994 and repayment begin in 1997. Repayment would be based on the French firm’s involvement in the Łódź investment, and a guarantee of 50% of the WWT plant’s profits being used to service the loan.
 
Although the existing contract between the city and joint-venture company Pofris was limited to WWT construction, GdE was ultimately interested in the whole Łódź water and sewerage sector. The agreement negotiated with the city appears to have been based on a concession structure, with Pofris completing the WWT plant as well as operating the plant and the system for a number of years.
 GdE would have been responsible for investment finance.
 The GdE proposal is treated as a separate episode below.
3.1.4 Exit Pofris, 1995
The WWT plant was launched in stages, with the first stage being completed in 1994.
 Local elections in June 1994 were won (though not with an absolute majority) by the opposition Freedom Union. A Freedom Union mayor, Marek Czekalski, was elected by the council in July 1994. After the election, MPs and senators wrote to the public prosecutor, asking for OTV to be investigated and sacked. The public prosecutor’s report was published in February 1995, and said that the company was in breach of contract because they were not keeping deadlines, construction work was not finished on time, and they were paying themselves for work through methods such as buying unsuitable French equipment instead of Polish equipment.
 In March 1995
 the city bought OTV’s shares in Pofris (renaming the company Pol-inwest) and it became 100% municipal. 
3.1.5 Creation of separate WWT company, 2000
In August 2000 Pol-inwest, formerly responsible only for construction, took over from ZWiK the operations of the WWT plant (leasing it from the city), and was renamed GOŚ. The new company is paid for its services by the water company (ZWIK). Prices are set each year; the length of the contract is unclear.
3.1.6 Recent developments
As of 2004 one stage of the WWT construction is left. In August 2004 there was a Łódź council decision on the WWT phase 2, which would be co-financed by the Cohesion Fund.
 In November 2004 – a €12m, 24-month contract was awarded to Biwater and Vinci’s Warbud to complete the final stage and ensure compliance with EU environmental standards.
 To finance this, the city has applied for EU funds (300m PLN
).
· Łódź ISPA application for WWT stage 1
 - est. ISPA contribution of €22,899,500 (50% of eligible costs) - Commission Decision was 7/9/2001.
 (The ISPA project explicitly supports work to achieve compliance with the Urban Waste Water Treatment Directive and the Sewerage Sludge Directive for the Łódź conurbation.)
· EIB loan
 for stage 2: €31m, 2001.
 
· EIB approved finance for stage 2 (amount to be determined) December 2003.
 

Total investment needed in water, sewerage and wastewater treatment in 2001-2015 is estimated at around €230m.
 For the EIB, ISPA etc applications ZWIK articulated needs and provided suggestions; then it was in the hands of the city. There were two stages for the ISPA funding allocation. One was (mostly) for the WWT facility; the second was more for modernising the network. A feasibility study was done for ISPA and accepted by NEFWM and Ministry of Environment and EU, but then accession (1 May 2004) came and a new application was necessary (to the Cohesion Fund), for the final stage of WWT, plus modernisation and development of the network. The previous ISPA application was effectively ended by accession.

3.2 Générale des Eaux privatisation proposal, 1993-5
3.2.1 Background

The idea of privatization was mooted under Mayor Grzegorz Pałka, shortly after SAUR signed a privatisation contract in Gdańsk. The city of Łódź had taken control of the water company ZWiK on 1st December 1991, which enabled them to seek contacts with private partners. ZWiK was told to look at Gdańsk as a model. The company management however was not convinced by the model. There was a mistrust of foreign investors, partly because of a lack of information about possible outcomes. Employees were very sceptical about privatization. The general perception was “we just got rid of one lot of people telling us what to do – we don’t need others reducing our freedom now.”

A political factor was that the Mayor was rightwing, whilst the opposition in the city council was leftwing (SLD). Although ideology might have played a role, there was a clear context of financial problems for the city. Many tasks had been newly-municipalised in 1990, but municipalities had relatively little control over taxation, and many, including Łódź, suffered rising debts. A legal provision meant that if debts exceeded 60% of the city’s budget, the city’s authority would be suspended and replaced with a commission appointed by central government – making debt control a priority. High inflation did help to reduce the debt, along with Pałka’s cuts in spending, but privatisation was seen as a possibility in particular to bring the investment needed to finish the WWT plant without adding (as much) to the city’s debt.
 
3.2.2 Financing deal, 1993
With an existing joint venture (Pofris) with the city of Łódź via its subsidiary OTV, in 1993 Generale des Eaux (GdE) proposed a ECU60m financing deal
 involving the EBRD to complete the later stages of the plant by 1996. In March 1993 GdE signed a letter of intent with the mayor and deputy mayor; the council was not informed,
 and the trade unions only found out through the media.
 
GdE helped the city with the EBRD application procedure, and in September the approval of the EBRD loan, a key part of the deal with GdE, was announced. It was reported that the preferential rate ECU14m 15-year EBRD loan
 would begin on 1 January 1994 and repayment begin in 1997. Repayment would be based on the French firm’s involvement in the Łódź investment, and a guarantee of 50% of the WWT plant’s profits being used to service the loan.
 

On GdE’s side, its proposed ECU9m investment
 may have been intended to be provided not in cash but ‘in kind’ – through equipment, works, services and so on. In this case the proposals would involve relatively little financial risk for GdE, and the company would have been able to profit from unused credits, unwanted equipment etc.

3.2.3 GdE proposed contract, 1993-4
Although the existing contract between the city and joint-venture company Pofris was limited to WWT construction, GdE was ultimately interested in the whole Łódź water and sewerage sector. The agreement negotiated with the city appears to have been based on a concession structure, with Pofris completing the WWT plant as well as operating the plant and the system for a number of years.
 GdE would have been responsible for investment finance, with a deal in place including the EBRD and other finance sources.
 However, there are suggestions
 that (at least at some stage), the proposal involved a form of asset privatisation rather than a concession, with Pofris owning the entire water and sewerage infrastructure in Łódź (leasing most of it to ZWiK as operator), and collecting all revenues. 
ZWiK was largely excluded from these negotiations between GdE and the municipality.

3.2.4 Opposition to privatisation proposal, 1993-4
NSZZ (Solidarność) first found out about the proposal from a newspaper report in March 1993. They asked for a meeting with the council. A further press report in May 1993 confirmed that plans were being developed. Again NSZZ wrote complaining of no consultation, but got no reply.
 NSZZ worked together with OPZZ (the old communist trade union) to campaign against the privatisation.
 This is unique, as usually the two union organisations are opposed to each other. NSZZ represented 25% of the workforce, OPZZ represented 20%. The unions organised a ballot/referendum on a strike if privatisation took place. Out of 1400 workers at ZWiK, 1200 voted in favour of a strike, with 40 against; the rest were absent. The president of Solidarność in Łódź seemed to publicly support the mayoral privatisation plan, despite the opposition by the Solidarność water workers local branch. An emergency meeting of Solidarność in Łódź agreed to replace him.

The trade unions drew up their own business plan on how to finance investment in the sewage treatment plant, to try to show that external involvement was unnecessary. The plan was drawn up by trade union members with a variety of expertise (economic, technical and so on), and included some cooperation with the management of the water company. The main alternative source of finance was the National Fund for Environmental Protection and Water Management (NFEPWM), which the unions said would be sufficient, and also cheaper. The plan also included development of the whole sewerage system, not just the wastewater treatment plant. Part of the plan involved turning ZWiK into a commercial law company, in order to separate its accounts from the city’s general finances.

In August 1993 the trade unions presented a report to the council, setting out their objections to the privatisation plan and outlining their alternative plan. The unions issued their statement to all the media in Łódź - newspapers and radio - and got a lot of time and space to state their opinions. This won a lot of public support. The mayor responded, on the radio, by saying that the water workers were professionally incompetent; that the ZWiK manager – who was supporting the alternative plan – was senile; and that NSZZ was a trade union monopoly afraid of losing jobs, which was lying to public. Employees called NSZZ, demanding a response to this offensive radio interview, and the unions started preparing for strike action. They demanded a public apology, on radio, from the mayor – who gave it.
 
The trade unions held a workplace referendum on industrial action, culminating in all-out strike. They won general approval from the workers to start protest activity. This was especially significant because trade union membership was only around 50%. The trade unions told the media of this vote, and set up a strike committee.
 
In January 1994 the unions organised a meeting attended by 600 workers, and invited the mayor and his deputy to try and convince the workforce of the case for privatisation. The workers asked very clear questions about money and technical expertise, the mayors performed badly, and were jeered out of the room. The meeting agreed that if the city accepted GdE's plans, all forms of industrial action would be taken, up to and including cutting off water.

The campaign also involved a major and long-lasting campaign for support from politicians. The unions sent a constant stream of letters to MPs, senators, and local councillors. The result was splits between councillors and MPs from the region, who were then involved in public disagreements. The unions also met with as many MPs and councillors as possible, in secret if necessary – some politicians were afraid to meet the unions formally, because not all parties supported trade unions, and some parties which supported trade unions did not support NSZZ. The unions also asked councillors and MPs to sign a document opposing privatisation.

3.2.5 Contract and elections, 1994
A delay arose in finalising the privatisation contract because the legal status of certain city-controlled assets was unclear. Attempts to settle this were still not complete by the time of the June 1994 local government election, so the deal was not signed before the election. (Even now, not all legal issues have been resolved, especially for assets outside the city, in other municipalities.) Without the legal status issues, the agreement would probably have been signed before the elections.
 Nevertheless, by the end of May 1994, the City Board had submitted to the Council a draft privatisation contract giving operations and financing of part of its water system to GdE;
 it is unclear what services (water, sewerage, wastewater treatment) were included. 
In June 1994 the unions produced an information leaflet opposing privatisation. It pointed out that there had been no competitive bidding, and that there was a cheaper public sector alternative which provided more flexibility for the city by avoiding contracts with third parties. 200,000 copies were printed at the unions' expense, and distributed to every household in the city by water workers. An emergency strike was also organised. Water privatisation became a major election issue. The mayor complained that the leaflet was an illegal electoral publication, but NSZZ said it was a legitimate trade union weapon as part of an industrial dispute, and the case was dropped.

3.2.6 Plan abandoned, 1995
The 19 June 1994 local elections brought a change in the composition of the council, with the new Freedom Union party (a merger of the existing Solidarity-linked parties, the Democratic Union, UD and the Liberal Democratic Congress, KLD
) gaining the upper hand. A new mayor, Marek Czekalski, was elected by the new council in July.
 (The outgoing mayor, Grzegorz Pałka, became Chairman of the Council.
)
In August 1994 the unions wrote to the new mayor offering to suspend the threat of industrial action if he agreed to review the plans for water privatisation. MPs and senators wrote to the mayor as well, also asking for a review of the privatisation proposal. The mayor met the unions, and agreed to carry out the review. At this point the unions stepped back and left the politicians to continue pursuing the issues. The result of Mayor Czekalski’s review was to drop the privatisation plan. In August 1995, the city council passed a resolution formally rejecting GdE's proposals.
 The contract was never signed, and the EBRD credit (which had been agreed) required this. In the end the WWT was financed with central government funds, National Environment Funds and voivodship environmental funds, and from the city budget.
In the second half of the 1990s new options for securing credits came available. Changes in the legal environment made it possible for credits to be guaranteed by the state or secured on municipal property. This made a joint venture PPP less attractive. It also became possible to gain commercial credit in the mid-1990s, as the first municipal credit scheme was launched by Bank Handlovy, which could be guaranteed by the state.
 Moreover in June 1995 a new law on bonds, providing a framework for new issues, passed the Sejm. The mayor of Łódź, Marek Czekalski announced that the city was considering an issue of municipal bonds at the beginning of the next year.
 In 1997 it gained a BBB- rating from Standard & Poor’s, the first Polish city to do so.

In 1998 NSZZ calculated that the union campaign had saved Łódź water around PLN300m ($8m), based on the saving from not having to pay for the amortisation of the proposed GdE investment.

3.3 Restructuring of Łódź water

3.3.1 First proposal, 1993-5

From 1956 to 1991, ZWiK was a state owned enterprise (SOE). It became a municipal budget entity (MBE) on 1st December 1991.
 The conversion of ZWiK to a commercial law company was part of the trade unions’ plan presented in August 1993 as an alternative to the proposed privatization to GdE (see episode above). 
With a new Mayor (Marek Czekalski, of the Freedom Union, UW) elected in July 1994,
 the alternatives to the privatization plan (which was eventually formally rejected by the council in August 1995) were more closely examined. This included the conversion of ZWiK to a commercial law company, with a proposal eventually made for this in 1995. However, there was disagreement with ZWiK management and trade unions over the terms of the conversion.
 ZWiK wanted to be both owner and operator of the system. ZWiK employees supported this, reinforced by certain political circles; but the city (and Mayor) was opposed.
 The city proposed the transfer of most, but not all, infrastructure assets, and the company and unions wanted all the assets, which became the primary reason the plan failed. A factor in the failure was that the ruling UW did not have an absolute majority, and relied on the SLD for support, leaving room for political alliances to be exploited by the company management and unions.

3.3.2 Re-examination, 1998-2000
In the elections of 11 October 1998, the SLD (Democratic Left Alliance) won over 50% of the vote in Łódź.
 In 1998 the city commissioned an analysis of which structural model to pursue, and looked at British and French models, including experiences in Gdańsk and France. The city decided to pursue the French model (of separating assets from operations) in the year 2000, according to an official position of the Mayor, repeated again in 2003 and 2004. This means in particular maintaining ownership of the assets, whilst keeping the option of a competitive tender for operations.
 ZWiK influence in this decision process was low, which company and employees were very unhappy about.
 
By 2000, Łódź was one of perhaps two cities left in Poland where water services were provided through a Municipal Budget Entity (MBE). That the MBE was no longer an effective legal form was reinforced in 2000 when the corporate tax law was changed, disfavouring MBEs. There was now a strong fiscal incentive to change as amortisation write-offs were no longer permitted for MBEs. The law creating a Value Added Tax (VAT) also came into force. The city wanted to have the VAT write-offs from investment, and as long as the city owned the assets, the city could write off VAT on this instead of the company.
 The path to a commercial law company was clear; however, ZWiK management were not kept in the loop, and in 2000 initially heard rumours that ZWIK would remain an MBE for three more years, before being surprised by the city decision in October.
 

So although in opposition in 1995 the SLD had supported the ZWiK position (of keeping assets and operations integrated), the SLD in 2000 decided that from the city perspective these claims led nowhere. The only solution was a restructuring to formally separate assets from operations, keeping the assets as city property (leasing to the operators) and turning the operators into commercial law companies. (At the same time, there was to be separation of wastewater treatment from the rest of the system – ZWIK would operate water and sewerage, GOŚ the wastewater treatment plant.) So in the late 1990s there was a political consensus in Łódź that this was the way to go, not just in water but in all network utilities. The networks should remain city property, and operations be separated, allowing for the possibility of competitive tender. This was based not just on experience in Łódź but also elsewhere. It would enable the city to apply for EU funding, and to keep prices low. 
3.3.3 Second proposal, 2000
Therefore, in 2000 the new SLD council made a new proposal to turn ZWiK into a commercial law company, and this time, it foresaw virtually no assets being transferred to the company. Instead of legally converting the MBE to a company (as in the earlier proposal), an entirely new company would be set up, and employees and operational responsibilities transferred to it. Furthermore the social package and share in the company stock offered to employees in the earlier proposal was absent. With the SLD having a majority and governing alone, it was hard to get political support for opposition to the plan. Solidarność approached the SLD to push for a conversion process instead of a new company being created, but was unable to achieve this, despite the strong support of both unions and management. However, some concessions were achieved, so that at least some assets (such as the headquarters) were retained by the company.

The council decision to convert ZWiK to a commercial law company was taken in October 2000, and the new company began operations on 1st January 2001. In February 2003 the Mayor issued an official position clarifying that the infrastructure would always remain in city hands, but that there was flexibility on operations.

3.3.4 Recent events
In August 2000 the operation of the WWT plant was excluded from ZWiK and passed to the (municipally-owned) Pol-inwest, which was renamed GOŚ. The plant is owned by the city of Łódź and leased to GOŚ; GOŚ is paid for its services by the water company, ZWiK. Prices are set each year. 
On 1st January 2001 ZWiK became a commercial law company, signing a lease contract with the city as the operator of the water and sewage infrastructure (excluding WWT). Prices are set each year (as specified by law). 
In the November 2002 local elections, the Christian-National Union (supported by the Łódź Civic Accord) candidate, Jerzy Kropiwnicki, defeated the incumbent SLD mayor Krzysztof Jagiello,
 in the first elections where the mayor is directly elected.

In 2003 the Mayor, Jerzy Kropiwnicki, and the SLD council were in conflict over water and sewerage prices; the Mayor’s price proposal to the council was rejected, and reconciliation was not possible. The Mayor went to court, claiming the council’s decision was illegal. The President of the water company set temporary prices, as stipulated in the 2001 Water Act. As of November 2004, the court case is not yet resolved, and a new round of price-setting is imminent. In setting prices, the council (legislature) does consider the question of affordability. Łódź is not affluent, and there is a high level of unemployment.

One of the reasons the price is so low – one of the lowest in Poland – is that the company is only the operator. It can’t amortise investment; it only pays a lease rent, which is lower than amortisation would be. Prices will go up a little next year to reduce the gap (subject to council approval, vote November 2004). The gap (effectively an investment subsidy from the city) will be reduced to 6m PLN if the rise is approved. Despite the low price compared to other cities, some council members oppose any price rises (especially as Łódź has high unemployment) and it is not certain the price rise will be approved.

In 2004 the idea of an Asset Holding Company has come from the Mayor, to lease assets to ZWiK and GOŚ. This could create a stronger company to apply for credits and financial support. The company is however concerned that loans might be secured against it, which could lead to privatization through the back door, e.g. through the bank lender. 
 In August 2004 the council obliged the Mayor to carry out due diligence and a feasibility study of a separate company to manage the infrastructure (Asset Holding Company, AHC). Both companies currently lease assets from the city; in future they will likely lease them from the AHC.

3.4 Water resources

Total water consumption in Łódź has halved since 1989. Daily consumption fell from an average of 350,000m3 per day in 1989 to around 180,000 in 2000. Industry use had fallen 75% and household use 35%.
 

This drop has been driven first, by a sharp decline in the water-intensive textile industry (with the loss of Comecon export markets and the flood of cheaper Asian imports, no major company from 1989 survives today) and more efficient water use (e.g. closed-circuit technology) by other sectors
 – this accounts for a drop of 28.3m m3 in annual consumption. Some factories have also switched to using their own groundwater sources instead of water from the network.
 According to Moran (2000), most factories had their own wells before 1990, and many continued to use groundwater after its use for non-household consumption was banned in 1990. Enforcement of the ban, the responsibility of the voivodship, “appears to have been less than vigorous”.
 


Second, household consumption per capita has fallen from 236.3 litres per person per day in 1990 to 141.4 in 2002,
 primarily through the spread of more water-efficient household goods, which the introduction of individual water meters
 and a sharp increase in prices compared with 1989 has encouraged.
 In addition, Łódź’s population has been steadily declining since 1990, when it was around 850,000, to around 780,000 in 2003.
 Falling household consumption contributed a drop of 26.7m m3. 
In 1993 a forecast was made that by 2020 Łódź’s household use would rise to 334 litres per person per day, and that industrial water use would return to 1989 levels. This level of supply (just over 500,000 m3/day) would have been just about meetable from water sources existing in 1993. Further sources would need to be developed for planning and security-of-supply purposes.
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Łódź annual water consumption. Source: ZWiK (1998)
The city was divided into two major pressure zones in 1998. This meant lower average water pressure within the network (whilst maintaining pressure at the tap), meaning less leakage and fewer pipe failures. This has had a serious positive economic impact.
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Boundary between Łódź’s pressure zones (Source: Januszkiewicz et al 2004)
Currently 90% of water comes from groundwater sources. Before 1990 it was 50/50 groundwater/surface water. The change has been possible through the reduction in water demand, which has allowed the reduced use of surface water, whilst the absolute amount of groundwater used remained stable. This has helped improve the quality of water. When the shares were 50/50, there were quality problems especially in the spring, when meltwater would contaminate the surface water sources. Reduced surface water use also helps keep costs down. Although it costs a little more in taxes to abstract groundwater, treatment and purification costs are much lower than for surface water. Most problems at the tap now come from network contamination – tackling this is a major aim of the new Cohesion Fund application, to replace the oldest 100km of pipes.

The water price in Łódź is among the lowest in Poland, and ZWiK says water quality is among the best. All water meets EU and Polish standards.

4 Participation and sustainability

Public participation was key in the privatisation episode, though little of it through formal consultation or dialogue. The mayor signed a letter of intent without informing the council or the company’s trade unions, who only found out about the plans through the media. One union repeatedly asked the council for dialogue, without reply. Dialogue was eventually initiated when the unions presented a plan with an alternative to privatisation, though only via the media, which the unions used to disseminate their plan and the mayor to attack them. Eventually, under the threat of a strike, the mayor addressed a meeting of the workforce, failing however to persuade them of the merits of his plan. The major reason his plan did not proceed regardless was delays caused by doubts about the legal status of certain city assets. Finally water privatisation became a major election issue in the local elections, with a change of council control, and a new mayor, who agreed to review the plans, which resulted in them eventually being dropped.
Sustainability was a key issue, with the wastewater treatment plant construction motivated above all by environmental sustainability concerns. These sustainability concerns were shared at every level (local, national, EU), and the availability of financing from a number of sources ensured that after years of delay due to financial problems these concerns could be translated into action. 
Annex: data tables
Water and wastewater undertaking profile

	Undertaking identification
	ZWiK

	Geographical scope
	Łódź city and environs

	Type of activity
	Water supply and sewerage

	Type of assets ownership
	Public (assets owned by city of Łódź)

	Type of operations
	Public (ZwiK owned by city of Łódź)

	Total personnel (no)
	1300


	Tariffs (EUR/m3)
	See section above 


	Undertaking identification
	GOŚ

	Geographical scope
	Łódź city and environs

	Type of activity
	Wastewater treatment

	Type of assets ownership
	Public (assets owned by city of Łódź)

	Type of operations
	Public (GOŚ owned by city of Łódź)

	Tariffs (EUR/m3)
	See section above 


Region profile

	DEMOGRAPHY AND ECONOMICS

	Population growth rate 
	

	· Current (% per year) 
	-0.63% (Łódź, 1990-2003) 


	Gross National Product per capita (EUR/capita/a)
	€9410 (Poland, 2001)


	ENVIRONMENT

	Yearly rainfall 
	667mm (average Poland 2002)



Water resources and uses

See section 1 above and episode above.
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� The city population implied by the coverage figures for water and sewerage is not always the same (notably for 1965) – it is not clear why.


� Household consumption: litres per person per day


� Spolka Polsko-Francuska Inzynierii i Uslug Sp. z o.o.


� “Caritas is tied with the Christian National Union party (ZChN) in Lodz.” (PSPRU 1998)


Pawel Smolenski, Polish News Bulletin, 2 January 1992, “New Ministers: Kropiwnicki and Lipko”


“Aged 46, [Kropiwnicki,] the Minister of Labour and Social Policy, a leader of the Lodz branch of the Christian National Union which, since the self-government elections, have been practically ruling the town jointly with the Confederation of Independent Poland. Kropiwnicki holds a PhD degree in economics.”


� “To finish the Łódź treatment plant by 1996, Pofris has had to put together a financial package worth some ECU 39 million, of which its French parent, Generale des Eaux, has put up ECU 9 million, Society Generale (using French government credit lines) 12 million, and the European Bank for Reconstruction and Development around ECU 18 million. The city fathers will have to find the remainder of the ECU 60 million that completion will cost.” (FT Energy Newsletters - Water Briefing, 2 December 1993, “Finance key to rectifying 40 years of neglect”)


� This may have marked the end of the initial construction contract with Pofris. According to Solidarity (14/10/04), Pofris completed their stage and their contract and that was the end of the matter – so it may be that at the time OTV’s shares in Pofris were sold to the city, Pofris no longer had a contract.


� In March 2001, Łódź Water obtained a €31m loan from the EIB (European Investment Bank) to finance improvements in the water and wastewater networks. Granted for 20 years, the loan would support a 5-year municipal investment programme also including the extension of a wastewater treatment plant and several collectors and road works.


� “To finish the Łódź treatment plant by 1996, Pofris has had to put together a financial package worth some ECU 39 million, of which its French parent, Generale des Eaux, has put up ECU 9 million, Society Generale (using French government credit lines) 12 million, and the European Bank for Reconstruction and Development around ECU 18 million. The city fathers will have to find the remainder of the ECU 60 million that completion will cost.” (FT Energy Newsletters - Water Briefing, 2 December 1993, “Finance key to rectifying 40 years of neglect”)


� Freedom Union (UW) was founded on 20 March 1994 out of the merger of the Democratic Union (UD) and the Liberal Democratic Congress (KLD), which had formed a coalition in December 1993.


� The Ministry of Construction and Spatial Planning introduced the requirement to install water meters in new buildings as of January 1, 1992. (Business News From Poland, 15 March 1990, “Water and water supply system in Poland - promoting investments”) Installation in existing buildings was widespread in the mid-to-late 1990s, partly under pressure from consumer organisations as well as national government.
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