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THE REFORM OF THE FINANCIAL SYSTEM OF
STATE-OWNED ENTERPRISES IN POLAND

The general tendency of substituting directives by parameters within
the system of plenning and management of socialist enterprises in Polandl- re-
quired alsoc some adjustments of the financial:gystem of state-ouned enterprises
to naw principles of management. The reform of the financial system, under-
taken during 1965 and applied in practice from lst January 1966 aimed to in-
.rease the infiuence of incentives and stimulate over the economic actiyity of
enterprises, within the same framework of already existing institutions-~.

The most important changes weremede in the field of the division of the
benefit of state owned enterprises, especially industrial ones. The general
principla, that the net benefit is divided among workers (bonuses fund), the
enterprise (development fund) and trust (transfer to the frust, from which a
cerbain part of the aggregeted net benefit of the entire industrial branch is
then retransfered to the state budget) remains unchanged, but the principles
of the formation of all these parts have been changed considerably.

Taese changss are comnected with the changes in the system of directives
and parancters of decision, trensfered to enterprises by the central planning
authority on the basis of the annual national economic plan., Within the new
system the most important directive, given to enterprises, is the rate of the
net benatit to be attained within the planned period. Enterprises, when estab-
1ishing their own economic plsns, have to determine the targets as to the
volune =nd structure of production, as to the level of prime-cost etc. in the
way assuring 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
%o global prime costs of production, or in relation to the value of fix and
working capital, engaged by ths enterprise in its economic activity. For the
sime being preveils the system of obligatory rates of the net benefit related
4o glohal prime costs of production, and the obligatory rates related to engaged
capital ere only experimented, but in future this second kind of directive in-
dicatoras of rentability is ¢ be introduced generall, 3

Enterprises, having implemented this planned target (i.e. enterprises
having atteined the obligatory rate of the net benefit, according to their
balsniue-sheet Jare entitsled to transfer a part of the net benefit to the bonuses
fond, - This pert is determined for every enterprise separately, according to
it economic and btechnical conditions, within the limits from 3,5 to 5.5% of the
apnual planned wage-fund. It rust be underlined, that the net benefit is a
condition of accumilation of the bonuses fund, but the amount of means transfered
to this fund depends directly on the wages-fund of the enterprise. This principle
is aiming to assure equal possibilities for every enterprise to grant bonuses for
their workers, provided, that the directive level of rentability was attained.
The increase of the rentability 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 rentability.
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In this way the system of accumulation of the bonuses fund was considera-
bly simplified when compared with old principles, according to which there
were many indicators determining the right of an enterprise to accumulate this
fund. The system of distribution of already accumlated funds has not been
changed. Up to 75% of the fund can be divided among workers in the form of
individual bonuses, remaining 25% 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 enterprisest 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 the development fund during the operational year is
proceading on the separate A account of this fund. Means accumulated on this
account are not disponible up to the end of the operational year and up to the
momen’, 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.

Financial means, accumulated on the account B of the development fund, must
be first used for the increase of own floating funds of the enterprise. This
increase depends on the increase of stocks of raw materials, half finished and
finished products. Every industrial enterprise is obliged to finance 60% of
value of accumulated stocks by own floating means (capital). The remaining L0%
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 enterprise, 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 money for financing
investments. Now the possibilities of financing 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, remaining after the transfer of 60%
of the value of the increase of stocks on the current account (increasing in this
way the floating fund) cen be devoted for decentralised investments. The enter-
p“ﬂse is getting interest®r funds, remeining on the account B of the development
fund. This interest is an inceantive to abolish irvestment projects, assuring
wae i;u“aaqe of rentability less than this rate of interests. ﬁuueﬂpvices now
compars advanteges of undertaking investments wiil adwentages of earning interests
for accumulated funds, and examine very carefully economic effectiveness of

investment projects.

The part of tihe fund of development, devoted for financing investments and
remaining on the account B after the trensfer of the part, increasing floating :
funds, can still be diminished cduring the operational year, when the planned
inecrezse of stocks is in reality exceeded. In such a case the bank may require
additional increase of the rloqulng funds of the enterprise, at the expense of
245 means for investments. This principle constrains enterprises to manage very
carefiily their stocks and to underteke investments also very caref fully, preserving
& cer.hin reserve on the account B of the development fund for not forecasted

needs.

The enterprises working in bad techaical and economic conditions, reflected

in.2 lcw level-of rantabilitT, can be granted fbr financial assistance by trusts.
Trmagts prﬂﬂerVF a pert of net benefits transfered by enterprises on the reserve

“und, snd another part on the investment fund. Only the rema2ining pars (deter-

1tned wy 2 Dercent“ﬂe ghare) of net benefits transfered to trust is then retrans-
Pemad 5o the state budget. The reserve fund can be used by trusts for subsides

nied to poorly working enterprises, ir ~der o increase their development

and o °nablp tnem to modernise thelr technical e amemﬁu and increase in

wey their rensability. The reserve Mnd is also used for reimbursment of
rionned Tinancial losses (deficits) of enterprises, or for reimbursment of
8

b ars not able to settle their payments to

benlss “rom own funds. In every case, when zranting a subsidy or a loan from

the reserve fund to the enterprise, the irust has to examine in a cetailed way

the recsons of poor financial efficlency of the enterprise in guestion, and to

apnly appropriate organisetional and econcric measures, assuring the improvement

of i4s activity in the future. The rols of the reserve fund, accamulated by
trusts, has not considerebly chenged within the néw financial system when compared
with the old one.

loans in cases, when euberprise

The new principle, introduced from l-st Janu
of the net benefit, transfered by enterprises, i nmulation of investment fund
IE'medum. FormmﬁﬂJ this fund was accum 4 @2 sively from transfers of the
part of amortisation (depreciat tion) fund - now it Has a new source of accumulation,
+the net benefit., This new principle is another example of the general tendency -
to inerease the material interest of enterprisss end trusts in the benefit, con-
sidered now as the most general and importent indicator of the eccnomic effective-
ness or thelr activity.

ary 1966, is the participation
C

1~ See the lecture on now eicments in financing investments in soeialist countries.
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2. This lecture is a supplement to the memo. no. 502 "Financial Mechanism of a
Socid. Economy", where the old financial system of enterprises was described.



