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POLAND

COMPLIANCE RATINGS

Fiscal transparency 2006 2005 2004 2003
Clarity of roles coee e coee -
Availability of information ceee eooe eoee -
Budget preparation ceee coee coee -
Accountability coee coee coee -
Score 4.00 4.00 4.00 --

OUTLOOK & COMMENTARY

Significant improvements in Polish fiscal transparency have characterised the last few years,
although further progress may be compromised by difficulties in reconciling a generally
populist policy stance with fiscal prudence. Current government policies seem to be in line
with fiscal responsibility principles: its deficit targets are met, and there are no significant
attempts to disguise the true position of the public finances.

The fiscal reform programme being carried out by the Finance Minister, Zyta Gilowska,
includes measures that are expected to result in enhanced fiscal transparency. Consolidation
of EU funding into the budget has already been achieved, and the Ministry of Finance is
currently working on incorporating extra-budgetary funds into the state budget. This process
is expected to be complete by the end of 2007, after which the government will start
preparations for introducing performance-based budgeting.

Work to reduce discrepancies between national and ESA95-compliant accounting
methodologies is ongoing. A committee composed of representatives of the Ministry of
Finance, the National Bank of Poland and the Central Statistical Office is making efforts to
ensure that national accounts are compiled in compliance with ESA95 standards.
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EXECUTIVE SUMMARY

4.00 Compliance in progress

Continuing its progress towards the highest statwaf fiscal transparency, Poland is characteriged relatively

clear budget preparation process. The currentrgovent is making efforts to further enhance ita$garency and
improve the accuracy and timeliness of informationbudget execution, despite coalition politics steaints. The

Law and Justice (PiS) party has been in officeafgear, but its government has been unstable,lerd have been
frequent changes of finance minister.

The current incumbent, Zyta Gilowska, is committeda fiscal reform plan whose main elements areeetgul to
improve fiscal transparency. The first stage, cidating EU funding into the budget, has just beempleted and
will enable full state control over spending rethte EU programmes. The second stage will focusrorging extra-
budgetary funds within the state budget by the @n2007, while the third stage -- to begin in 200vill aim at

introducing performance-based budgeting. Howeves, amendments to th&ct on Public Financegproposed in
October 2006 have already introduced an obligationthe budget act to include a complete list ofectives,

performance criteria and expected costs of planasds.

Figures for medium-term forecasts -- incorporatedhe budget documents -- are only informative aad be
changed without any consequence for the fiscalipasias only the annual budget is legally bindiBmce 2006, a
rolling three-year debt management strategy must la¢ appended to the budget, and the first sjratgmprt for the
period 2007-09, completed by the government in &aper 2006, is available in English on the websit¢he
Ministry of Finance.

The government is making efforts to reduce disanejgs between the national cash-based accountidgtten
ESA95-compliant accrual accounting methodologiesirréhtly, the Central Statistical Office convertset
government data into an ESA95-compliant format tt@isiders general government, including both e¢rand
local government accounts, when it reports to BatosRevenues and expenditures included in ndtiac@ounts,
however, are reported on a cash basis, and onlgethizal government is covered on a monthly basisommittee
composed of officials from the Ministry of Financsational Bank of Poland and Central Statisticafidef is
therefore working to ensure that financial and fioancial national accounts are compiled in comul& with
ESA95 standards. The government has also comntittedclassifying private pension funds outside dgeaeral
government sector starting in March 2007, whicH le#d to an increased debt-to-GDP ratio.

Poland’s overall score remains unchanged fromyleat.
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1. CLARITY OF ROLES, RESPONSIBILITIES, AND OBJECTIVES

g Compliance in progress

The government sector should be distinguished from the rest of the public sector and from
the rest of the economy, and policy and management roles within the public sector should
be clear and publicly disclosed.

Structur e, functions, and responsibilities of gover nment

The 1997 Constitution of the Republic of Poland ®98Act on Public Financeas amended in 2005 (in force
since 1 January 2006), and several other legalments define the responsibilities of the governnard set it
apart from the private sector. The government istsisof the central government in Warsaw, 16 regfion
voivodships Wwojew6dztw} 308 countiesgowiaty), and some 2,425 municipal administratiogsiny).> Although
the Act on Public Financegrovides a formal delineation of the public sective practical significance of its
provision has tended to be compromised by the tiper@f a number of agencies and funds engagedsaalf
activities outside if.

The central government is fairly fragmented in agcmas nine social security funds, seven extra-gtadg funds,
and a number of other off-budget entities operafmmately from the central budget and typicallytoe basis of
their own founding legislation and rules. Therec@snparable fragmentation at the sub-national levighe state
budget in 2003 accounted for only 47% of the cadatdd public sector revenues and 52% of the cafeted
spending (according to Polish methodology).

Most fiscal activities are undertaken by the cdrgomvernment and municipalities. Indeed, therelteen a general
tendency to shift responsibilities towards the mipdlities, which receive more than a third of th&al income tax
receipts. The voivodships are relatively unimpairten fiscal terms, where their main responsibilitgrtains to
regional development contracts. The countiesrarelved in education and public safety (fire), adlvas the health
sector, where they tend to remain the notional osvioé hospitals. It is widely felt that the courstyucture is too
fragmented and the responsibilities pwiats diluted, especially in health care. Municipaktiare responsible,
among other things, for education, local infrasnte, and some social assistance. Equalisaticssfare transferred
between municipalities and counties.

Coordination and management of budgetary activities

The coordination of budgetary activities has baadffrom the ability of the government to revetse proliferation

of independent public sector agencies since thedbithe decade. A number of administrative ofieed agencies
have been closed down and integrated with linestries. This process is set to continue undectieent finance

minister’s fiscal reform plan. However, a 2004 ach@ent to theAct on Public Highwaysntroduced a fuel
surcharge, which was earmarked for the NationaldRéiend Krajowy Fundusz Drogowythat finances the public
highway programme. The government can also trarfisfels from its equity holdings in listed companie such

infrastructure projects.A National Health Fund, whose revenues mostly vdefrom contributions to health
insurance, is also off-budget.

The Finance Minister, Zyta Gilowska, plans to brigra-budgetary funds within the state budgethim $econd
stage of her fiscal reform plan by the end of 200% first stage, consolidating EU funding into thedget, has just
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been completed and will enable full state contre¢érospending related to EU programmes. The thiagjest to
introduce performance-based budgeting, will com2df9, although the amendments to Awé on Public Finances
proposed in October 2006 have already introducedkdigation to enclose in the budget act a complisteof
objectives, performance criteria and expected axfgtéanned task.

The division of labour between the national and-sational governments has been changed in recans ylerough
de-centralisation. A range of specific state alibsito local governments has been replaced byadifg them a

greater share of the income tax receipts.

Relations between gover nment and public sector agencies

The National Bank of Poland (NBP) is a constitusitynindependent entity. The government is unablmfluence
the policies of the NBP and is constitutionally bieato incur any fiscal liabilities with the ceritizank! Relations
between the NBP and the Ministry of Finance (Mo&Yyéhimproved significantly in recent years. Thare regular
monthly meetings of the Public Debt Management Catam which includes representatives from botlhitunsons.
However, the Inter-Departmental Working Group ofaRd’s Integration with the EMU, that was set u2002 to
discuss the general macroeconomic situation ansppats for euro adoption, is no longer meeting, thedcurrent
government has no target date for euro ehtry.

The NBP produces an opinion on the government'gjeudhich is available on its webstte.

The government’s stakes in companies are directipaged by the Ministry of the Treasury (MoT), rathean
through an independent agency. All state-ownee@rprises are managed independently. The governhesnt
tended to use state shares in listed companiesctpitalise state-owned enterprises outside obtidget. Starting
with the 2004 budget, gross privatisation recegptd their use outside of the state budget are piexén the state
budget financing tabl¥.

Government involvement in the private sector

The government still holds equity stakes in a numbie companies and, indeed, the overall share dflipu
ownership in the economy -- about 25% of GDP higher than in most other countries in the regi&tate-owned
enterprises (SOEs) account for some 20% of totgl@yment in the country. Their number is fallingwly -- to
943 on 30 September 2006, compared with 1,084 mepeher™

The government headed by Marek Belka in 2004-0Symd an ambitious privatisation plan with a viewdducing
state ownership in the economy to 5-15%. Privatieaprocedures were initiated in a total of 354testowned
enterprises between 2001 and 26D5. The Law and Justice (PiS) government has adapteore cautious stance
on privatisation than its predecessor. Many of rgm@aining SOEs are in sensitive sectors such ak energy,
transportation and defence. The current coalitielieves an element of state ownership is in tH#ipinterest, and
it treats some SOEs as strategic.

The earmarking of income from privatisation hagéased in recent years and now accounts for rougidyquarter
of the total. Some 15% of the revenues are tramsfeto special funds, such as the Fund for Entspr
Restructuring, to reorganise SOEs. The Ministrihef Treasury (MoT) retains some 2% of the recdiptover the
costs of the privatisation process. The MoT alperates a separate Restitution Fund to secure slagsociated
with the process of restitution of nationalised gmdy; 5% of the shares in 715 Treasury-owned caoregahave
been transferred to the fuhtiHowever, income from privatisation has slowed sitiee PiS took office.

The 1999 reform of the Polish pension system preduwo forms of retirement savings. The first, raped by the
Social Insurance Institution (ZUS), consists ofedired contribution pay-as-you-go scheme coverhmasé born
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before 1948. The second divides into two typesdividual accounts, based either on quasi-goverhiends, or
on instruments traded in financial markets. Priyaasion funds are operated by 16 fund manageroempanies:
The transition to a funded pension system has lweemplicated by extensive arrears, caused by IT lpnod
between the State Pension Fund and the privatalppen pension funds. The government has tackkegroblem
by issuing euro-bonds.

Communications with the private sector are of caitimportance for allowing the government to nmieborrowing
requirements through issues of Treasury debt didige. The MoF now publishes a debt issuanceegtyaand plan.
A system of licensed primary dealers was estalilishe003, alongside efforts to move a growing sfafrtrading
from the interbank OTC market to the more trangpiaEdectronic Platform in Government SecuritiehheT™oF has
monthly meetings with primary dealers and activetgks feedback. The government is currently ogenpmthe
primary dealer system to foreign market participant

The central government still regulates some priees., electricity, heating and gas), as do looalegnments (e.g.,
local transport). The share of regulated pricesbisut one-quarter of the CPI basKet.

In general, government regulation of the privatet@ebroadly conforms to EU standards. The Office the
Protection of Competition and Consumetizgd Ochrony Konkurencji i Konsumentpplays a key role in the
process.

A new Act on Public-Private Partnerships (PPP<)¢hane into force in June 2006 provides the necgssgulatory

framework for increased cooperation between thdipahd private sectors. However, the investmeatedures set
out in the legislation can complicate rather thampéify the implementation of certain projects. Bef giving their

approval for a project, public bodies must now prepdetailed multi-optional assessments of theipatied benefits
and risks of the project.

Thereshould be a clear legal and administrative framework for fiscal management

L egal framework for budgetary activities

The main legal document governing budgetary adaviis theAct on Public Finances It regulates the basic
parameters of fiscal activity across the publict@edncluding sub-national governments. It esthigds a well-
defined budgetary process, delineates the pubtimsesets the standards for borrowing, and prevginctions for
non-compliance. Originally passed in 1998, it wagised in June 2005. While commentators have lgptéd the
importance of further amendments to #het on Public Finance order to enhance transparency, concerns have
also been expressed regarding the possibility tetgovernment might use the legal amendments peapn
October 2006 as a substitute for meaningful fisefdrm°

Even though thé\ct on Public Financesegulates all revenues and expenditure streamsedeés public, extra-
budgetary funds and state agencies in many calespgtrate under their own founding legislatiorattsets out

different standards for budgetary activitfés.

L egal framework for taxation

Taxes and duties are levied in accordance withdbtegal provisions. The tax legislation remainsplex, marked
by a variety of exemptions and preferences, degpitenpts to simplify the system. The tax systemains one of
the reasons for a fairly sizeable grey economyreséd at some 13% of GBP.The rights and duties of taxpayers
are laid out in th@ax Ordinance Act The 2004Customs Lawwhich complies with EU standards, is the mairaleg

Oxford Analytica Ltd. 5 Alfred Street, Oxford, OX1 4EH, UK 407
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Fiscal Transparency November 2006
Poland

document regulating customs duties and procedaiBise Act on Public Finances quite detailed about the revenue
sources available to local governments, which wectked percentages of specific taxes.

The quality of tax administration is widely seen e fairly low, although reform has brought abooms
improvements, including service centres at mostaffices and a streamlining of administrative pawes. The
MoF has further established a central databasexofaws, along with their interpretation and guide$ for tax
administrator$®  January 2004 also saw the establishment of dpeffiaes for large taxpayeré. The Polish
Customs AdministrationShzba Celnd operates under the auspices of the NfoR.is unclear whether recent
revenue increases are due to better fiscal admadtisst or economic growth and reduced incentives téx
avoidance?

Ethical standardsfor public servants

The rights and duties of public servants are sfetih the 1998Act on Civil Service The Civil Service Office is
responsible for auditing compliance with the legabvisions?” The Act on Restricting the Pursuit of Business
Activities by Persons Performing Public Functitndesigned to eliminate conflicts of interesttted managerial
level. Since 2002, Poland has had a Code of Effoicghe Civil Service that, unusually, is not armative
document. It is made up of five articles and putigto ensure reliability, professionalism, nettyahnd political
impartiality. However, the authorities have indezathat violations of the Code may trigger discipty measures.
There are special codes of ethics for internaltarsiand the Customs Service.

As with many other transition economies of CenEastern Europe, corruption remains an entrencheblgm in

Poland. The 2006 Transparency International CdongPerceptions Index, which ranks the least guroountry

most highly, placed Poland $bf the 163 countries reviewed, with a score of @& of 10* The government
adopted an Anti-Corruption Strategy in 2002. Tirstfreport on the implementation of the programwes

approved by the Council of Ministers in February020 Thereafter, quarterly reports have been predumn

progress made in the anti-corruption effdftShe government has also created a Central Antittion Office

(CBA), although the fact that it is subordinatedthie prime minister has raised doubts in some qusdbout its
effectiveness’
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2. PUBLIC AVAILABILITY OF INFORMATION

g Compliance in progress

The public should be provided with full information on the past, current, and projected
fiscal activity of gover nment.

Central government operations

The annual budget law covers the operations ofcdmdral government budget. The draft budget docisnare
published on the MoF website simultaneously withirtlpresentation to parliament. The activitiestioé extra-
budgetary funds are attached as separate appendiese 2003, the annual financial plans of stafencies have
been included in the budget law. The budget doadsniclude information on the outturns of the jpoes two
fiscal years. Théct on Public Financesandates the publication of information on themf&cal aggregates of
the central government on a biannual b&sis.

Starting in 2003, the MoF has published monthhadat central government accounts in the GFSM 18864t on
its website. In addition, the website includeslyizal studies prepared by MoF staffLocal governments release
information on their budgets quarterly, althougtenfwith a considerable 1&4.

The government deficit is reported on a cash basid,some information is provided on expenditumamitments.
Central government accounts are published eachhmithh a lag of six weeks, and annual reports alarstted to
parliament within five months of the end of thecfibyear® Data on the social security fund, however, aporied
only once a yeat’

The consolidated government statistics includegtioss operations of state agencies, as well dmdfetary entities
with a legal personality, such as the Polish AcadeimSciences, cultural institutions, and healthecproviders

owned by the central governméhiThe budget now shows EU funds under expendituderavenué®

Public sector operations

A 2002 Act on Access to Public Informatidras significantly improved the availability of dabn fiscal activities
across the public sector. In addition, every pulitistitution is now required to publish a bulletiri public

information on its website. Reports on local gowveent operations are published each quarter. Regdiy state
agencies and funds tends to be less freqiient.

The operations of each extra-budgetary fund aremed by separate legislation with slightly differ@ccounting
and reporting standards and practices. The rwdgsrging borrowing vary, with the approval of treevant line
ministry required in some cases. Control overrthetivities remains limited, and there is no syséc auditing of
their operations. Moreover, the consequencesrefusal by a supervising minister to approve a regie typically
minimal *°

The requirement to prepare convergence programnrasadly until euro-zone accession is likely to feattention
on the general government situation. The prograsnaong other things, set out medium-term poliggctives.
However, they are accepted as being for indicatiuposes only and have no connection with the buplgeess’”
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A commitment should be madeto the timely publication of fiscal information.

Debt reporting

The Act on Public Financesow requires the government to develop a rollhmge-year debt management strategy,
which is appended to the budget. In September 20@8yloF published this strategy for the period 200, and the
document is available on the MoF website in EngliSine level and composition of gross governmeit dé issue
value are included in the annual budget and furte@orted on a quarterly basis. Borrowing by sabemal
governments is minimal. Although the state bu@gebunts for only half of general government rewsnits share
of general government debt is 95%.

Since 2002, the government debt statistics incthéeexpenditure arrears of health care facilitiemed by local
governments and the arrears of the state Sociatdnse Fund to the second-pillar open pension féfdslowever,
based on an agreement with Eurostat, private perigials will be classified outside the general gowgent sector
starting in March 2007, thus increasing the deb&RP ratio. As of November 2004, the governmentdpces two
different sets of data on general government dedindl debt, only one of which includes private pem$unds in the
general government.

Advancerelease calendars

Poland subscribes to the IMF Special Data DisseinimaStandard (SDDS) and accordingly publishesasse
calendars for fiscal data. This is the resporigjtilf the Central Statistical OfficE.
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3. OPEN BUDGET PREPARATION, EXECUTION, AND REPORTING

g Compliance in progress

Fiscal policy objectives, macroeconomic framework, and risks

Fiscal policy objectives

The annual budget documents identify the governimewmy fiscal policy priorities. The budget lawsélf is
accompanied by a comprehensive document providiagkdground explanations for the different spending
commitments by agenéy.Poland’s main fiscal problem is insufficient ceitontrol under the finance ministgr.

The available information on the government's medierm policy objectives has tended to be scardée
government now produces a three-year fiscal fotegasording to Polish national and EU methodolagidsis
completed by the end of September and includetdrbudget bill. However, figures for the mediumateare only
meant to be informative, and they can be changéwbwi any consequence for the fiscal position,rdg the annual
budget is legally bindin The requirement to produce annual convergencgranames for the EU is improving
the situation, as these programmes have to incilada for the current year as well as for three syedread’
However, the convergence programme is usually ajgoreome months after the budget, and there isomoal
connection. The 2006 version will be availablehat énd of the year.

The current government prefers not to set an affiarget date for joining the euro-area, andigsal problems will
not help it to meet the Maastricht criteria. Acdagito commentators, 2011-12 is a possible datedioo adoptiof®

M acr oeconomic framewor k

The Department of Financial Policy, Analysis andtiStics of the MoF produces a monthly macroeconauivey,
Przeghd makroekonomicznwhich looks at key developments and variabletheneconomy. The Ministry also
publishes monthly analytical data on the exchaatgsrand the current account. In addition, IMForeppertaining

to Poland are available through the MoF website.edidm-term forecasts are provided in the convergenc
programme, and, among other things, they assesémibact of structural reforms on the fiscal balamdethe
country?® In 2006, the government published its first refortthe macroeconomic situation. This is mainiped

at foreign investors and is available in Englishttom MoF websit&°

Fiscal risks

The budget documents typically offer relatively it@d information on fiscal risks. However, the gavment’s
Strategy for Public Finances and Economic Develagniecludes forecasts over a ten-year horizon, sy
include the entire general government and the kseiurity system:

Increased attention to fiscal risks has begun tpdid in medium-term policy documents. The govezntis debt
management strategy for 2007-2009 includes an steses of fiscal risks.

The 2005 convergence programme contains sensitaniglysis of the economic situation in the courdnd
discusses macroeconomic risks with a potentialgiicant bearing on the fiscal balance, as welltlas fiscal
impact of various structural reforms. In addititine programme analyses longer-term factors sude@m®graphy?
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Fiscal sustainability

The state budget documents contain no formal asesgsof fiscal sustainability’ However, the government is
bound in its actions by fiscal rules designed teuea sustainability. The main problem stems frolnigh proportion
of non-discretionary spending, which the currentegaoment is not minded to reduce. This could leagdroblems if
the current benign economic conditions turned axbzer

First, the budgeted annual nominal deficit of ttegesbudget cannot be exceeded without parliameatgsroval. In
practice, however, this provision has been circumted through spending reserves and accountingstredkhough
substantial progress has been made of late tow#sdsntinuing non-transparent net lending practices

Second, the national debt is constitutionally cap@e60% of GDP? In addition to this, sub-national governments
are legally required to limit their ratio of del#rgicing costs to revenue to below 15%, while thaximum
permissible debt-to-revenue ratio is 60%. Foraigmrency borrowing from international financial ftihgtions
presupposes central government approvBbrrowing by sub-national governments has not eproblem to date,
and the scale of it is controlled by thet on Public FinancesLocal governments lack the capacity for soptégéd
budgeting, and so they tend to spend cautiouslgr-estimating the deficit but running surplusestfa first three
quarters of the year and spending more in thelioés such, outturns are usually on taret.

Basing the deficit rule exclusively on governmeuntipets is somewhat problematic at a time whenripoitance of
the general government fiscal stance has increlgstogne to dominate the policy debate.

Sustainability against demographic developmentsifmsoved a great deal as a result of the penséorm of
1999. The convergence programprevides some discussion of fiscal sustainability.

Budget presentation

Data reporting

The budget documents for the general governmerdrlgleclassify budget information broadly in line thvi
international best practices, although administeatilassification of expenditure commitments is enoonsistent
than either economic or functional classificationBhe government budget incorporates the finarpmhs of the
extra-budgetary funds as appendices. They arerdigwon largely similar principles, although thec@anting
methods and classifications differ. The budgetudaents clearly differentiate between ongoing and apending
commitments. Programme objectives are clearlytifled in each instance. Problematically, howevands and
agencies are able, up to a point, to reallocatedipg among budget items unilateraily.

Since 2002, the government’s fiscal position hanlgesented in an ESA95-compliant fashion. Theiahbudget
report explicitly reconciles budget execution wiiie original estimates and attributes any deviatimncauses such
as exogenous shocks, policy changes, and forecass.e However, there is no formal agreement csingle,
universally accepted statistical standard, andethremain different ways of measuring the governiaefiscal
stance. The most popular measure remains thekatdtget deficit. Other options include the pulsiéctor deficit,
different GFSM-based measures, and national ace@MA93-based measures; each method producescigtly
different assessments of the overall fiscal sitiati
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Budget execution and monitoring

The MoF releases monthly data on the executiohettate budget, which are published on the MoFsitelwith a
lag of approximately one month. They are basedwdget reports and data provided by the Socialramae
Institution, the Board for Social Insurance of Fars) and the Ministry of the Economy, Labour andi&@dPolicy.
Some of the data are provided with considerabls,lagd this, therefore, raises questions aboutracgu The
monthly figures cover only the broadest categoviegovernment revenues and expenditures, as welt@sunting
for the financing of the budget deficit. Additidrdata are provided on the state of reserves andvhrall degree of
convergence, in the purely quantitative sense, tdsvthe budget targets. The monthly data are derei final on
publication, and there are no revision studfes.

The government’s internal audit system was sigaifitty enhanced in the run-up to EU accession, tirou
amendments to thAct on Public Financesn 2001 and 2003. The Office of the Prime Ministeviews the
controlling procedures. The Ministry of Financeviesvs the execution of the budget, and individuahistries
monitor the fiscal operations of their subordinegities>®

Internal audit procedures conform to the recommgows of the Institute of Internal Auditors (lIA)Polish law
identifies three basic types of internal auditafigial, systems and performance. The Ministry iofiice has a
Department for the Coordination of Financial Cohttnd Internal Audit, which operates on the basithe Act on
Public Financesand organises these activities throughout theipgictor. The work is supervised by the Chief
Inspector of Internal Audit, a high-ranking civérsant®

Accounting basis

The MoF uses a national budgetary classificatidmickwvlargely corresponds to the GFSM 1986 standattreports
cash data. Reports, including the convergencergnoge, go to the EU using ESA95 accrual-based rdethgy.

The main problem lies with the national accountsere revenue and expenditure are reported on abeessé and
only the central government is covered on a morhlis. However, a committee composed of repretbergedrom

the MoF, the NBP, and the Central Statistical @ffie working on ensuring that financial and norafioial national
accounts -- as well as EDP statistics -- are cardpit compliance with ESA95 standafds.

There is minimal performance accounting, since diécomes of various programmes are not described, a
compliance in execution is therefore largely untterg in the financial sen$éPoland is to move to a performance
basis in 2009 as part of the third stage of fisefdrm. The 2007 budget proposes a pilot scheméhirtertiary
education and science sectors, that will be thporesibility of the Prime Minister's Office. Accomlj to some
commentators, this is worrying, as the MoF hasifare expertisé&®

Procur ement and employment

Poland has adopted a new public procurement latflg conforms to EU standard$. Uniform rules are applied
to the entire public sector, as defined under t8A%5 definition. National preference has beenighell. Stricter
transparency standards have been adopted fordargeacts of more than five million euros (at letst million in
construction). Conversely, the administrative iegment for smaller bids of 30,000-60,000 euros basn
reduced® Some criticism continues on the grounds thamamy situations, methods other than competitiveléen
would be a more efficient way of allocating progctCorruption associated with public procuremenigzts is
generally deemed to be more serious at the loeal & the national levél.

An Office of Public ProcurementJfzqd Zaméwi@ Publicznych operates under the auspices of the Office of the
Prime Minister. All public procurement projectamublicised on the Office website and inBisletin.®’
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Employment in the public sector is typically basedcompetitive search, ability and experience. fdgulations
broadly match EU standards. Typically for the oagihowever, nepotism and connections do contioyeaty a role
in certain area®

Fiscal reporting

As an EU member state outside the euro-zone, Pataretuired to produce annual convergence progesrand
report on its fiscal situation on a half-yearly isasThe reports have to include, among other thimgedium-term
fiscal policy goals designed to ensure a fiscahibed or surplus, a trajectory for attaining thelgjoas well as a
trajectory of the public del5t.

Reasonably good and comprehensive data on theajemeernment are compiled in a timely fashionpitesof the

lack of a centralised Treasury systéhiThe need to submit ESA95-compliant general gavent data to Eurostat,
in combination with Poland’s plans for euro-zoneesmsion, has increased the attention paid to tmergke
government figures. In spite of this, however, lineel of available information on certain areaspablic sector

operations falls clearly short of the standarddtate budget data. The Agricultural Social InsaeaRund Kasa

Rolniczego Ubezpieczenia SpotecznegBRUS) and ZUS, the state pension fund, for exampéceive annual
subsidies from the state budget, but reportinghair toperations is minimal. Similarly, reporting quasi-fiscal

activities is minimal, even if their importance rdeclined in recent years. Examples include rétaliging SOEs

from receipts from listed companies with Treasuiakes or Treasury bonds. Similarly, a recent chaingthe

statute of toll highways introduced a fuel chartiee receipts from which are transferred to the dveti Road

Fund’

The final accounts of the government are publishembmpliance with international best practices anel available
on the MoF websité&
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4, ACCOUNTABILITY AND ASSURANCESOF INTEGRITY

g Compliance in progress

Data quality standards

As a subscriber to the SDDS, Poland broadly méwtdNIF standards for the timeliness and qualityisdfal data.
However, it still continues to take its entitle@Xibility options for general government and celngavernment
operations. The periodicity of the data fully cdimp with the SDDS standards, and the data areistens both
internally and over time. There are some incoestes with NBP data, and no systematic reconicitiats
conducted. All data are deemed final when pubtishe

The MoF publishes its macroeconomic forecasts,tbatmodels on which they are based have not beele ma
available. This has led to some concern abouinithependence of forecasting, in as much as it eseat least the

theoretical possibility that the forecasts on whilblh budget is based can be influenced by the gowent’s fiscal
needs”’

Independent scrutiny of fiscal information

I ndependent Audit

The accounting and auditing functions are strisdparated within the government. An internal apchigramme of
budgetary entities by certified internal auditoraswiaunched in 2001. The MoF in 2003 issued a afdgod
practices for auditors.

The Supreme Audit OfficeNajwyesza Izba KontroliNIK) is a constitutionally independent auditor. ofterates on
the basis of the constitution and the 19@#t on the Supreme Chamber of ConffoNIK is responsible for auditing
the accounts of the central government and extdadtary funds, and it is required to report toggadiament on an
annual basis. In addition, it can audit any pubbctor entity in accordance with its annual plamaaiion, which
typically identifies five priority areas. The pidsnt of NIK is appointed by the parliament forrice-renewable six-
year term, and NIK reports are reviewed by a pamdiatary committee. Any irregularities are dealthwthrough
internal procedures or by means of a referral éopttosecutor gener4.

NIK is generally regarded as a highly professiargianisation with adequate human and material ressuor its
tasks. In particular cases, outside experts canvadved in audits, if this is deemed necessaryhgyNIK staff. All
of its audits are required to control legality, fpemance, efficiency, finances and compliance. Tethodology of
NIK’s operations is publicly available. The findj® of all audits are published in the Bulletin afbRc Information
(Biuletyn Informacji Publicznej NIK®

At the sub-national levels, NIK’s remit is limited control of the subsidies paid by the centralegoment. The
audit of the sub-national governments is the can&hal responsibility of 16 regional accountinbambers
(regionalne izby obrachunkoyewhich were set up in 1992 to control the fisadlivities of self-governing entities.
Their operations are governed by the 1981 on Regional Accounting Chamber&IK can audit the regional
accounting chambers, although its activities insthirea have been limited and have focussed mainly o
compliance’?

Oxford Analytica Ltd. 5 Alfred Street, Oxford, OX1 4EH, UK 415
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Fiscal Transparency November 2006
Poland

National Statistics Agency

The Central Statistical OfficeGtéwny Urzid StatystycznyGUS) enjoys statutory independence underAtieon
Official Statistics’® The president of the Office is appointed by thienp minister, with the consent of the Statistics
Council, for a once-renewable six-year term. ThéSGresident is accountable to the prime ministeria required

to submit an annual programme of statistical susvey be undertaken, if necessary, with other agsfii
Organisations agreeing to participate in the supm@gramme have to report in accordance with thedeset by the
GUS. The GUS has adequate technical and humauaroesofor its work, and levels of professionalist® deemed
high. However, the comparatively low compensatemels create problems with staff retention. Fuog on Official
Statisticsestablishes a Statistical Council with the resjimiity to monitor the work of the GU&

The Act on Public Financeslaces the ultimate responsibility for collectingtocessing and disseminating
government finance statistics with the MoF, whictiaborates with the GUS and NBP in its work. TWeF does
not currently have adequate resources for comptliegdata in a GFSM 2001-compliant format. As sulte data
that have been collected in accordance with natistaadards (modified GFSM 1986) are convertedhey GUS
into the ESA95 framework for presentation to Euat$t

The MoF submits most fiscal data to the GUS, basedr national reporting system. Institutions wétHegal
identity, such as those that are not budgetarjtiisins, report separately using an accrual methibioe institutions
in question operate mainly in higher education aotlure (universities and theatres, among othef®pata are
typically reported by line ministries on a monthdyarterly and annual basis.
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INTERVIEWS

November 2006

Representatives @ddxford Analyticainterviewed the following individuals during a \igd Poland between 16 and

20 October 2006:

Ministry of Finance

17 October 2006

Marek Szczerbak Head
Mauricy Michalski Head

18 October 2006

Malgorzata Litwin- Economist
Staszewska

Pawel Kolski Economist
Katarzyna Szuster Economist
Lukasz Stolarksi Specialist

Gustaw Guterman Head of Division
Agnieszka Wawraszek-  Senior Specialist
Los

National Bank of Poland

17 October 2006

Zbigniew Polaski Advisor to the President
Adam B. Czyewski Director

ADDITIONAL INTERVIEWS

16 October 2006

Robert Sierhej Economist
19 October 2006

Marek Géra Professor
Leszek Ksek Economist
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Public Debt Forecast aradegy Division
Public Debt Record andtiMelology Division

Financial Policy, &lgsis, and Statistics Department

Financial Policy, Analjsand Statistics Department
Financial Policy, Ipsia, and Statistics Department
Organisation of Rubinances Sector Department
State Budgetdbmpent

State Bubgpartment

Macroeconomic andiGtral Analysis Department
Macroeconomic and Structural Amséd Department

International Monetamnd

Warsaw School of Economics
World Bank
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