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Contained in this article (reports) are the resofta survey made on the
implementation of the Polish Law on Financial Resturing of Enterprises
and Banks, as of 31 March 1994. The following nbenks have been in-
cluded in the survey:

1. Bank Depozytowo-Kredytowy S.A. (The Deposit a@oedit Bank) in
Lublin

2. Bank Gdaski (The Bank of Gdask) in Gdaisk

3. Bank Przemystowo-Handlowy (The Trade and InguBtnk) in Krakéw

4. Bank Zachodni S.A. (The Western Bank) in Wroctaw

5. Pomorski Bank Kredytowy S.A. (The Pomerania @mdnk) in Szczecin

6. Powszechna Kasa Oszdmcici BP (The National Savings Bank) in
Warsaw

7. Powszechny Bank Gospodarczy S.A. (The NatioreadkBof the Econ-
omy) in Lod

8. Powszechny Bank Kredytowy S.A. (The Nationald@rBank) in Warsaw

9. Bank Gospodarkiywnosciowej (The Food Economy Bank) in Warsaw.

The data on the Law implementation were access$ibla seven banks. No
data have been obtained from the following two lsank

1. Bank Przemystowo-Handlowy (The Trade and InguB&nk) in Krakow

2. Pomorski Bank Kredytowy S.A. (The Pomerania @Bdnk) in Szczecin.

For the first part of the report the data were Edé from a questionnaire
prepared in advance and sent out to the bankslitinfiThe questionnaire
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comprised two parts. The first part contained auesf for the provision of
a list of borrowers (or the total number of borresjewho are intended by the
bank to be subject to a restructuring proceedirgypravided by the Law on
Financial Restructuring of Enterprises and Bankg. Nslve also requested the
banks to divide borrowers covered by the provisiohshe Law according to
the type of the procedure intended. As providedhsyLaw there are in gen-
eral three ways of handling ,bad debts”: the baokdiliatory proceedings,
a public sale of borrowers' debts by the bank apdrahase by the bank of the
Treasury of State companies in which the Treasulds 100 percent of
shares.

The second part of the questionnaire requestedbtimks to depict the
structure of debts of the borrowers who are covdngdhe provisions of the
Law, using the following two categories:

1. debts not to be reduced, capital and intersttdias separate items,

2. a separate part of the debt subject to thegaemiogs under the provi-
sions of the Law.

As regards the second point, there was a furthgrast to depict the struc-
ture of this debt listing as separate items thaat&bobligations to:

a) the bank conducting conciliatory proceedingpited and interest);

b) the state budget (capital and interest);

c) suppliers (capital and interest);

d) other banks (capital and interest).

The nine banks addressed by the questionnaire heeme selected upon the
following basic criteria:

1. together they take control of over 90 percenthef currency flow in the
economy. Also they are the chief participants imdieng ,bad credits”, ab-
sorbing a major part of them. Therefore, an analgsitheir condition and the
conclusions drawn are representative for the ebtirgking sector in Poland;

2. among these banks, seven (except for the Ndtegngs Bank and the
Food Economy Bank), by virtue of the Finance Mieit Resolution of 27
July, 1993, were supported by the Treasury of Stes¢ructuring bonds, the
total value amounting to 11 trillion PLZ, to incematheir own assets and re-
serves.

The following is a presentation of the results loage the questionnaire.
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1. THE QUANTITATIVE ASPECT

The data contained in questionnaires received ftben seven aforesaid

banks show that there were 2963 borrowers coveyethd provisions of the
Law on Financial Restructuring of Enterprises arahl& (Table 1). If, as in
the case of the Food Economy Bank, additionally 3@ate Agricultural

Farms were included, also covered by the Law butsghrestructuring is not
due for completion till 30 September 1994, theltfigure would rise to 3320

entities.

These borrowers' total debt, as of 31 March 198dunted to nearly 33.7

trillion PLZ. The highest average debt level pee drorrower was noted in the

Food Economy Bank (20.6 billion PLZ) and the lowigsthe Bank of Gdiask

(2.1 billion PLZ).

The Law affected the ,bad debts” portfolio of inaiual banks in a differ-
ent way (as shown in Table 1), ranging from 57 petof the portfolio in the
Deposit and Credit Bank, to 100 percent in the &fetl Bank of the Economy
in £0dz, the National Credit Bank in Warsaw and the Foadriomy Bank in

Warsaw.

Table 1. Implementation of the Law on Financialtmaesturing of Enterprises and Banks
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Bank Depozytowo-Kredytowy S.A
(The Deposit and Credit Bank) 319 3000.0 9.4 57
in Lublin
Bank Gdaski S.A.
(The Bank of Gdask) 646 1340.5 2.1 70.7
in Gdaisk
Bank Przemystowo-Handlowy S.A.
(The Trade and Industry Bank) no data no data no data no dats
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Bank Zachodni S.A.
(The Western Bank) 392 2538.6 6.5 84
in Wroctaw

Pomorski Bank Kredytowy S.A.
(The Pomerania Credit Bank) no data no data no data no data
in Szczecin

Powszechna Kasa Oszcinasci BP
(The National Savings Bank) 294 3446.5 11.7 86.1
in Warsaw

Powszechny Bank Gospodarczy S,

= >

(The National Bank of the Econom 63 1162.0 18.4 100.0
in £odz

Powszechny Bank Kredytowy S.A.

(The National Credit Bank) 276 2234.6 8.1 100.0
in Warsaw

Bank GospodarkZywnosciowej

The Food Economy Bank) 973 20,000.0 20.6 100.0
in Warsaw (1330)* (15.0)*

* Including the State Agricultural Farms
Source: The Author's own elaboration based on timtemts of questionnaires answered by the
banks.

2. THE RESTRUCTURING PATHS

The provisions of the Law on Financial Restructgriosf Enterprises and
Banks allow for several (aforesaid) restructurimghs. Besides these paths the
banks have decided to apply still some other prooesi These most fre-
quently included bankruptcy proceedings and setl#sin court.

The Table 2 below shows a division of borrowergrfrihe seven banks un-
der consideration, covered by the Law, accordingestructuring paths that
have been applied to them.
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Table 2
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1. Bank Depozytowo-Kredytowy S.A
(The Deposit and Credit Bank) 319 17 36 no data nodata nodata
in Lublin
2. Bank Gdaski S.A.
(The Bank of Gdask) 646 12 108 - 519 7
in Gdaisk
3. Bank Zachodni S.A.
(The Western Bank) 392 40 10 6 no dat no datpa
in Wroctaw
4. Powszechna Kasa Oszdnaici BP
(The National Savings Bank) 294 20 69 - 191 4
in Warsaw
5. Powszechny Bank Gospodarczy SiA.
(The National Bank of the Economy) 63 24 6 - 29 3
in Lodz
6. Powszechny Bank Kredytowy S.A|
(The National Credit Bank) 276 16 93 no data 47 5
in Warsaw
7. Bank Gospodarkiywnasciowej 973 152
The Food Economy Bank) 71 no data 340 6
. (1330) | (509)
in Warsaw

Source: The Author's own elaboration based on éprastires answered by the banks.
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As the data obtained from individual banks are mptete, it is difficult to
assess which of these paths prevailed. Considé¢himglata from Table 2 one
can assume that most probably it was the bankruptay liquidation pro-
ceedings which dominated in case of certain baakd,especially the Bank of
Gdaisk, where over 80 percent of the borrowers werduded in such pro-
ceedings.

In case of several banks, financial restructuritechniques” listed in Ta-
ble 2 and applied to respective groups of enteepriso not include the entire
number of enterprises covered by the Law. Besidesmplete information
obtained, this is due to the fact that these ban&ksided into their financial
restructuring activities also these enterprisescivtat the end of 1992 had
a ,bad” credits portfolio and since the effectivatel of the Law have started to
repay them or have already repaid them in full. §ha the case of the Na-
tional Savings Bank there were respectively 1 angl®h enterprise. As re-
gards credits which were being repaid and whicloa81 December 1992
were qualified as ,bad”, the total sum (with inteleamounted to 1.9 billion
PLZ at the end of 1992. The total sum (with intérekie to already repaid
credits which as of 31 December 1992 also wereifip@las ,bad”, amounted
to 32.0 billion PLZ at the National Savings Bank.

In turn, in the National Credit Bank, within therfme of the Law imple-
mentation, 80 credits with repayment delayed iretinave been repaid com-
pletely, the total debt, as of 31 December 1991gwarting to 786 billion PLZ
(i.e. 24.7 percent of a separated credit portfollo)six cases the repayment
was combined with a partial remittal of the debd amthe next three cases the
repayment was combined with fixed asset take-oVke. further 20 borrowers
from this bank, the total debt amounting to 414ildn PLZ, as of 31 De-
cember 1995 (i.e. 13 percent of a separated ,baedits portfolio) are cur-
rently repaying their debts.

A similar situation occurred in the Food EconomynBaThe credit portfo-
lio, constituting the so called base group, inclid896 entities at the end of
the first quarter of 1994. Within that period 6&igas have been transferred
to the lower banking risk group (group | or Il), birtue of Ordinance No 19
of the President of the National Bank of Poland ByBbecause they reached
a capacity for their debts being repaid in due tiae a result of an improved
economic performance. Thus, the number of entitighin group Il and IV
decreased to 1330 (cf. Table 1), i.e. by 4.8 pdro®iso the debt level in both
groups decreased by 891 billion PLZ. This sum anwadito 3.5 percent of the
base group's total debt to the bank, at the entB68. In addition, in case of
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404 out of the entire number of entities, the F&mbnomy Bank is going to
recover its debts by means of a compulsory exegutio

These entities' total debt, as of 31 March 1995 wamted to 4831.9 trillion
PLZ, i.e. to 24 percent of the total base debt.

Also in the National Bank of the Economy part o€ thorrowers repaid
their debts. As of 31 December 1991, 120 borrowmerse separated, who con-
stituted a base group for the Bad Credits Departmi&s of 20 March 1995,
57 borrowers fully repaid their debts to the Bank.

3. RESTRUCTURING PATHS — A QUALITATIVE APPROACH

The scope of application of the respective restniicyg paths to the bor-
rowers experiencing problems with their timely rement of debts was dif-
ferent. This is indicated in Table 2 which depitisir structure according to
various restructuring paths applied to individuafrowers.

In turn, the Table 3 below depicts a quantitatippraach to the division of
restructuring paths depicted in Table 2. The qoesis, what portion of the
total debt to the banks has been covered by raspaeistructuring paths?

Incomplete data in Table 3 do not allow for prowiglia unequivocal re-
sponse to this question.

Based on the existing data it can be said thatainkb included into the
.bad” credits survey, the scope of application loé taforesaid restructuring
paths was different. However, it seems that theklmmciliatory proceedings
path and bankruptcy and liquidation proceedings patvailed.

As regards the first path it clearly dominated ase& of the Western Bank
(79.1 percent of ,bad” credits), in the Nationalngaof the Economy (79.1
percent ), the Bank of Gdsk (71.3 percent) and in Deposit and Credit Bank
in Lublin (40.2 percent). In turn, the bankruptaydaliquidation proceedings
path dominated in the National Savings Bank in \er$57.3 percent of un-
paid credits) and in the national Credit Bank (2decent).



54

ZBIGNIEW KLIMIUK

Table 3

Bank's Name

Total debt of the borrowers
covered by the Law
(billion PLZ)

Portion of the debt (capital and interest) included:

(pergent)
©

Bank conciliatory proceedings

Public sale of the borrowers'

debts by the bank

Purchase of shares of Treasury
of State Companies in which

the Treasury holds 100% of shar

Bankruptcy and liquidati
on proceedings

Settlement in court

1. Bank Depozytowo-Kredytowy S.A
(The Deposit and Credit Bank)
in Lublin

3000.0

no datg

no da

no data

no data

no ¢

ata

2. Bank Gdaski S.A.
(The Bank of Gdask)
in Gdaisk

1340.5

71.3

no dat

no data

13.2

3. Bank Zachodni S.A.
(The Western Bank)
in Wroctaw

2538.6

79.1

no dat

no datg

no data

no d

ata

4. Powszechna Kasa Osgdndici BP
(The National Savings Bank)
in Warsaw

3446.5

21.9

19.6

57.3

1.2

5. Powszechny Bank Gospodarczy S.
(The National Bank of the Economy)
in £6dz

>

1162.0

71.9

0.006

19.7

2.5

6. Powszechny Bank Kredytowy S.A.
(The National Credit Bank)
in Warsaw

2234.6

14.4

17.8

24.6

27.2

7. Bank Gospodarkiywnasciowej
The Food Economy Bank)
in Warsaw

20,000.0

36.0*

5.0

195

36.0*

* jointly with settlement in court

** jointly with bank conciliatory proceedings

Source: The Authors' own elaboration, based ontipregires answered by the banks.



RESTRUCTURING OF BANKS IN POLAND AFTER 1989 55

FINAL REMARKS AND CONCLUSIONS

The implementation of the financial restructurinfgemterprises and banks
project begun in the mid 1992. The immediate cause a growing volume of
.bad” credits, estimated to constitute about 25p8%cent of all credits granted
by all banks. Among them, within individual bankse non-performing cred-
its were estimated to amount to 15-60 percent efrthredit portfolios, as
stated at the conference at the Ministry of Financéune 1992.

The restructuring programme implementation was aksesed by the wor-
sening of economic-financial performance of entisgs, which caused a drop
in their credit worthiness, as well as by the depelg payment bottlenecks,
i.e. a mutual granting of credits by enterprisegstsme the banking system.
The next cause was the state owned banks priviatisarogramme, which
comprised, as a vital element, a restitution ofirtHmancial performance
through financial restructuring, in order to makern ready for privatisation.

For a certain period of time, the restructuringgoeanme objectives were
presented in mass media and also by part of theoadists in their many publi-
cations and interviews, as a debts reduction progra, whose major objective
was to cancel, generally and definitely, the eniegs' debts. As may be ex-
pected, the programme would most probably be fiadry the state budget.

However, subsequent versions of this programmeyoedded by the Min-
istry of Finance in the mid of 1992, did not mdetde expectations. The same
applies to the final version of the programme, pdsby the Parliament on
3 February 1993, as the Law on Financial Restriunguof Enterprises and
Banks. No mechanism of automatic debt reductioaryf economic entity has
been introduced, which would cancel the existinptdeof the state-owned
enterprises. On the other hand, the example of Biyngs an illustration that
such a solution may work only within a very shoetipd of time and after that
the volume of ,bad” credits rises again and muchiemapidly.

The absence in the Law of an option for automagiot &ancellation, which
disappointed some of the economic operators (esibhetarge state-owned en-
terprises), corresponds with the understandingra@nicial restructuring itself,
because it cannot be reduced only to ,bad” credhtiscellation. It should be
borne in mind that a basic task of the financiatmecturing is to cause such
changes in the borrower-bank relationship that @ailow the bank to regain
its money (in this case due to credits granted) @nedborrower to repay its
debts (at least partly), thus providing a soundgsarance basis.
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The Law on Financial Restructuring of Enterprises 8anks should also
be looked upon in the light of ,bad debts” and paymbottlenecks which
occur (and grow) in the Polish economy within thstlfew years. One should
also think whether there is a chance for the Lawdive or at least to reduce
this problem (in theory and practice). It is a gatllg accepted opinion that
the scale of ,bad” debts and payment bottlenecks megative phenomenon,
because:

a) payment bottlenecks offer a privileged posittonlarge, monopolistic
enterprises and through a system of ,free” pricessolidate a monopolistic
structure of the Polish economy (e.g. within th&t I&-5 years the fuel-energy
sector's position strengthened). Such a situatia® & direct impact on the
competition between economic operators and thegffness level (as meas-
ured for the entire economy), which due to the &bactors has to decrease,

b) it is due to the payment bottlenecks and ,baddds that the allocation
of the economic surplus in the economy is deterthimg enterprises' technical
monopoly, and not by economic calculation,

c) it is impossible to select enterprises accordmthe effectiveness indi-
cators. At present it is difficult to separate ,gdand ,bad” enterprises, as
the financial assessment criteria do not corresponthe capital and tech-
nology criteria. Due to the existing mechanism ofatual and forced fi-
nancing of economic entities, a company's accessiter financing does not
depend on its economic performance and internatsire efficiency,

d) the banking sector's role in the economy is beng marginal, as a mu-
tual granting of credits by enterprises throughrpamgt bottlenecks is an alter-
native to granting of credits by banks (or throwglpital market) and finally,

e) they are among the potential factors fosterireginflation growth, caus-
ing the ,automatic creation” of currency, i.e. grpaarance of additional cur-
rency flows beyond the central bank's control arftbénce.

Regarding the question of the Law's applicatioa general handling of ,bad”
credits and payment bottlenecks, the conclusioas/mrin this respect would be
those as may be drawn upon the data provided imjulestionnaires filled in by
the seven aforesaid banks and discussed in th@dirsof this chapter.

First, one should consider the total amount of ;bakdits, covered by
proceedings by virtue of the Law on Financial Restiring of Enterprises
and Banks. In case of the seven banks includedantasurvey it amounted to
almost 34 trillion PLZ, and constituted from 57 1600 percent of the total
value of ,bad” credits in individual banks. Thusamy non-performing credits
have not been covered by the Law at all. It alssnsethat the value of ,bad”
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credits subject to the restructuring proceduresiwithe entire banking sector
did not exceed 50 trillion PLZ.

Meanwhile, the total debt of economic entities lre thon-financial sector
amounted to 333.3 trillion PLZ, as of the end ofrtfa1994 (including 301.0
trillion in PLZ and 32.3 trillion in hard currencyf. Statistical Bulletin of Polish
Main Office of Statistic - ,Biuletyn StatystycznyzUS - No 5, 1994, p. 51). If we
estimated the share of ,bad” credits in the totaln®mic entities’ debts to amount
to 35 percent, then we would have the amount ofiab6.7 trillion PLZ within
the entire banking system. Thus, a conclusion neyddawn that the share of
credits covered by the Law did not exceed 50 péroértotal value of non-
performing credits, as calculated within the enbaaking system.

These considerations should also take into accountial debts of enter-
prises (assets and liabilities), i.e. the paymenttidnecks, estimated to amount
to 400 trillion PLZ. As it is known, the Law doestrconsider payment bottle-
necks directly. However, in case of one of thertestring paths, i.e. the bank
conciliatory proceedings, the bank also has to tat@account the interests of
other creditors, including the liabilities of itsva debtor to the suppliers, and
these liabilities are also subject to financialtmesturing. Since the data are
incomplete it is impossible to estimate the portdpayment bottlenecks which
is covered by the Law in this way. Using a veryglowestimation, one can as-
sume that most probably it did not exceed 15 @nlliPLZ within the entire
banking system.

To make a partial summing up here, it can be dmdtthe Law on Financial
Restructuring of Enterprises and Banks coveredadl grartion of the total sum of
.bad” credits and payment bottlenecks (less thape@ent). Therefore, it cannot
be considered a means to solve entirely the probleder discussion (which on
the other hand reflects the original idea whileparéng this legal act).

One should also be aware of the fact that the caakéhe phenomena de-
scribed here are far apart from the economic neattich the Law describes
and which it tries to influence. One can pointhe elements of the economic
system such as:

a) high monopolisation of the production and finahsectors in the Pol-
ish economy,

b) informal links established between banks and pames (especially
large state-owned enterprises),

c) a limited scope of transferability in the ecoryoaf the production means
and knowledge to more practical applications arartimsufficient share, to-
gether with technical skills, in creating the comies’ profits,



58 ZBIGNIEW KLIMIUK

d) shortcomings of the banking system regulatiortH®yNational Bank of
Poland, especially as regards the rules of grantiegefinancing and discount
credits to commercial banks, the sources of moseyd coverage, an impact
of discount and lombard rates upon the market ésterates,

e) the problems of commercial banks while assestiegcredit risk and
managing their assets and liabilities.

A relatively high share of ,bad” credits covered the Law in case of the
seven surveyed banks, proves that they give thadrattention to solving this
problem. Of course, from the very beginning theaeks were to receive a sort
of a reward in the form of restructuring bonds riorease their own funds and
reserves, for their involvement into the restruictyimproject. This does not im-
ply that all restructuring proceedings are to bguacess and this statement is
supported by an analysis at random of several d@sgecially as regards the
bank conciliatory proceedings).

It is also worth noting that experience gained Iy banks and their bor-
rowers at the restructuring stage (especially gands the bank conciliatory
proceedings) should bring about effects in thereitWithin this process re-
pair programmes of the companies have to be elédwband presented and the
banks have to evaluate these programmes in thexioof the proposed solu-
tions' adequacy and their feasibility within a sfied period of time. Also the
participants on both sides have to think and a& iang-term perspective and
they become aware of the fact that they, as twedygf economic operators,
are mutually dependent. This aspect of the Law ctha overlooked.

RESTRUKTURYZACJA BANKOW W POLSCE
PO 1989 R.

Streszczenie

Artykut zawiera analig realizacji Ustawy o Restrukturyzacji FinansowejnBéaw i Przed-
sighiorstw, w wyniku ktérej uratowana zostata ptysésektora bankowego w Polsce w potowie
lat dziewk¢dzieshtych. W tekicie zamieszczono dane z tego zakresu (zebrane gnatddeto-
wa), odnoszce si do najwikszych bankéw komercyjnych, jakie wowczas funkcjoaty.

Stowa kluczowe banki, przedgbiorstwa, restrukturyzacja, ptynéofinansowa, ,zte” kredyty.
Key words: banks, enterprises, restructuring, financial iliiy, “bad” loans.



