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THE REFORM OF THE FINAMCIAL SYSTEM OF
STATE-OWNED ENTERPRISES IM POIAMD

The general tendency of substituting directives by parameters within
the system of planning and management of socialist enterprises in Poland ~ re-
cjuired also some adjustments of the financial:^stera of state-owned enterprises
to new principles of maiiagement. The reform of the financial system, under-
taken during 196$ and applied in practice from 1st January 1966 aimed to in
crease the influence of incentives and stimulate over the economic activity of
enteip)rises, within the same framework of already existing institutions

The most iirportant changes were^made in the field of the division of the
benefit of state owned enterprises, especially industrial ones. The general
principle, that the neb benefit is divided among workers (bonuses fund), the
entei^rise (development fund) and trust (transfer to the trust, from which a
certsJj.i part of the aggregated net benefit of the entire industrial branch is
then retransfered to the state budget) remains unchanged, but uhe principles
of the foraation of all these parts have been changed considerably.

These changes are connected with the changes in the system of directives
and paraiiieters of decision, transfered to enterpilses by the central planning
authority on the basis of the annual natJonal economic plan. Within the new
system the most iji^^ortant directive, given to enterprises, is the rate of the
net benefit to be attained within the planned period. Enterprises, when estab
lishing their owi economj-c plans, have to determine the targets as to the
voluifie and structure of production, as to the level of prime-cost etc, in the
way assuming the financial result of their activity at the level not worse, than
the directive rate of the net benefit. This rate is measured either in relation
to global prl:ne costs of production, or in relation to the value of fix and
T/orx-cLcg capital, engaged by the enterprise in its economic activi by. For the
time beiiig' prevails the system of obligatory rates of the net benefit related
to globa/. prime costs of production, and the obligatory rates related to engaged
capital i?n*e on3.y experii'fieiited, but in future this second kind of directive in
dicators of rentabiiity is to be introduced generally.

Enterprises, havjjig iirplemented this planned target (i.e. enterprises
hPAljig atte.ined the obligatory rate of the net benefit, according to their
ba].ance-sbeet)are ontitsled to transfer a part of the net benefit to the bonuses
fimd. This part is determined for every enterprise separately, according to
its economic and technical conditions, within the limits from 3,5 to 5-5^ of "the
annuaj, pj.snned wage-fund. It must be Tonderlined, that the net benefit is a
condition of accumulation of the bonuses fund, but the amount of means transfered
to this fund depends directly on the wages-fund of the entei*prise. This principle
is s.iming to assure equal possibilities for every enterprise to grant bonuses for
their workers, provided, that the directive level of rentabiiity was attained.
The increase of the rentabiiity over the directive entitles enterprises to increase
transfers on bonuses fund, in limits form 0,2 to 0,8^ of the annual planned wages
fund for every additional percent of the rate of rentabiiity.
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In this way the system of accuimilation of the bonuses fund was considera
bly simplified when coit5)ared with old principles, according to which there
were Indicators determining the right of an enterprise to accumulate this
fund. The system of distribution of already accuirpilated funds has not been
changed. Up to 1$% of the fund can be divided among workers in the form of
individual bonuses, remaining 1^% have tobe devoted for construction of dwellings
for workers.

The net benefit, diminished by the transfer to bonuses fund, is divided
among the enterprise and the trust, according to determined percentage share
for each of them. This percentage is now determined for at least two years,
in order to enable enterprises to establish the plan of accumulation and division
of the development fund for no less than two years ahead. The share of enter
prises in their net benefit is determined in most cases in limits form 30 to
50^. Every month, , the net benefit established in the financial balance-sheet
of the enterprise, is divided according to this percentage: a part belonging
to the enterprise is transfered on the special account of the development fund
in the bank, the other part is transfered to the bank account of the trust.
This division is made when the net benefit was already diminished by the transfer
to the bonuses fund, determined according to above described principles.

The accumulation of Ihe development fund during the operational year is
proceeding on the separate A accoimt of this fund. Means accumulated on this
account are not dlsponible up to the end of the operational year and up to the
moment of the approval of the final annual balance-sheetof the enterprise. Once
the balance-sheet approved by the control authority, the amount of means accumu
lated on the account A is transfered to the account B, and from this moment the
enterprise can dispose of its development fund.

FinanciaO. means, acciimulated on the account B of the development fund, must
be first used for the DJiorease of own floating funds of the enterprise. This
increase depends oil the increase of stocks of raw materials, half finished and
finished products. Every industrial enterprise is obliged to finance 60^ of
value of accumirlated stocks by own floating means (capital). The remaining hO%
of this value are financed by the bank credits. Only seasonal stocks are exempt
from this rule and can be financed in 100^ of their value by bank credits. The
increase of stocks is now measured by figures, included in the annual balance-
sheet of the enteiprise, and thus the basis of the division of the development
fund is the real increase of stocks, not the planned one. Before the reform
the development fund used to be divided according to planned increase of so-called
standard stocks, and the enterprises in many cases determined in their plans this
increase on a very low level, in order to accumulate more uroney for financing
investments. Now the possibilities of financjjig investments depend not on planned,
but on real increase of stocks. It is considered as a strong incentive stimula
ting enterprises to limit the increase of stocks to the really necessary amount.
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The part of the fund of development, remain^jig after the transfer of 60%
of the value of the increase of stocks on the current account (increasing in this
uay the floating fund) can be devoted for decentralised investments. The enter
prise is getting interest±jr funds, remaining on the account B of the development
fund. This interest is an incent5.ve to abolish investment projects, assuring
the increase of rentability less than this rate of interests. Enterprises now
compare advantages of undertaking investments wv-th adi/antages of earning interests
for accumulated funds, and examine very carefully economic effectiveness of
investment projects.

The part of the fund of development, devoted for financing investments and
remain^jig on the account B after the transfer of the part, increasing floating .
funds, can still be diminished during the operational year, vjhen the planned
increase of stocks is jji reality exceeded. In su.ch a case the bank may require
fulditional increase of the floa.ting funds of the enterprise, at the expense of
its means for investments. This principle constrains enterprises to manage very^
carefifLly their stocks and to imdertake investments also very carefully, preseir/ing
e. cor'.f-Cui reserve on the acccimt B of the development fund for not forecasted
needvS.

The enterprises working in bad technical and economic conditions, reflected
in a lev level of rentability, can be granted fer financial assistance by trusts.
Tirasts 7)reser^7e a part of net benefits transfered by enterprises on the reserve
fluid, luid another part on the InvestaGnt fund. Onlj'- the remaining part (deter-
rijied b3" a percentage share) of net benefits transfered to trust as then retrans-
fered to the state budget. The reserve can be used by trusts for subsides
granted to poorly wrjrlcing enterprises, ir rc.er to increase their development
fund end to enable them to modernise their bechnical- equipment and increase in
this way their rentability. The rosexve ford, is also used for reimbursment of
not p'lanned financial losses (deficits) of enterprises, or for reimbursment of
bank lo.ans in cases, when eiiter^jrisas are not able to settle their payments to
banl^s from own funds. In every case, when fpranting a subsidy or a loan from
the reserve fund to the enterprise, the trust has to examine a derailed way
the reasons of poor financial efficiency of the enterprise question, and to
apply api^rcpriate organisational and economic iceasures, assuiiing the iinprovement
of its activity in the future. The roD.e of the reserve fund, accumulated by
trusts, ha.s not considereb?i.y changed witlriin the new financial system when con^ared
id-th the old one.

The new principle, introduced from 1-st January 1966, is the participation
of the net benefit, trans-fered by enterprises, in accumulation of investment fund
ly trcusts, Former3.y this fund was accumulated e.xcl^csively from transfers of the
part of amox'tD.sation (deprec5.&tion) fund - now it has a new source of accumulation,
the net benefit. This new principle is another example of the general tendency
to Increase the material interest of enterprises and trusts in the benefit, con
sidered now as the most general and important indicator of the economic effective
ness of their activity.

"l- See the lecture on now elomcnts in financing investments in socialist countries.

This lecture is a supplement to the memo. no. 502 "Financial Mechanism of a
SocM Economy", where the old financial system of enterprises was described.


