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LIST OF ABBREVIATIONS

BFG

Bank Guarantee Fund

BRIR

Regional Branch of KIR

CRBS

Central Register of Treasury Bills
CTO

Central Quotation Table 
DPPK

Monetary and Credit Policy Department in the NBP
ELIXIR
System for the exchange of electronic payment orders in KIR

GOWD
Main Branch of Foreign Exchange in Warsaw
GPW

Warsaw Stock Exchange

KDPW
National Depository for Securities

KIR 
National Clearing House

KPWiG
Securities and Exchange Commission

KSR

Special settlement system for payment card transactions,

operated by PolCard

NCH

National Clearing House (see KIR)

NBP

National Bank of Poland (central bank)

PGF

Polish Financial Exchange 

PLN

Polish zloty

RBP

NBP Bills Register

RWKB

Bank Card Issuers Board
SKARBNET
Book-entry system for Treasury bills 

SEBOP
Book-entry system for NBP bills

SORBNET
System for Banks’ Accounts Servicing at the NBP Head Office (RTGS system)

SYBIR

System for the exchange of paper-based payment orders in KIR

ZBP

Polish Bankers Association

ZUS

Social Insurance Institution

Introduction
In 1989 Poland experienced major political changes which were followed by a transformation from a centralised to a market economy. Its payment systems were also subject to substantial transformations.

During the period in which there was a centrally planned economy the system for interbank settlements was based on the exchange of paper documents. There was no clearing house to intermediate in the exchange of payment orders between banks. Branches of commercial banks held current accounts with regional branches of the National Bank of Poland (NBP). Settlement documents were sent between banks by post, and copies were then submitted separately to NBP regional branches for the purpose of updating the banks’ accounts. Debits in the current accounts of sending banks and credits in the current accounts of receiving banks were not made on the same day. 

In the light of the move towards a market economy it became obvious that the old payment systems would have to be changed. The first stage, which was completed in the first half of 1992, focused on the consolidation of banks’ current accounts. Since then each bank operating in Poland has had only one current account with the NBP.

New, uniform interbank settlement principles became effective on 5 April 1993. At first these were only binding on shareholders of the National Clearing House (KIR), i.e. for 17 banks, but, since 1 July 1994 they have applied to all banks operating in Poland. Since that time payments in Poland are processed by two different systems: large value payments by the RTGS system in the NBP and retail payments in KIR.

In April 1993 the NBP introduced a real-time gross settlement system (SORB) designated for large-value interbank transactions. The introduction of a new version of the RTGS system, the SORBNET, started in March 1996 and was completed by the end of 1998. The system fulfils the requirements of a modern RTGS system, i.e. payments are processed electronically, in real time on a gross basis, and, once settled, they are final and irrevocable. SORBNET processes large value payments, including interbank money market payments, payment leg of the operations cleared by the National Depository for Securities (KDPW) and large value customer payments.

In retail payments cash still plays a central role, although the use of payment cards has increased dramatically. As far as non-cash payments are concerned, transfer credit orders are still the predominant form. Cheques have never been a popular payment instrument in Poland and the use of direct debit has been growing very slowly since June 1998.

The securities market has been growing very quickly during the past ten years. Currently there are three securities settlement systems operating in Poland, two within the NBP and one of the KDPW.  

1. INSTITUTIONAL ASPECTS

1.1. The general institutional framework 

For the functioning of the payment and settlement systems the most important bodies are: 

National Bank of Poland – central bank,

National Clearing House (KIR) – responsible for the clearing of retail payments,

National Depository for Securities (KDPW) – responsible for registration of securities and clearing of transaction on them,

Securities and Exchange Commission (KPWiG) – responsible for the supervision on the capital market.
The Banking Law of 29 August 1997 (Banking Law) regulates, for banks operating in Poland, the principles for conducting banking activities, establishing and organising banks, exercising banking supervision as well as procedures related to rehabilitation, liquidation and bankruptcy proceedings. Last amendment to the Banking Law from 23 August 2001 included regulations concerning payment instruments and rules of execution of cross-border credit transfers.  Banks as financial entities are also subject to other common regulations, such as the Commercial Code and the Labour Code, which cover aspects not provided for in the Banking Law. 

The basic tasks and organisation of the central bank are set out in the Act on the National Bank of Poland of 29 August 1997 (NBP Act). Both, the Banking Law and the NBP Act, empower either the NBP President or the NBP Management Board to specify detailed regulations within the competence of the NBP.

In terms of payment systems the NBP President determines the manner of clearing interbank settlements (Regulation 6/2000 of 5 April 2000 with the change made by Regulation 15/2001 of 11 December 2001, that specifies i.e. the basic rules of the RTGS system, the basic conditions for settlement agents).  Moreover, the NBP Act gives the NBP Management Board powers to set the terms and conditions for the opening and maintenance of commercial banks’ accounts with the NBP. Details relating to the servicing of current accounts of banks are specified in a bank account agreement made with each bank and common for all banks.

According to the Banking Act the President of the NBP is authorised to regulate the standard of banking accounts numbering and. the Ministry of Finance is authorised to determine, by the regulation, the pattern of paper-based payment documents used by the banks.  

Under Article 67 of the Banking Law, banks may establish clearing houses in order to exchange payment instructions and to keep records of mutual claims and liabilities arising from such instructions. Rules governing the exchange of payment instructions via the KIR, are set out in KIR regulation. This regulation determines the mutual obligations of the KIR and banks and the time schedules for the exchange of payment orders in the two systems (SYBIR – paper based clearing system and ELIXIR – electronic clearing system), operated by the KIR. 

Principles for the co-operation between banks and their customers, related in particular to the settlement of payment instructions, are regulated in bank account agreements. In contrast to the regulations that existed under the centralised system, banks are free to establish their relations with customers themselves, provided that the provisions of the relevant agreements do not breach superior laws (acts and resolutions).

One Section of the Banking Law relates to bankruptcies of banks, while the provisions of the Bankruptcy Law of 24 October 1934 govern matters that are not regulated by the Banking Law. . 

According to Article 15 of the Bankruptcy Law, the date of bankruptcy shall be the date of the court decision declaring the bankruptcy. However, in Polish legislation this decision is the last step of bankruptcy proceedings and has no effect on the payment system. Such an effect results from the order of the Commission for Banking Supervision to suspend the bank’s operation, because pursuant to Article 159.1.1 of the Banking Law, while a bank’s operations are suspended, the bank shall not settle its liabilities. Once the decision on suspension has been issued at the beginning of the day, the bank concerned can not send payments to the RTGS system. In the case of retail payments, the suspended bank is excluded from the settlement, and payments are no longer settled on that day (the unwinding procedure, as described in Section 3.3.2., is performed by the KIR). The unwinding is related to the transactions, which have not yet been settled by banks and therefore not yet credited to beneficiaries. During a suspension, the suspended bank is only allowed to execute payments, which have been approved by the Commission for Banking Supervision.

Special regulation, concerning insolvency proceedings is the Act on Settlement Finality in Payment and Securities Settlement Systems and on the Rules of Oversight of these Systems of 24 August 2001, which implemented the Settlement Finality Directive (Directive 98/26/EC) into Polish law. 

Supervisory functions on public trade in securities and the activities of stock exchange, commodity exchanges, commodity exchange clearing houses and entities operating brokerage companies in the securities market and exchange of goods market is performed by the central state body named the Securities and Exchange Commission (KPWiG). The KPWiG is responsible, in particular, for ensuring compliance with rules of fair trading and competition, ensuring the smooth functioning of the securities market and preparing draft legislation relating to the functioning of the market.

The KPWiG also approves securities for public trading and issues licenses for brokerage activity.

Poland has binding regulations on consumer protection related to trade and services. However, they do not cover services provided by the banking sector. Banks’ customers are protected by certain provisions of the Banking Law (e.g. confidentiality rules) and the provisions of the Act on the Bank Guarantee Fund (Fund) of 14 December 1994. According to the latter, since January 2002 funds in bank accounts up to the equivalent of EUR 1,000 are 100% guaranteed by the Fund, while funds up to the equivalent of EUR 18,000 are covered by a 90% guarantee.

1.2. The role of the central bank

The NBP’s functions in the field of payment systems are referred to in Article 3.2 of the NBP Act. They comprise organising monetary settlements and establishing the conditions necessary for the development of the banking system.

1.2.1. Payment systems oversight 

The oversight role of payment systems in Poland by the NBP is stated in the Act on Settlement Finality in Payment and Securities Settlement Systems and on the Rules of Oversight of these Systems. According to this Act, the NBP is authorised to collect data from all payment systems operators. The permission of the NBP is required to start the activity of a new system. Any important changes in the rules of the systems have to be approved by the NBP.

1.2.2 Activities in the area of securities clearing and settlement systems

The NBP plays an important role in the securities clearing and settlement systems. First of all the NBP is the owner and operator of two securities settlement systems (SKARBNET – for Treasury Bills and SEBOP – for NBP bills). The NBP is also a settlement agent for the KDPW.

Settlement of funds related to trading in Treasury securities, registered at the CRBS (Central Register for Treasury Bills), and in the NBP bills, registered at the RBP (NBP Bills Register), is effected in central bank money held on bank’s current accounts maintained by the NBP Payment Systems Department (DSP). From July 1999 the settlement of other securities, for which the KDPW is the depository and settlement agent for the cash leg, also takes place at the DSP. 

The CRBS and the RBP have adopted procedures for the real-time gross settlement of Treasury and NBP bills according to the delivery versus payment (DVP) principle model 1 for participants having current accounts in the DSP (i.e. real-time settlement of individual instructions on both, securities and cash, sides). This has facilitated the creation of a highly liquid market for such securities.

According to the Act on Settlement Finality in Payment and Securities Settlement Systems and on the Rules of Oversight of these Systems, the KPWiG is responsible for granting licenses to new securities settlement systems after receiving the opinion of the NBP.

1.2.3.  The operational role of the central bank

The NBP’s main function in relation to payment services is servicing 66 current accounts of banks (62 of which are in the SORBNET system for the processing of large-value transactions between banks) and, in particular, providing settlement for interbank payments. 

The NBP is the owner and the operator of the RTGS system (SORBNET), which settles on a gross basis banks’ credit transfers submitted in electronic form to the NBP. SORBNET is linked to the SKARBNET and the SEBOP systems, which allow, in accordance with the DVP model 1, settlement of individual transactions relating to securities recorded in these systems (i.e. Treasury bills and NBP bills).

The NBP also offers the settlement service for the KIR system. Net claims and liabilities of banks, resulting from the exchange of payment instruments via the KIR, are cleared by SORBNET in settlement sessions held during the hours agreed with the NBP.

The NBP is also one of the direct participants of KIR. It transfers to and receives from the KIR payments of budgetary units whose accounts are operated by the NBP branches.

In servicing accounts of its customers, the NBP executes the payment instructions provided that the accounts contain sufficient funds to cover the settlement (no overdraft facilities are provided).

1.2.4. Co-operation with other institutions

In the field of payment systems the NBP co-operates with:

· Polish Bankers Association (ZBP) – NBP representatives are members of a few working groups of the ZBP, all regulations concerning payment system are consulted with this body,

· Ministry of Finance – the co-operation is focused on legal issues, especially preparation of the regulations concerning banking system.

Moreover, on 1 July 1998 the NBP Management Board established the Payment System Council (Council) to act as its advisory body. The Council consists of the First Deputy President of the NBP (chairman), the presidents of four commercial banks and representatives of the ZBP, the Ministry of Finance, the KIR, the KDPW, the PolCard (see Section 3.3.1), the Polish Post Office and the Telbank.

The tasks of the Council comprise the analysis and evaluation of the Polish payment system and formulation of proposals on the system’s adjustment to the requirements of the European Union.

1.3. The role of the other private and public sector bodies 

Other entities that participate in payment services in Poland include:

· the National Clearing House (KIR) is responsible for clearing of retail payments and was established in November 1991 as a company with equity capital by 17 commercial banks, the Polish Bankers Association and the NBP;

· the National Depository for Securities (KDPW), a central depository institution for public trade in securities, which is, by the Law on public trade in securities of 21 August 1997, authorised to organise and perform settlement transactions and is responsible for  registration and clearing of transactions on securities;

- the Polish Bankers Association (ZBP) plays an important role as a co-ordinator of standardisation and regulatory work. Moreover, numerous working groups act under the auspices of the ZBP, dealing with payment system problems, related in particular to payment cards, electronic banking and direct debits.

-  the Bank Card Issuers Board (RWKB) was established in April 1994 by the ZBP. Most Polish banks issuing payment cards are members of the RWKB, which was established with the aim to support banks in their relations with organisations linking banks issuing cards (such as VISA and Europay), to co-operate with the state administrative bodies regarding legal regulations related to the payment card activities in Poland, to co-operate on card development, promotion and the establishment of the uniform technical infrastructure necessary for card operations.

Simultaneously, two other organisations linking banks with other members of international organisations were established: VISA Forum Poland and Europay Forum Poland. Their tasks are, inter alia, to exchange experience and prevent unfair or harmful competition.

- PolCard is a company, owned by the ZBP and a group of banks, which acts as an authorisation and clearing centre for card transactions throughout the country. PolCard co-operates with banks issuing cards. It offers ATM services on an online basis, it has introduced facilities providing access to the ATMs of other banks and maintains a special settlement system established for offsetting claims and liabilities arising from card transactions (KSR). 

2. PAYMENT MEDIA USED BY NON-BANKS

According to Article 63 of the Banking Law, a payment can be effected either in cash or by non-cash instruments, in particular by means of credit transfers, settlement cheques, direct debits and payment cards. The Act also differentiates between a cashier and a settlement cheque; the former is classified as a cash payment and the latter as a non-cash payment.

2.1 Cash payments

The Polish zloty (PLN) has the following denominations:

· banknotes in denominations of PLN 10, 20, 50, 100 and 200;

· coins in denominations of PLN 0.01, 0.02, 0.05, 0.10, 0.20, 0.50, 1, 2 and 5.

At present banknotes account for approximately 97% of the total value of currency in circulation. No data are available on the number and value of cash payments. Having a bank account is not common: hence, a large number of pensions, disability allowances and even salaries are paid in cash. A large number of shops and services outlets, particularly those outside the big cities, does not accept non-cash forms of payment.

2.2 Non-cash payments

Non-cash payments comprise in particular credit transfers, settlement cheques, direct debits and payment cards. 

The Banking Law does not specify value dates for the performance of customers’ instructions. According to Article 54.2 a bank account agreement should specify, in particular, the manner in which funds held in accounts can be used, and the time given to the bank for the execution of payment instructions. 

The existing system for the settlement of customers’ transactions via the KIR enables credit transfers between customers of two different banks to be settled within two working days in the SYBIR, the paper-based system, and on the same day in the ELIXIR, the electronic system. For cheques the period extends to three working days (see details in Section 3.3.3.3.).

The Act on Economic Activity of 23 December 1988 imposes an obligation on economic entities to settle transactions in excess of EUR 3,000 using interbank transfers. If the turnover between two entities exceeds EUR 10,000 per month the obligation to make a settlement in non-cash form is applicable to every transaction of over EUR 1,000. 

2.2.1 Credit transfers

Credit transfers are the main instruments for non-cash payments made in Poland. Their share in total transfers processed by KIR is approximately 99 % of the turnover.

2.2.2 Cheques

Cheques as a payment medium are subject to the Cheque Law of 28 April 1936. They have never been widely used for payment purposes in Poland, and given the recent rapid development of the payment card market, their importance has diminished further. In Poland only a bank can be a drawee of a cheque. 

A cashier’s cheque is an instruction given by the issuer to the drawee to debit his/her account with the amount stated in the cheque, and to pay out this amount to the cheque holder or a person designated in the cheque. For this type of cheque, those related to savings accounts are of the greatest importance. The majority of such cheques serve not as a payment medium, but as an instrument for making cash withdrawals from customers’ own accounts. Given the increasing number of ATM facilities and payment cards in circulation, their importance has been rapidly diminishing. 

A settlement cheque provides exclusively for transfers between a debtor’s account and the account of the cheque holder or a person designated in the cheque with no possibility for cash withdrawal. The settlement cheque is used as a payment medium in the economy. However, its importance is negligible when compared to credit transfers. A cheque can be presented to any bank, but it must be delivered to the drawee. Settlement procedures are presented in Section 3.3.3.3.

2.2.3 Direct debits

Direct debits were introduced by the NBP in October 1997 and the first transactions were effected in July 1998. 

According to the Banking Law, direct debits are allowed provided that:

Both the creditor and the debtor hold a bank account with a bank that has entered into the agreement on direct debits; 

the debtor has authorised the creditor to debit his/her account on agreed payment dates and in connection with specified liabilities and 

the debtor and the bank have entered into an agreement on direct debits. 

This form of payments is used for payments not exceeding the equivalent of EUR 1,000 for individuals and EUR 10,000 for legal entities.

The settlement of direct debits is performed exclusively via the electronic ELIXIR system in the KIR. As at the end of December 2001 44 banks had signed the agreement on direct debits. 

The use of direct debits is increasing, but this instrument still plays a marginal role in retail payments.

2.2.4 Payment cards

The most rapid increase in non-cash payments in Poland has been in the use of payment cards. Recent years have brought about a considerable increase in the number of cards in circulation and the number of transactions made. In December 1994 the number of payment cards amounted to 21,900, in June 1998 to 1,546,000, while in December 2001 it reached the amount of 14,388,803. Despite this dynamic increase in the use of payment cards, their share both in terms of value and volume in total non-cash payments in Poland remains relatively small.

Cards issued by Polish banks usually carry the logo of one of the international organisations, i.e. VISA International or Eurocard/MasterCard International, which facilitates access to entities accepting payment cards. Domestic cards may carry the logo of the PolCard or only the logo of the issuing bank.

 a) Debit cards

Debit cards and deferred debit or charge cards (this kind of cards are similarity to credit card with one distinction- owner’s bank account is debited once in month) account for the majority of payment cards being issued by banks operating in Poland. At the end of December 2001, Polish banks had issued 12,740,630 debit cards and 1,047,086 charge cards. 

Initially many banks have issued cards that only allowed cash withdrawals at the ATMs of the issuing bank, but later payment functions have been added to these cards. Since some banks issue debit cards with no embossing (VISA Electron, Maestro, PolCard BIS), their use is therefore limited to ATM and POS terminals only.

b) Credit cards and travel and entertainment cards

Credit and travel and entertainment cards are issued by a small group of Polish banks. These cards carry the logo of VISA International, Eurocard/MasterCard or American Express systems. 601,087 credit cards had been issued as at the end of December 2001.

c) Retailer cards 

The retailer cards (loyalty cards) are issued mainly by large stores (Geant, Carrefour). These kind of cards are not treated as payment cards, because the issuer is the only merchant (cards cannot be used outside of the issuer’s network).  

d) Prepaid cards

In Poland no prepaid cards (so-called “electronic purses”) are in circulation. There are, however, projects of pilot programs developing chip cards technology in the local areas, for instance one university, small city, ski lifts, parking meters, public transport. Most of the schemes are single purpose cards and the National Bank of Poland doesn’t treat them as the e-money.

Up to now there are no plans to introduce multipurpose prepaid card scheme in Poland. Also no projects of computer network schemes have been started. 

Telephone cards are issued by Telekomunikacja Polska SA. These cards cannot be reloaded.

e) ATMs and POS networks

At the outset of the introduction of ATMs banks established their own ATM networks and issued cards for cash withdrawals only at the ATMs of the issuing banks. This policy resulted in the establishment of 15 separate ATM networks and customers of a given bank could only use its own network. Subsequently a number of banks have concluded bilateral agreements on the mutual recognition of ATM cards. In June 1997 a group of domestic banks entered into an agreement on the provision of services to domestic cardholders in the interbank online network and introduced a so-called domestic switch serviced by the PolCard.  Some other banks have joined the agreement later. The extension of the agreement to nearly all banks operating in Poland has resulted in a mutual recognition of cards in all ATMs installed throughout the country.

In addition, a company named Bankomat 24/Euronet Ltd. has established its own independent ATM network, which accepts both cards from international systems – VISA, Eurocard/MasterCard, American Express and Diners Club – and domestic cards issued by Polish banks. As at end of December 2001 the network had 708 ATMs, the total number of ATMs in Poland was 6476. 

2.2.5. Postal instruments

The Polish Post Office is authorised to perform some banking activities, including offering postal transfers, payments via the Post Office to bank accounts and payments of pension and disability allowances.

The basic postal network includes about 7,600 post offices, which do not have accounts with banks. The accounts with banks are held only by the larger post offices, each supervising several smaller offices.

Postal transfers are used for transferring money between individuals who do not have bank accounts. In this case one post office accepts a cash payment (against a fee) and another one pays the amount to the receiver. The operation is performed outside the banking system. The post office files a transfer order for the total sum of all instructions received with the branch of the bank maintaining its current account. Further settlement is performed via the KIR , as is the case for the other bank customers.

For pensions and disability allowance payments, those NBP regional branches which hold current accounts of the Social Insurance Institution (ZUS) transfer adequate funds via the KIR to accounts of regional post offices (there are several throughout the country). The post office is provided with individual documents for beneficiaries directly by the ZUS, so that, once the information from the ZUS has been received, it can immediately start making the relevant payments.

2.3. Recent developments

Electronic money (e-money), in the form of prepaid cards, is not yet in use in the Polish market. However certain Polish banks, in co-operation with international institutions such as Eurocard/MasterCard and VISA International, have been investigating the possibility of its introduction, although this is still some way off.

The payment card market has been expanding dynamically. Every year the number of cards and units accepting cards has grown substantially. Moreover, few Polish banks have started to add the microprocessor to their cards, which will considerably enhance card protection and expand card functionality. 

In recent years banks operating in Poland have been offering a new corporate banking service. Many operations previously performed on a bank’s premises can now be carried out on a customer’s premises via the use of special software delivered by the bank. This service is currently provided by majority of banks operating in Poland.

3. Interbank exchange and settlement systems
3.1 General overview

The rules of the interbank settlements are specified in the Regulation No. 6/2000 of the President of the NBP of 6 April 2000, amended in November 2001, on the manner of performing interbank settlements. Polish banks exchange payment instructions related to large-value payments (i. e. mainly money market, foreign exchange market and securities market transactions) directly through the NBP and payment instructions related to retail payments via the National Clearing House (KIR). The latter, acting as a clearing house, records mutual claims arising from such instructions and submits instructions concerning banks' net positions to the NBP.

Chart 1
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Since all banks operating in Poland are members of the KIR, either directly or indirectly, most of the interbank transactions (in terms of volume) are settled through this clearing house. The KIR operates two retail net settlement systems: SYBIR – a paper-based system – and ELIXIR – an electronic system. Detailed descriptions of these systems are provided in Sections 3.3.3 and 3.3.4 respectively.

Interbank settlement takes place through the banks' settlement accounts held with the NBP. The NBP operates the real time gross settlement system (the SORBNET system). This real-time gross settlement system processes large-value interbank payments. The system is also used for settlement of net positions received from three clearing systems, i.e. two systems operated by the KIR and one system operated by the KDPW. 

The KDPW submits payment orders related to transactions in securities conducted on the Warsaw Stock Exchange (GPW) and Central Quotation Table (CeTO). Final settlement arising from the above systems is performed at the NBP in the SORBNET system. 

3.2. Real-time gross settlement (RTGS) system

The SORBNET was launched in March 1996, replacing the SORB that had been in operation since April 1993. Although SORB had fulfilled the basic requirements of an RTGS system, it had not been a fully efficient system since banks could present their payment instructions only on paper or a floppy disk. Since December 1998 all banks have been able to transfer their instructions electronically.

3.2.1 Operating rules

Operating rules for the SORBNET system are specified in the resolutions of the NBP Management Board and in the bank account agreement, concluded between the NBP and the bank, which has its settlement account maintained in the NBP Head Office in the SORBNET system. The resolutions cover access criteria, types of payments to be processed, general prerequisites concerning technical infrastructure and pricing, while the agreement provisions, which are identical for all banks, regulate time of operation and other operational details. 

3.2.2 Participation in the system

As of 31 December 2001, there were 62 banks participating in the SORBNET system. The requirements for banks wishing to become participants in the SORBNET are specified in the Resolution No 14/2000 of the NBP Management Board on terms for opening and maintaining accounts of banks with the National Bank of Poland of 31 March 2000, subsequently amended in December 2000 and in December 2001. Banks that wish to open a settlement account with the NBP have to meet the following requirements:

· the bank has to have been conducting operational activity for at least 6 months,

· financial standing of the bank has to be considered by the NBP as appropriate,

· the bank has to meet specified technical requirements enabling electronic exchange of payment orders messages and other information between the bank and the NBP and it has to receive a positive rating of the relevant tests from the NBP.

Additionally, in the SORBNET system there are banking accounts handled for two clearing agents, i.e. the KIR and the KDPW.

3.2.3 Types of transactions handled

The SORBNET settles banks’ payment instructions related to the interbank money market, foreign exchange and securities market transactions, transactions between banks and the NBP. The SORBNET can be used for processing payment instructions sent by banks on their own behalf or on behalf of their customers (for large value and/or urgent payments). A large value customer’s payment is equivalent to the amount above PLN 1,000,000 (EUR 272,480). The system is also used for settling banks’ obligations arising from clearing systems: net positions arising from the KIR related to the retail payments and net positions arising from the KDPW related to the capital market. 

3.2.4 Operation of the system

In general, participants may access the system between 7.30 a.m. and 6 p.m., while customer payment orders may be sent till 4 p.m. However, between banks participating in the “Interbank Agreement on the Rules of Co-operation between Correspondent Banks” customer payment orders may be sent till 5 p.m. After 6 p.m. payment messages are no longer accepted. 

Messages transferred between banks and the NBP are encrypted for confidentiality purposes and an electronic signature is used to ensure authenticity, integrity and non-repudiation.

3.2.5 Transaction processing environment

The flow of information between banks and the SORBNET is V-shaped. Banks send the payment orders to the central bank, which informs the sending and receiving bank of the settlement.

Banks’ instructions are transferred to the SORBNET system via electronic post. In the event of any disruption in the system, the instructions concerning banks' payments can be transferred on a floppy disk or on paper (including via fax). Instructions filed on paper have to be registered at the NBP. The customer payment instructions can be transferred on a floppy disk only. 

The electronic transmission is made using client-server technology via the electronic post system X-400 within the network of Bank Telecommunications Company TELBANK SA. The system works under UNIX and messages are created in accordance with the EDIFACT standard.

3.2.6 Settlement procedures

The SORBNET provides for real-time gross settlement via the settlement accounts of banks held with the NBP. The system processes payment instructions presented by banks, the NBP, the KDPW and the KIR. Banks may only make credit transfers by sending orders to debit their own accounts, while the NBP, the KDPW and the KIR are authorised by banks to send credit transfers debiting banks’ accounts. Payment instructions presented by the KIR have the highest priority, the next priority is given to the instructions presented by the NBP and the next one to the KDPW instructions. The instructions presented by banks have the lowest priority.

Payment instructions are processed according to the instruction numbers assigned by senders. Instructions are processed provided that a bank has a sufficient balance on its account. 

The NBP’s own instructions relating to the sale of legal tender, interest and fee payments and instructions of the KDPW issued on behalf of banks and on its own behalf, are processed in the same way as any other transactions. The net balances arising from the different clearing schemes in the KIR are settled in the SORBNET in three settlement sessions during the day (see Section 3.3. for details). The net balances arising from the KDPW are settled in the SORBNET in five settlement sessions during the day (see Section 4.3.2.1 for details).

Depending on the balance available in a bank’s account, instructions are immediately effected or placed in central queue until sufficient funds are available to execute queued payments. Where funds are available, the payer’s account is debited and the beneficiary’s account is credited simultaneously. The payer receives a confirmation of the transaction, while the beneficiary receives a confirmation that its account has been credited. Banks may ask the NBP for details of balances on their accounts and of their payment orders awaiting execution in the queue. They are able to obtain information on the outgoing payment orders only and they have the option of cancelling queued payments before they are settled. Payments from the queue are settled automatically when liquidity is available, according to the instruction numbers and applying the FIFO principle. The queue optimisation mechanism is implemented in the SORBNET system. Payment orders waiting in the queue at the end of the day are rejected automatically and the senders are informed accordingly by a specific message.

At the end of the day the system automatically prepares and sends statements of settlement accounts to the banks.

3.2.7 Credit and liquidity risk

The SORBNET, being an RTGS system, provides for credit risk minimisation. 

Banks have access to liquidity through the intraday use of their minimum required reserves. Moreover, the NBP grants free intraday credit against collateral. Banks have to conclude intraday credit agreements in advance. Currently, only Treasury bills are eligible as collateral. Treasury bonds are planned to be accepted as eligible collateral in 2003. 

The following main rules have been established for granting intraday credit:

· During all operating days banks may obtain intraday credit if they transfer Treasury bills to the NBP’s securities account (based on intraday repo). At 5:30 p.m. the SORBNET system generates credit repayment orders.

· In case the bank cannot refund the credit, it automatically turns into an overnight credit with an interest on the Lombard credit level.

· If the bank fails to provide resources for repayment of the credit together with due interest by the specified time (10:30 a. m.) on the next operating day, the NBP shall sell the securities to cover the bank's debt. 

· If the bank does not reimburse intraday credit until 6 p.m. twice a month, then it losses the right to obtain intraday credit from the NBP for the next 30 days.

Banks may also draw secured Lombard loans with the NBP. The secured Lombard facility can be drawn upon throughout the day. In order to minimise the time necessary for all the formalities related to the Lombard loan to be fulfilled, credit agreements are concluded in advance and the loan can be used whenever necessary. Treasury bills and bonds are used as collateral in Lombard loans.

3.2.8 Pricing

The NBP has been charging fees for the maintenance and servicing of banks’ settlement accounts kept in the SORBNET system. Banks pay a flat entry fee of PLN 25,000 (EUR 7,152.46). A quarterly fee of PLN 3,000 (EUR 858.30) is paid for the maintenance of accounts. Additionally, a bank is charged PLN 4.00 (EUR 1,14) for the processing of every individual bank's instruction. In case of customers' instructions, lower fees (PLN 6.00, i.e. EUR 1.72) are charged for large value instructions and higher (PLN 20,00, i.e. EUR 5,72) for urgent instructions. 

Currently these fees do not fully cover the costs. However, the NBP will, step by step, implement the full cost recovery rule. 

3.2.9 Statistical data

The average volume of payments processed in the SORBNET system per month was equal to 43,343 and 44,976 in 2000 and 2001 respectively.

In 2000, the average of daily transactions amounted to 2,063 in volume and PLN 38,91 billion (EUR 9,71 billion) in value. 

In 2001, the average number of transactions per day was as high as 2,142 and the average of daily transaction value increased to PLN 53,56 billion (EUR 14,59 billion). 
3.3 Retail payment systems

3.3.1. Card based schemes

In the case of payment cards, the settlement mechanism is similar for debit, charge and credit cards. Data about the transaction are submitted by the service provider do the acquirer, with which it has signed an agreement, electronically by the POS terminal or in paper form. Currently in Poland there are 5 acquirers: 3 banks and two joint stock companies: the PolCard and the eService. According to the decision of the bank, which is the issuer of the payment card, the transaction is directed to the one of the payment systems for the card transactions processing. Currently three such systems are offered to Polish banks (KSR operated by the PolCard, PNNSS operated by the VISA and EDCSS operated by the Europay/Mastercard). All of them are net systems, the final multilateral balances of the participating banks are settled by the settlement agent via the KIR. The settlement agent for all these systems is one of the commercial banks in Poland.

3.3.2. Retail credit, debit and cheques transfer systems 

3.3.2.1. Organisational set-up

The KIR is the only clearing house in Poland. It is a joint stock company established under the Commercial Code of 27 June 1934. Its shareholders are the NBP, the Polish Bankers Association and 13 commercial banks (during last few years some of initial shareholders have merged). The Supervisory Board comprises shareholders’ representatives, each holding one vote. The activities of the KIR are managed by the management board.

The KIR ’s organisational structure comprises the head office in Warsaw and 17 regional clearing houses (BRIRs) located in Poland’s major cities. Every branch of a participant is connected to one BRIR. Due to this structure, the KIR links all bank branches operating throughout the country. This is especially important for the paper-based SYBIR system. KIR operates two different systems – the SYBIR and the ELIXIR (the latter being an electronic system) – the functioning rules of which are specified in the KIR regulations.

3.3.2.2. Participation in the system

Each bank wishing to participate in the exchange of payment instructions carried out via the KIR has to be licensed to perform banking activities in Poland, have the approval of the KIR ’s Supervisory Board, has to sign a bank account agreement with the NBP and has to meet the technical requirements specified by the KIR SA. In order to receive the approval of the Supervisory Board a bank has to meet also certain financial criteria. The above requirements and criteria, which are uniform for all banks, are set out in the KIR Regulation. 

3.3.3. The SYBIR system

3.3.3.1.Types of transactions handled

The paper-based SYBIR system provides the exchange of credit-related documents (credit transfers and payment slips) and debit-related documents (cheques).  

3.3.3.2. Transactions processing environment

Banks deliver paper documents plus a floppy disk with payment information from paper documents to the relevant BRIR. Documents are sorted into settlement packages for each receiving bank branch.

3.3.3.3.Settlement procedures
Credit documents

The settlement mechanism for credit documents (credit transfers, payment slips) in the SYBIR enables the transfer of funds between accounts of customers of different banks within two working days. 

Payment instructions delivered in paper form by customers are grouped into settlement packages and delivers these together with a floppy disk to the relevant BRIR according to the schedule agreed in advance, but no later than 6 p.m.

Before 7 p.m. each BRIR prepares a preliminary settlement list of instructions received, which is sent to the KIR head office where a net settlement list is generated for the whole country. This represents an estimate of the amounts to be transmitted between banks on the next day during the settlement session. Head offices of participants are notified of such amounts by 8 p.m., giving them a basis on which to gather funds to cover their liabilities. The estimate is also submitted to the NBP after 8 p.m.

The KIR’s carriers transport the paper documents between BRIRs during the night. In the morning on the second day, once the BRIRs have received all the instruction packages, they calculate the final net position of each bank, resulting from payments sent and received by its branches participating in the BRIR, and transmit the results to the KIR head office, where a net settlement list for the whole country is generated. The results of the SYBIR paper clearing are then combined with the results of the first netting cycle under the ELIXIR, and are then presented to the NBP for the settlement in the morning settlement session held between 10.30 a.m. and 11 a.m.. 

After 11 a.m., once the KIR head office has been notified of the successful completion of the settlement, it in turn notifies all BRIRs. On the basis of this confirmation BRIRs can commence issuing documents to banks’ branches. Funds related to the payment instructions delivered to the beneficiary’s branch have already been paid by the sending bank, and the branch can provide the beneficiary with the funds received.

In cases where settlement cannot take place owing to insufficient funds of one of the SYBIR participants, the NBP head office notifies the KIR thereof, and returns its payment instruction. The bank that fails to meet its payment obligations is excluded from the settlement process via the KIR and its instructions are unwound. The KIR recalculates the claims and liabilities of the remaining participants and transmits these to the NBP head office. The NBP performs the second session.

If another participant (or participants) is/are in default, the unwinding procedure and recalculation of claims and liabilities is repeated until the surviving participants have met their payment obligations.

Payment instructions rejected from the settlement round are unwound and left unsettled. Given that they are delivered (including credits in favour of customers of defaulting banks) to a relevant BRIR during the night, they will be returned unprocessed to the initiating branches next day.

Debit documents

The system provides for cheque settlement within three working days. After having been presented to a bank, cheques are transported with the credit documents and delivered on the second day via a BRIR to the branch of the issuer’s bank, but in contrast to the credit documents, which are paid during the morning settlement session, cheques are not paid.

Preliminary net positions are prepared by BRIRs in the evening on the first day. If sufficient funds are not available in the issuer’s account, the issuer’s branch can refuse to make a payment. In such cases the branch has to notify its BRIR before 4 p.m. In this case, the issuing bank’s preliminary net position is adjusted by the amount rejected. If the BRIR is not notified of any refusal to pay, the cheque will be paid. The settlement session for debit documents is effected on the second day in the cycle between 5 p.m. and 5.30 p.m. On the third day, if the issuer’s bank has not refused the cheques, the beneficiary’s bank can credit its customer’s account with the cheque amount.

In the event of there being insufficient funds in the account of any SYBIR participant, the procedures relating to the recalculation of claims and liabilities are identical to those for credit documents.

3.3.3.4. Pricing

Banks are charged according to the tariffs determined by the KIR. A fee is charged for each settlement package, independent of how many documents are in the package. The fees charged are the same regardless of the distance between BRIRs involved in the exchange. 

The fee is charged only to the sending bank.

3.3.3.5. Statistical data

The SYBIR system has processed 246,58 mln transactions in 2000 and 246,06 mln in 2001. The value of these transactions was 479,78 bln PLN (119,7 bln Euro) and 304,55 bln PLN (82,95 bln Euro) respectively.

The daily average number of transactions was 976,507 in 2001 and the average value per transaction was 1,237 PLN (Euro 336,9).

3.3.4 The ELIXIR system

3.3.4.1. Types of transactions handled

In the past the ELIXIR, the electronic system, dealt exclusively with credit transfers, but since July 1998 it has handled direct debits, and since January 2001 has also processed cheques from the saving accounts up to the amount 1,000 PLN (Euro 286), which are covered by the special interbank agreement.

3.3.4.2. Transactions processing environment

The exchange of information is made by means of floppy disks, X-25 transmission or X-400 electronic post serviced by the BPT TELBANK SA. Security is guaranteed by virtue of quality software and cryptography equipment using the RSA algorithm for electronic signature. The algorithm uses asymmetric keys. Each participant has a private key to use with the decryption algorithm and a public key to use with the encryption algorithm. The public key of the sending participant is available to anybody wanting to communicate with the former.

3.3.4.3. Settlement procedures

Credit transfers

Payment instructions – in the form of electronic messages transmitted by Telbank network or recorded on magnetic data carriers  (floppy disks, a file for transmission) are subject to clearing in this system. The system operates on a net basis, the net balances being settled at the NBP head office. The unwinding mechanism and the procedure for recalculating claims and liabilities are the same as in the SYBIR.

There are, however, the following differences:

· banks deliver to the ELIXIR individual transactions, not packages as in the SYBIR;

· due to the electronic data transmission, time-consuming transportation of documents is avoided, which speeds up the settlement cycle;

· there are three clearing cycles in the ELIXIR, and only one in the SYBIR;

· final settlement is provided in three settlement sessions (10.30 a.m., 2.30 p.m., 5 p.m.), two for SYBIR (one for credit transfers, second for debit documents);

· banks have online access to their position in the system, which reduces the risk of uncovered positions at the moment of interbank settlement.

Debit transfers

Debit transfers, settled by ELIXIR, are direct debits and cheques from the saving accounts up to the amount 1,000 PLN (Euro 286). They are processed according to the schedule agreed in advance by banks in the interbank agreement. 

Direct debits are delivered by the beneficiary’s bank to the KIR via a special message to the first daily session. The instruction is sent by the KIR to the debtor’s branch, which until 4 p.m. can refuse to pay for reasons specified in the agreement. Where no notification is given of a refusal to pay, the transaction is settled on a net basis during the evening settlement session at the NBP.

Cheques from saving accounts are truncated in the branch of the bank, in which they are presented. On the basis of the special interbank agreement, the issuing bank receives the electronic message in the ELIXIR system.

3.3.4.4. Pricing

Banks are charged according to the tariffs determined by the KIR. In the ELIXIR the message is the basis for charging any fee. However, the amount of the fee depends on the message type, transmission media and the time of the delivery of files to the KIR. The KIR gives preference to electronic and early transmission by charging lower fees.  

As with the SYBIR, the fee is charged only to the sending bank.

3.3.4.5. Statistical data

In 2000, the ELIXIR has processed 189,37 mln transactions and 271,29 mln in 2001. These represented a value of 3,359,32 bln PLN (838,12 bln Euro) in 2000 and 4,256,45 bln PLN (1159,12 bln Euro) in 2001.

In 2001 the average daily volume was 1,076,547 transactions and the average value per transaction was 15,690 PLN (4272,7 Euro).

In 2001 the share of the ELIXIR system in the total turnover of KIR was 52,5% in terms of volume and 93% in terms of value. 

3.4. Future developments

At present the most important and ambitious plan is to abolish the paper-based SYBIR system until 2004. There are many independent and difficult preconditions to obtain this goal (i.e. standardisation of banking documents, substantial development of direct debit, legal aspects of cheque truncation).

Project, which is going to support the main goal, is called IMBIR and means “system of scanning of paper documents”. The process lines are currently installed in all 17 BRIRs. Implementation of the project supports banks in terms of automatic processing of paper documents, which will significantly reduce the workload and costs of operation for banks. 

4. SECURITIES SETTLEMENT SYSTEMS

In Poland there are three different systems for the settlement of transactions and the safekeeping of securities. The first system is designated for securities quoted on the Warsaw Stock Exchange (GPW) and on the Central Quotation Table (CeTO) – the company that organises the over-the-counter (OTC) market. For both markets - the National Depository for Securities (KDPW) acts as a clearing house and depository. The second system is related to Treasury bills issued by the Minister of Finance, where the NBP acts as an issuing, depository and settlement agent. The third one relates to bills issued by the NBP, for which the NBP performs depository and settlement function. All types of securities are dematerialised.

4.1. Trading

4.1.1.Legal basis

Trade in the majority of securities, except for Treasury bills and NBP bills, takes place on the Warsaw Stock Exchange (GPW). Trade on the over the counter market takes place on the Central Quotation Table (CeTO).

The Law on public trading in securities of 21 August 1997 constitutes the legal basis for the functioning of the major capital market institutions.  Also stock exchange transactions are subject to that Law. Transactions in securities are also subject to the Foreign Exchange Law of 18 December 1998 for funds transfers from and to Poland relating to the acquisition or sale of securities while the Law on Commodity Exchanges Act of 26 October 2000 applies to transactions conducted on the commodity exchanges. Additionally, the regulatory framework also includes the Act on Investment Funds of 31 December 1999, amendments to the Act on Investment Funds of 16 November 2000, the implementing Decrees and the Act on Bonds dated 29 June 1995.

 4.1.2. Institutional framework 

The Law on public trading in securities assigns the overall supervision of the GPW, the CeTO and the KDPW to the Securities and Exchange Commission (KPWiG). The interbank market for trading the Treasury Bills is supervised by the National Bank of Poland.

a) The Securities and Exchange Commission (KPWiG)

The KPWiG exercises supervision and control over the securities market. It also prepares drafting acts concerning the securities markets for legislative approval. The KPWiG is provided with clear powers as a central government administrative body to license securities admitted to public trading, brokers, investment advisors, OTC markets, mutual funds, commodity exchanges, exchange clearing houses, commodity brokers, and brokerage houses in commodities markets. The Minister of Finance oversees the activities of the KPWiG. The KPWiG is responsible, in particular, for ensuring compliance with rules of fair-trading and competition ensuring the smooth functioning of the securities market.

b) The Warsaw Stock Exchange (GPW)

The Warsaw Stock Exchange was founded by a Government Decree and started its operation in April 1991 as a joint-stock company with the State Treasury as a major shareholder. The other GPW shareholders are banks and brokerage houses. It is a self-regulatory organisation, under the supervision of the KPWiG.

The GPW organises primary and secondary trade in securities in the exchange market. The GPW organises trading for securities and futures.  Statute of the GPW, Rules of the GPW and Detailed Rules related to the trading exchange are the basic legal acts regulated the exchange activity of the GPW.

The Exchange Supervisory Board grants the GPW membership. 

c) The Central Quotation Table (CeTO)

The CeTO organises primary and secondary trading in securities in the over the counter (OTC) market. In 1996, 48 banks and brokerage houses established the CeTO as a joint stock company. In 2000, the GPW became the majority owner of CeTO (53, 28 %). The CeTO organises trade in bonds, other debt securities, equities of small and medium corporations, which do not participate in trading on the GPW, and futures.

The CeTO acts under The Law on public trading in securities of 21 August 1997. The CeTO adopts rules and regulations with regard to its activities and supervises the operations conducted by its members.

Statute of the CeTO, Resolution No 29/01 of Supervisory Board of the CeTO of 30 October 2001 on trading rules, Detailed Rules related to the trading and other regulations and procedures by the Supervisory Board are the basic legal acts regulated the activity at the OTC market.

Introducing securities to the over the counter trading shall require the CeTO Supervisory Board’s consent. The KPWiG shall be informed about it.

d) The National Depository for Securities (KDPW)

The KDPW acts as a clearing house and depository for securities quoted on the GPW and CeTO. The KDPW controls cash settlements, which take place through bank accounts held with the NBP. The KDPW is owned equally by the GPW, the State Treasury, and the NBP. Its main activity consists of: safekeeping, registration of publicly and non-publicly traded securities, performing theirs clearing and settlement, managing of funds related to safety settlement, supervision of the compliance of the volume of issues registered by the KDPW with the number of securities in circulation and providing services to issuers. 

e) The National Bank of Poland (NBP)

The NBP acts as a cash settlement agent for transactions settled via KDPW and as an issuing agent for Treasury bills and the issuer of NBP bills, and a depository and settlement institution for these securities. Transactions in Treasury bills, in both the primary and secondary markets, are registered at the Central Depository for Treasury Securities (CRBS) operated by the NBP. The NBP also keeps the Register of NBP Bills (RBP). Moreover, the NBP organises auctions for Treasury bonds. 

The legal framework governing the issuance of Treasury securities is laid down in the Budget Law, the Act on the Minister of Finance’s office, tax offices and chambers, the annual budget laws, and the Resolution of the Minister of Finance on the issuance of Treasury bills of 26 August 1999, as well as appropriate resolutions of the Minister of Finance on the issuance of Treasury bonds.

f) The Minister of Finance (MF)

 The MF is the issuer of Treasury securities.

g) Other institutions

The Law on public trading in securities regulates the functioning of companies dealing in stock exchange, and companies and banks dealing in brokerage (entities acting as intermediaries in the primary and secondary markets) and public companies participating in issuing securities.

The Law on commodity exchanges regulates commodity exchanges.

4.1.3. Operational aspects

4.1.3.1.  GPW 

The Warsaw Stock Exchange is a fully order-driven electronic market. Transactions conducted on the GPW are performed through the WARSET system. 

WARSET is a new fully electronic trading system. It was launched in November 2000, to provide for opening and closing fixed price auctions with continuous trading in between. The WARSET system is compatible with systems used by other foreign stock exchanges, i.e. Paris, Brussels, Lisbon, etc. It enables and ensures the on-line disclosure of prices and quantities of market transactions.

Securities on the GPW are quoted in the continuous trading system for equities traded in the main market and for derivatives,  or in the single price auction system with two auctions, for average liquid equities, or in the single price auction system with one auction.

Large blocks of securities may be traded off-session at a price different from official quotation.

Customers’ instructions are filed with a broker who then transmits them to the GPW. Information passed on between brokers and the GPW is transmitted directly via a telecommunications network into the WARSET system. The GPW prepares and sends to its members the agreements on the transactions executed. The broker sends transaction confirmations to the customer. System WARSET distributes information in real time.

 All transactions concluded on the GPW are transferred in electronic form to the KDPW. 

4.1.3.2.  CeTO Electronic trading system  

The CeTO market is an Over the Counter and price-driven market and, subsequently, most transaction are made in a bilateral way. Anyway, there is an obligation of disclosing information concerning prices and quantities. The CeTO uses an electronic trading system called ExTra. The ExTra system acts in  real time. Participants have direct access to that system. Information passed on between the CeTO and participants is transmitted directly via a telecommunications network.  

4.1.4.Future developments 

The disproportion in the volume of trading between the GPW and CeTO may call a need to find a new formula for over the counter market. In particular, in order to improve the settlement and trading system on the secondary market of Treasury bonds the CeTO signed an agreement of co-operation with the Polish Financial Exchange (PGF), who was a company acting under commercial law, not supervised directly by KPWiG and offering treasury bills, Treasury bonds and NBP trades on secondary interbank market. This was the first step to merge functions of both companies. In January 2002 the CeTO took-over the PGF. Next activities related to full integration of the CeTO and PGF are being conducted.

There is also a planned implementation of the so-called primary dealers system for the trading of Treasury securities. The electronic trading system, so called Automated Trading System, which is currently used by the PGF, will be applied to service primary dealers system. While the WARSET system will be used to service trading transactions in non-Treasury securities. The clearing and settlement arising from transactions conducted on the OTC market in securities except for Treasury bills will be performed through the KDPW system (see Section 4.3.2.1). Transactions in Treasury bills will settle through the SKARBNET system (see Section 4.3.2.2).

4.2. Clearing

Currently, there is no separate entity acting as a clearing house. Clearing services are performed in securities settlement systems described in Sections 4.3.2.1, 4.3.2.2 and 4.3.2.3 respectively.

4.3. Settlement

4.3.1. Legal basis
The Law on public trading in securities of 21 August 1997, the Law on Commodity Exchanges Act of 26 October 2000, the Act on the NBP of 29 August 1997 regulate, in general, securities clearing and settlement.

4.3.2. Providers of securities settlement services

4.3.2.1. KDPW

The KDPW handles all clearing and settlement for transactions executed on the GPW, CeTO and interbank market except for Treasury bills and NBP bills. For derivatives market transactions within the KDPW an entity named the Clearing House for Derivatives has been established.

The main legal regulations governing clearing and settlement in the KDPW are: Statute of the KDPW, Rules and Detailed Rules of the KDPW, procedures for registration and Rules of the guarantee funds including derivatives market and of investor compensation funds.

Regulations mentioned above specify, in particular, the rights and obligations of the KDPW participants, the functioning of the settlement system, the system for supporting liquidity for settlement purposes.
The following types of entities may be participants of the KDPW: issuers of securities and financial institutions, including brokerage companies, banks, the central bank, and other financial institutions whose scope of activities comprises, pursuant to relevant regulations, the maintenance of deposit accounts or securities accounts (e.g. trust funds).

With the consent of and on terms specified by the KPWiG, non-resident entities acting as central securities depositories or settlement agents for transactions in securities may also be participants (currently there are no such participants).

Description of the KDPW system is presented in Section 4.3.2.1.

4.3.2.2. NBP

In the phase of the settlement the NBP plays a role of cash settlement agent for transactions related to securities registered in the KDPW (see Section 4.3.2.1). Thus, the settlement is effected in central bank money.

The NBP acts as an issuing agent for Treasury bills and the issuer of NBP bills, and a depository and settlement institution for these securities, which are handled respectively in CRBS and RBP.

1) CRBS - SKARBNET

The CRBS provides for procedures related to the maintenance of accounts and depository accounts of Treasury bills by the National Bank of Poland and acting as the Central Depository for Treasury Bills.

Depository accounts with CRBS can be held by the NBP, auction participants, i.e. entities that meet the requirements specified in the Resolution of the MF of 26 August 1999 on the issuance of Treasury bills, domestic banks, branches of foreign banks operating in Poland and the KDPW.

Apart from depository accounts, the CRBS maintains issue accounts for the Treasury bills issuer, the accounts reflect the actual stock of Treasury bills issued.
CRBS is serviced by the SKARBNET system (see Section 4.3.2.2), owned by the NBP.

2) RBP - SEBOP

The RBP provides for the issuance and settlement of the National Bank of Poland bills.

The following entities can have accounts with the RBP:

· domestic banks and branches of foreign banks operating in Poland which have current accounts with the NBP – separate sub-accounts should be held for banks’ own portfolios and the portfolios of customers;

· the Banking Guarantee Fund (BFG).

Transactions in NBP bills are performed through the SEBOP system (see Section 4.3.4.3) owned by the NBP.

4.3.3. Oversight

In virtue of the Law on public trading in securities the KPWiG exercises supervision and control over the securities market and, in particularly, oversees functioning of the KDPW system. The NBP, acting as an owner of the SKARBNET and SEBOP systems, oversees their functioning.

According to the Act of 24 August 2001 on settlement finality in payment and securities settlement systems and on the rules of oversight on these systems, KPWiG shall oversee functioning of securities settlement systems other than above mentioned. 

4.3.4. Operational aspects

4.3.4.1. KDPW system

Types of transactions handled

The KDPW registers different types of operations divided into two major groups:

operations resulting in a payment (e.g. stock exchange transactions made in the regulated market; transactions made outside the regulated market; OTC transactions; public trade in new shares; movements of securities owing to the settlement of Treasury debt instruments auctions);

operations other than the above, e.g. transfers of customers’ portfolios; conversion of registered shares into bearer shares; and operations related to the realisation of issuers’ liabilities towards shareholders.

The KDPW also settles transactions made in derivatives market.

Transaction processing environment

Information passed on between the GPW and the KDPW is transmitted directly via a telecommunications network. For communication with the KDPW, the participants can use the electronic system for the distribution of information (ESDI) based on the X-400 electronic post system. Messages transmitted through the ESDI are coded and an electronic signature is applied.

Settlement procedures

The GPW and the CeTO service trading and concluding transactions, respectively, on the stock exchange and over the counter markets (see Section 4.1.3.2.).

The settlement cycle for transactions made on the GPW and the OTC market is three days for stocks. For transactions in bonds and CeTO “package” transactions (transactions with a strictly defined volume of securities) the cycle is two days. For “package” transactions at the GPW, primary market transactions, the interbank bond market and transactions in the regulated market, the settlement date is agreed between the parties for each transaction.

Each counterparty that intends to deal in the capital market must hold a settlement account and securities account with a brokerage firm or a bank. Each GPW or CeTO participant dealing in a given market must have a deposit account with the KDPW and a bank account with the NBP or with its settlement bank which, in turn, must have a bank account with the NBP. The KDPW, acting as a clearing house, holds a technical account with the NBP.

The settlement of payments arising from transactions and operations handled by the KDPW is effected through the SORBNET system in compliance with DVP model 2 (net settlement in the cash leg and gross settlement in the securities leg) except for settlement of purchasing Treasury bonds in the primary market, where this settlement is effected in compliance with DVP model 1 (gross settlement in the cash leg and gross settlement in the securities leg).

Following confirmation of the possibility of settlement, funds on the accounts in the NBP and securities in the accounts of its participants are moved in parallel by the KDPW.

On the basis of the agreements between the KDPW, the NBP and banks, the KDPW has the right to transfer payment orders on behalf of banks related to transactions in securities to the SORBNET system via special application, so called “KDPW module”. 

As soon as payment orders have been settled in the SORBNET system, securities are transferred/registered in the accounts of the KDPW participants.

Since December 2001, the settlement in SORBNET system takes place five times a day. This extends the possibilities for same day settlement, in particular for transactions related to Treasury bonds. The KDPW system has additional three settlement sessions related to securities settlement on Free of Payment basis. 

Interbank market operations on Treasury bonds are not settled on a DVP basis, and the lack of a real-time system for the recording of securities is considered to be the main weakness of the current infrastructure.

The Clearing House for Derivatives was established by the KDPW to settle forward transactions. Its main function is to calculate what is required to cover the open positions of investors, as well as to settle forward contracts based on individual accounts maintained by the Clearing House for Derivatives where the investors’ positions are registered and settlements in cash and derivatives are effected. The KDPW is the counterparty for each forward transaction. The other counterparty is a participant that settles transactions made in its own name or on behalf of a customer.

Risk management

In order to protect the settlement of transactions made between participants in both the GPW and the CeTO, special funds have been created to guarantee settlement of transactions in these markets. 

In the event that funds are insufficient to cover the participants’ liabilities, the participants are obliged to pay-in additional contributions.

In derivatives markets the settlement guarantee system comprises the following protection measures: an initial settlement deposit, a guaranteed deposit for the protection of daily settlements, a settlement fund calculated as a ratio of the value of transactions settled, and own capital of the KDPW.

The KDPW is responsible for the management of the investor's compensation fund. According to EU regulations the last reviewed version of the Law on public trading in securities on 8 December 2000 contains implementation of this function. The KDPW has established a mandatory investor compensation scheme, which will reach the level of compensation envisaged in the European Directive 97/9/EC on investor compensation by the year 2008. This ensures that in case of the bankruptcy of the brokerage house theirs clients have the right to receive compensation for the assets collected on their accounts held with the brokerage house.

Pricing policy

Pursuant to its Regulation, the KDPW charges fees and commissions for activities performed on behalf of the participants.

The amounts of charges are specified in the tariffs, which are set out in an appendix to the KDPW Regulations.

Future developments

The main project for the KDPW is the establishment of an RTGS system for securities recording, and the linking of this system with the central bank’s RTGS system, which will be consistent with the principle of DVP model 1. The new KDPW system is planned to be introduced in the beginning of 2003.

Currently, the works focus on reorganising the settlement procedures in order to ensure the possibility to implement intraday credit for banks, where Treasury bonds would be used as collateral. Intraday credit should be accessible automatically at the start of the processing day and reimbursed at the end of the day automatically. 

Moreover, the KDPW considers establishing links with other central depositories for securities, in particular those of EU Member States.

4.3.4.2. SKARBNET

Types of transactions handled

The system provides for services related to Treasury bills: primary market, secondary market and open market operations.

Transaction processing environment

Information is exchanged between CRBS participants and the NBP on paper, and delivered either personally or transmitted by fax. Information from instructions is entered in and automatically processed by SKARBNET. SKARBNET generates payment instructions for electronic transmission to SORBNET. The processing of transactions in Treasury bills in SKARBNET and the settlement of funds in SORBNET are carried out automatically via servers operating under UNIX and local networks. 

Settlement procedures

The solutions adopted in SKARBNET used by the CRBS, and those in SORBNET used by banks, provide for consistency with model 1 DVP (the securities leg and the cash leg are settled on a gross basis). Treasury bills can be registered at the CRBS once payment has been made. Once the payment orders in SORBNET have been effected the Treasury bills are finally registered in SKARBNET. After each operating day resulting in changes in a participant’s balance on the CRBS account, the participant receives a paper statement.

Primary market – auction service

An auction participant, purchasing Treasury bills in the primary market, places its offer within official deadlines and presents it to the NBP accompanied by an authorisation to debit its settlement account with the purchase amount, both on its own behalf and where necessary on behalf of its customer. If the participant has no account with the NBP, the account of the designated bank is debited. 

If the offer has been accepted, on the payment day for a given auction a payment instruction is automatically generated and electronically transmitted to SORBNET. As soon as payment has been settled according to the payment instruction, Treasury bills purchased are registered in the account of the CRBS participant.

Secondary market

For purchase/sale transactions, CRBS participants holding settlement accounts with the NBP authorise the NBP to debit their settlement accounts and submit instructions to register the transactions. 

If the information included in both instructions is consistent, and it has been checked that the selling party actually has Treasury bills and can dispose them, bills are blocked on the transaction day in the selling party’s account and a payment instructions are automatically generated and electronically transmitted to SORBNET. Following the settlement of the payment the securities are automatically registered in the CRBS.

For transactions between entities of which at least one does not have an account with the NBP, both parties file consistent instructions to register the purchase/sale transaction in Treasury bills not accompanied by any payment instruction. This means that NBP is not responsible for the performance and correctness of settlement, which is performed outside the NBP via the KIR.

In addition, for transactions within the account of one participant, the movement of securities between its own portfolio and the portfolio of its customer is based exclusively on the instruction to register the purchase/sale of bills without the settlement executed by the NBP. 

Intraday credit

Since December 2001 the NBP grants intraday credit against collateral. Currently only Treasury bills registered in SKARBNET may be used as eligible collateral (see Section 3.2.7. and 4.4.). 

Risk management

SKARBNET settles transactions on a gross basis in real time. Therefore, there is no special fund to guarantee settlement of transactions.

Pricing policy

The NBP is an issuing agent for Treasury bills. Under the agreement made on 30 September 1999 between the NBP and the Ministry of Finance, activities associated with the service of subsequent issues are free of charge. Each participant is charged a fee for the transmission of statements of depository accounts by fax.

Future developments

The scope of the system will be enhanced with the provision of interbank loans collateralised by Treasury securities and open market operations between the NBP and commercial banks based on Treasury securities.

Solutions allowing for the exchange of data in electronic form will also be adopted.

4.3.4.3. SEBOP

Types of transactions handled

The system is used for purchases of NBP bills in the primary market, purchases/sales in the secondary market and the redemption of bills by issuers.

Transaction processing environment

The exchange of information between RBP participants and the NBP is made via electronic post and, in case of any system disruptions, on paper (including via fax). The processing of transactions in NBP bills and the settlement of related funds take place automatically via servers operating in UNIX and local area networks.

RBP participants transfer their instructions related to transactions in NBP bills via the electronic post using TELBANK’s network. This solution has replaced the previous one, in which data from the paper documents were manually entered into the SEBOP system. 

Settlement procedures 

Solutions adopted in SEBOP, servicing the RBP, and in SORBNET, servicing banks’ accounts, ensure consistency with DVP model 1 (both the cash and the securities leg settled on a gross basis).

NBP bill transactions can be registered at the RBP provided that prior payment has been made. The NBP receives by electronic means payment instructions to debit the settlement account of the bank concerned; once the instruction has been effected, the final registration of bills is carried out in SEBOP. 

Primary market – auction

An auction participant, acquiring NBP bills in the primary market, places its offer and gives authorisation to debit its settlement account with the relevant amount. Payment is effected on the day made known in the NBP announcement about given auction.

If the offer is accepted, a payment instruction is issued and submitted to SORBNET. When the payment is made according to the instructions, purchased NBP bills are registered in the RBP deposit account of the participant.
Secondary market

In the case of transactions between RBP participants, parties send the NBP instructions to register the transaction at the RBP. The instructions should be submitted on the transaction day. 

If the information included in both instructions is consistent, and a check has been made to ensure that the seller is in possession of and can dispose the bills, on the transaction date the bills are blocked in the seller’s account and payment instructions are sent to SORBNET. Following receipt of payment, the transaction is registered at the RBP. 

Free of Payment deliveries are also possible.

Risk management

Similarly to the CRBS, the DVP model 1 approach adopted at the RBP ensures a maximum reduction of credit risk.

Pricing policy

The NBP charges a flat rate for opening a deposit account for NBP bills and a quarterly fixed charge for its maintenance. Moreover, a fee is charged for every fax transmission of the statement of account.

4.4. Use of the securities infrastructure by NBP

Collateral management

To ensure the functioning of the financial system and to conduct the monetary policy, the NBP provides intraday liquidity and open market operations. Those needs can be covered through the issuance of NBP bills, the use of reserve requirements, and/or the extension of credits.

Lombard credit

Banks may draw Lombard credit collateralised by Treasury debt instruments (Treasury bills and Treasury bonds). These assets are recorded and settled in two separate depositories: Treasury bills at the NBP and Treasury bonds at the KDPW. SKARBNET, which services the CRBS, is a real-time gross securities settlement system, and, since it facilitates the immediate provision of collateral for central bank credit, it is used for that purpose to a much greater extent than the KDPW system.

Intraday credit

Since December 2001, the NBP grants credit intraday against collateral. Banks have to conclude intraday credit agreements in advance. Currently only Treasury bills may be used as eligible collateral.  Each bank may obtain intraday credit if it transfers the Treasury bills from its account in CRBS to NBP’s Treasury bills account (i.e. intraday repo). This function is realised in the SKARBNET system. Banks can transmit their instructions related to intraday credit in the way applied for others transactions. These instructions can be transmitted during the transaction day. 80 percent of value of Treasury bills transferred by a bank into NBP’s securities account is granted to that bank as intraday credit. Each bank has to reimburse intraday credit before the end of the operational day in the SORBNET system (between 5:30 and 6 p.m.). If it reimburses, then bank’s collateral is returned. In case of default of the bank, then collateral becomes the NBP’s property (see Section 3.2.7.).
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