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Abstract. Even though the Polish cooperative banks were affected by the global crisis only
indirectly, yet after the crisis their condition has begun to deteriorate. This was the result of
numerous changes taking place within the macroeconomic and regulatory environment. This paper
is to define the impact of crucial post-crisis regulations passed by the EU — CRDIV/CRR package,
the directives on DGS and BRR - on the directions in which the organizational model of domestic
cooperative banking should evolve.

CRDIVI/CRR is a regulatory package implementing the provisions of Basel 11l (Third
Capital Agreement, Basel Ill). As part of the package, changes were made in two main areas
determining banks’ security: the first one is capital adequacy, the second — liquidity and liquidity
risk. Implementation of the provisions of the CRD IV/CRR package regarding banks' capital base
policy into the Polish legal regime began in mid-2015 on the back of the act on macro-prudential
supervision of the financial system and crisis management in the financial system dated 5 August
2015.

Directive 2014/49/EU of the European Parliament and of the Council concerning Deposit
Guarantee Schemes (DGS) essentially increases the protection of depositors' savings and one of its
main provisions is harmonizing the methods of financing deposit-guarantee schemes ex ante. The
Directive of the European Parliament and Council 2014/59/EU (BRRD) defines the principles of
establishing national recovery and resolution mechanisms. The DGS and BRR Directives were
introduced into the Polish legal regime by means of the act on the bank guarantee fund, deposit
guarantee scheme and resolution of 10 June 2016.

Based on an analysis of the impact of selected EU and national post-crisis regulations on the
cooperative banking sector in Poland, two final conclusions were reached. First and foremost, in the
hitherto existing regulatory environment imposing additional burdens on all banks, privileges were
foreseen mainly for Institutional Protection Schemes (IPSs) members, while in the new legal regime
the proportionality rule was applied to a limited extent. Secondly, due to the privileges arising from
existing regulations, the evolution of the organizational model of Poland’s cooperative banking
sector towards IPS seems to be inevitable.
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OPT'AHIBAIIMHA MOJEJIb ITOJIbChKNX KOOITEPATUBHUX BAHKIB B
HNOCT-KPU30BOMY PEI'VJIATOPHOMY CEPEJOBHILII
AHoranis. He3Baxarounm Ha Te, 10 IMOJBCHKI KOOMEPAaTHBHI OaHKM IMOCTPaKIAIH BiX
ry100anbHOT KPU3H JIMLIE YaCTKOBO, ajle MICsA KpU3H iX cTaH noripuysascs. Lle cTano pe3ynbraTom
YUCICHHUX 3MiH, 110 BiIOYBalOTHCS B paMKaX MaKpPOEKOHOMIYHOIO Ta PEryasiTOPHOTO CePEeJOBUIIIA.
Lle#t mOKyMEHT BH3HAuYa€ BIUIMB BHUPIMIAIBHUX MOCTKPU30BUX IMpaBWil, NMpUiHATUX Yy nakeri €C -
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CRDIV / CRR, mupektuBu 1momo DGS ta BRR - 1mom0 HampsMKiB po3BHTKY OpraHizariiiHol
MOJIelTi BITYM3HSHOTO KOOTIEPATUBHOTO OAHKIHTY.

CRDIV / CRR € peryasiTopHEM MakeToM, sikuii peanizye monoxkenns baszens Il (Tpets
cronuyHa yrona, bazens I11). ¥V pamkax makery Oynu BHECEHI 3MiHHM y TBOX OCHOBHHUX cepax, 110
BH3HAYAIOTh O€3MeKy OaHKiB: meplia - JOCTAaTHICTh Karitamry, Apyra - pU3WK JIKBITHOCTI Ta
nikBigHocTi. Peamizamis monoxens makety CRD 1V / CRR 111010 momiTHKH po3paxyHKOBOI 0a3u
KaliTanxy y MoJIbCbKOMY IIPaBOBOMY peXHMI po3noydanacs B cepeauti 2015 poxy Ha Tii akTy mpo
MaKpONPYACHIIMHAN Harjsi 3a (iHAHCOBOIO CHCTEMOIO Ta BPETYJIIOBAHHS KPHU30BUX CUTYalid y
(inancoBiit cuctemi Bix 5 cepriasg 2015 poxky.

Hupextusa 2014/49 / €C €poneiicskoro Ilapnamenty Ta Pagu mojo0 cxem rapanTyBaHHS
BnmaniB (JII'C) cyrreBo mimBHIye 3axWCT 3a0Ma/PKEHb BKJIQJIHUKIB, 1 OJHUM 13 OCHOBHHX
MOJIOKEHb € TapMOHI3allis MeTOAIB (piHAaHCYBaHHS CXE€M TapaHTyBaHHsS [EMO3HUTIB €X ante.
HupextuBa €Bpomneiicbkoro [lapmamenty Ta Pagm 2014/59 / €C (BRRD) Bu3nauae npuHumunm
CTBOpPEHHSI HAI[IOHAIBHUX MEXaHi3MiB BITHOBIECHHA Ta perymoBanHs. JupektuBu DGS ta BRR
Oynu BBeneHI B mpaBoBuil pexuM [lonpmi mumsixom akty baHkiBehkoro rapanTiiiHOro (oHmy,
CXEMU TapaHTyBaHHs BKJIAJIB Ta moctaHoBH Bij 10 uepBHs 2016 poky.

Ha mixcraBi aHanizy BIUIMBY OKpEMHX TMOCTKpWM30BHX mnpaBui €C Ta HamiOHATHHUX
MOCTKPHU30BUX 3aXO0JIiB HA KOONEPATUBHUI OaHKIBChbKHi cekTop y Ilompmii Oyao MOCATHYTO JBOX
OCTaTOYHUX BUCHOBKIB. [lepm 3a Bce, B iCHYIOUOMY B JIaHUH Yac PEryasTOPHOMY CEpEIOBUIII, 1110
CTBOPIOE JOJATKOBUN TATap AJs BCiX OaHKIB, MUIBIH mepeadadanucs B OCHOBHOMY Uil WICHIB
IacTuTyionaneanx cxeM 3axucty (ITIC), Tozi sk B HOBOMY NPaBOBOMY PEKHMi 3aCTOCOBYBAJIOCS
obMexenHs mporopuiitHocTi. [lo-apyre, depe3 mpuBiei, M0 BUIUIMBAIOTH 3 ICHYIOUMX TIPaBUII,
€BOJIIOLIISl OpraHi3allifHOT MOJeTi KOONepaTMBHOTO OaHKiBChKOTO cektopa I[lompmi mo IPS,
3[a€ThCS, HEMUHYYA.

Karwuosi cioBa: anekc-6ank, acomiatuhi 6anku, BRRD, CDRIV/CRR, mupektuBa DGS,
KoonepatuBHi 6aHku, [PS
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OPIAHU3BALIMOHHAS MOJIEJIb ITIOJBbCKUX KOOIIEPATUBHBIX BAHKOB
B IOCT-KPU3UCHOM PET'YJIITOPHOM CPEJIE

AnHoraunsa. HecMoTps Ha TO, YTO TMOJIBCKHE KOOIEPATHBHBIC OAHKH TOCTPaJadd OT
IO0ATEHOTO KPU3HCA JIMIIb YaCTHYHO, HO TOCJIE KpHU3KMCa HX COCTOSHHUE YXYAIAIOCh. DTO CTAJIO
pe3yabTaTOM MHOTOYHCICHHBIX M3MEHEHHH, POUCXOAIINX B paMKaX MaKpOIKOHOMHUYECKOTO U
PETYISATOPHOM CPEIbI.
Ha ocHoBaHMM aHaiM3a BIMSHHS OTHACIBHBIX MOCTKPU3UCHBIX MpaBwil EC W HalMOHAIBHBIX
MOCTKPU3UCHBIX MEp Ha KOOTICpaTHBHBIA OaHKOBCKHUU ceKTOp B [loJiblie ObLIO JOCTHTHYTO JBYX
OKOHYATENLHBIX BBIBOJIOB. [Ipexkie BCero, B CYIIECTBYIOIIEM B HACTOSIEE BPEMs PETYISTOPHON
cpene, co3aacT JIOMOTHUTENbHOE OpeMst 1Jisl BceX 0aHKOB, JIbTOTHI IIPEyCMATPUBAIUCH B OCHOBHOM
JUISL 4JICHOB MHCTUTYIHOHANBHBIX cxeM 3anuThl (MIIC), Torma xak B HOBOM IIPaBOBOM PEKHUME
MPUMEHSIOCh OTPaHUYEHUE TTPOMOPIIHOHAIBHOCTH. BO-BTOPBIX, M3-32 MPHUBUIICTUH, BBITCKAIOIIUE
U3 CYIIECTBYIONIUX MPABHJI, BOJIOIUS OPraHU3aIIMOHHON MOJETH KOOMEPAaTUBHOTO OAaHKOBCKOTO
cextopa [lonbmm B IPS, kaxkercs, Hen30OexHa.
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Introduction and formulation of the problem. The global financial crisis of 2008 — 2009
affected Polish cooperative banks in an indirect way. The absence of stronger ties with the interbank
market, focusing on accepting deposits and granting credit to local clients proved to be advantageous,
allowing increasing the profitability of assets and equity capital and improving solvency of that sector
[1, p. 252]. Adverse tendencies became apparent when EU Member States were experiencing regulatory
shock attributable to the implementation of Basel 111 and other legal acts poised to reinforce the financial
system of EU and increase protection against systemic risk. The basic financial data of Polisch
cooperative banks in the years 2011-2017 are presented in table 1.

The author aims to describe the impact made by the most significant post-crisis EU regulations
on the directions in which the organizational model of domestic cooperative banking sector should
evolve. The analysis covered the years 2011-2017, unless for lack of data the decision was made to use
secondary sources, which might have had a different timeframe. The considerations concerned selected
post-crisis EU regulations, such as CRDIV/CRR [3,4] package, directive on DGS [5] and BRRD [6].

A review of post-crisis EU regulations — CRDIV/CRR, directive on DGS and BRRD.
CRDIV/CRR is a regulatory package implementing the provisions of Basel Il (Third Capital
Agreement, Basel 111), whose regulations in their main part have already become a binding standard, yet
they will become fully enacted on 1 January 2019. As part of the package, changes were made in two
main areas determining banks’ security; the first one is capital adequacy (raising the coefficient, changes
in the definitions of own funds); the second — liquidity and liquidity risk (implementation of standards
simulating stable financing). The solutions adopted by CRDIV/CRR package imply additional reporting
and administrative regulations for all banks which result from the need to inform proper supervisory
bodies about exposure to particular types of risk.

In the case of cooperative banks, apart from stricter capital adequacy requirements, crucial
importance is attached to the stipulations of the package regarding the conditions for recognizing capital
instruments by credit institutions to Tier 1 basic fund [4, Art. 28].

Changes within currently binding liquidity standards stipulated by CRDIV/CRR package consist
mainly in the introduction of short term liquidity ratio (Liquidity Coverage Ratio; LCR) and structural
liquidity ratio (Net Stable Funding Ratio; NSFR). The objective of introducing LCR standard was,
among others, such restructuring of banks’ balance sheets that to avoid overloading the central bank at a
time of liquidity tensions. Pursuant to Commission Delegated Regulation (EU) 2015/61 [7],
commencing with 01.01.2018, credit institutions should maintain LCR liquidity ratio at 100%
(previously the following ratios were in effect: as of 01.10.2015 — 60%, as of 01.01.2016 — 70%, and as
0f 01.01.2017 — 80%). The NSFR standard aims to change the structure of financing banks from short-
term retail market to medium and long-term debt securities, quasi equity and equity instruments.
Pursuant to the most recent Basel Agreement, NSFR standard [8, p. 2] should have been implemented
by 1 January 2018. However, the CRR did not define the minimum levels of that indicator nor the dates
of its enforcement and, as of the end of October 2018, it did not become a binding standard for EU
countries. Changing approaches to financing sources affect cooperative as well as associate banks at
least for two reasons: firstly, pursuant to the change of regulations, cooperative banks may no longer list
the deposits placed with the associate banks as liquid assets; secondly, both cooperative and associate
banks must assign high outflow weights to funds coming from the wholesale market (for interbank
funds, the outflow weight is 100%) [4, Art. 420-424; 7, Art. 23-31].

In keeping with reporting requirements, both the CRR [4, Art. 99.5] and technical standards [9,
Foreword] emphasized the need for relevant supervisory authorities to consider the nature and
complexity of the institution’s activities (the size of the trading book and banking book, methods used to
estimate credit risk) when enforcing the reporting obligation and the possibility of quantitative
application materiality thresholds in the implementation of individual reporting models. Although this
means less complicated procedures for small entities, representatives of the cooperative banking
community have repeatedly emphasized the excessive administrative costs in this area.
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The participation in the Institutional Protection Scheme (IPS) [4, Art. 113.7]*, provided by
the CRR, which is a contractual or statutory agreement on liability that protects member
institutions, and in particular guarantees their liquidity and solvency to avoid bankruptcy, helps in
solving problems related to meeting capital adequacy standards and liquidity standards. The system
assumes close links between the members of associations, consisting in ensuring mutual satisfaction
with liquidity and solvency of its participants. Certain concessions - both with regard to prudential
requirements and reporting requirements - should also be brought by the expected amendment of
the CRDIV/CRR package [10; 11]. The changes proposed in November 2016 by the European
Commission, as well as the Simon report drawn up in the course of the discussion on the changes,
include the definition of a small bank (an entity whose assets are less than EUR 1.5 billion) and
provide for such an entity simplified reporting principles and simplified rules for determining the
long-term liquidity standard.

Directive 2014/49/EU of the European Parliament and of the Council concerning Deposit
Guarantee Schemes (DGS) was enacted on 2 July 2014 (some provisions became applicable on 4
July 2015). Member states were obliged to implement the legislative, administrative and
implementing regulations necessary for its application until 3 July 2015 or until 3 July 2016. The
Directive essentially increases the protection of depositors' savings, and its main provisions are: 1)
maintaining the guaranteed amounts at EUR 100,000, 2) simplifying and harmonizing the
arrangements for payment guarantees, 3) shortening the payment deadline, 4) harmonizing the
methods of financing deposit-guarantee schemes ex-ante (the Directive also allows the introduction
of ex-post contributions), 5) introducing the possibility of granting loans between deposit guarantee
schemes on a voluntary basis.

Pursuant to the stipulations of the act, by 3 July 2024, the available financial means of the
deposit guarantee system should amount to at least 0.8% of the total guaranteed deposits. From the
perspective of cooperative banks, the way of calculating the contributions to guarantee funds has
become the crucial element of the new DGS. The directive and the pursuant EBA guidelines
designate the total of guaranteed deposits and the risk (weight) to which each member (credit
institution) [5, Art. 4.2 and 13.1] is exposed, to become the basis for calculation of contributions.
Risk is assessed in proportion to the level of capital, liquidity and the way of financing, quality of
assets, business and management model, and the potential losses from the whole system of
guarantees.

The Directive of the European Parliament and Council 2014/59/EU (Bank Recovery and
Resolution Directive, BRRD) defines the principles of establishing national recovery and resolution
mechanisms. It was enacted on 22 June 2014 and the Member States were required to pass relevant
legislative and administrative acts and implementing regulation by 31 December 2014, with effect
from 1 January 2015 (with some exceptions). Based on the stipulations of the BRRD, participation
in national recovery and resolution mechanisms is related to, inter alia, charges for contributions to
relevant funds established at the national level, the need for recovery and resolution plans and the
need to comply with the minimum requirement for own funds and eligible liabilities (MREL)?. The
contributions are adjusted to the risk profile of each institution. Details of how basic contributions
are calculated and adjusted for risk are set out in Commission Delegated Regulation (EU) 2015/63
[13]. It provides for the adjustment of basic contributions (calculated on the basis of liabilities less
own funds and the sum of covered deposits) by such risk elements as: risk exposure, stability and
diversification of funding sources, the institution's importance to the stability of the financial system
or economy, additional risk indicators determined by the resolution authority. The final contribution
amounts to the basic contribution multiplied by the additional risk adjustment indicator ranging
from 0.8 to 1.5 (the algorithm for determining the adjustment rate is in the Regulation). In addition

! The aforementioned article also specifies the requirements for the institutions aspiring to IPS status.

2 In November 2016, the European Commission presented a draft amendment to the BRRD, which was adopted by the
European Parliament and Council in December 2017 (BRRD2) [12]. The new directive stipulates, inter alia, adaptation
of the MREL to the TLAC (Total Loss-absorbing Capacity) standard and, to increase the feasibility of the bail-in
instrument, it introduces a new category of non-preferred senior debt.
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to standard solutions, the Delegated Regulation provides for the possibility of collecting lump-sum
contributions (from 1 to 50 thousand euro depending on the size of the entity) from small institutions
whose total liabilities reduced by own funds and covered deposits do not exceed EUR 300 million and
whose total assets amount is less than EUR 1 billion [13, Art. 10]. Till 1 January 2024, member states
may allow institutions whose total liabilities, less own funds and covered deposits, are above EUR
300,000,000, and whose total assets do not exceed EUR 3,000,000 000 to pay lump-sum of EUR
50,000 for the first EUR 300,000,000 of total liabilities, less own funds and covered deposits [13, Art.
20.5]. Commission Delegated Regulation (EU) envisages certain concessions for IPS members: in
their case, the liabilities based on an agreement concluded with another institution that is a member of
the same IPS are excluded from the basis for calculating contributions. Their exposure to additional
risk factors is also reduced (provided for by "additional risk indicators to be determined by the
resolution authority™) [13, Art. 5.1 b), Art. 6.5 b) and Annex I].

MREL is calculated as the ratio of own funds and eligible liabilities to total liabilities and
own funds of the institution [6, Art. 45.1]. Eligible liabilities (bail-inable liabilities) are liabilities or
equity instruments not included in Common Equity Tier 1 instruments or additional Tier 1 or Tier 2
instruments that are not excluded from the scope of the bail-in tool and meet certain conditions [6,
Art. 45.4].

In May 2016, the Commission published regulatory technical standards regarding the rules
for the determination of this requirement by the resolution authorities [14], allowing them to
introduce transition periods necessary for adapting the structures of the balance sheets of entities
covered by the MREL. According to the adopted standards, the MREL amount should be calculated
so that in case of restructuring, write down or conversion of eligible liabilities would allow restoring
the institution's ability to meet the relevant capital requirements provided by the CRDIV/CRR
package and market confidence, taking into account the business model, funding model and risk
profile. It may be stipulated from the methodology established by the Commission that for
cooperative banks, the amount of eligible liabilities should not exceed the sum of basic capital
requirements; in some cases, it may be zero (if the resolution authority finds that the liquidation of
the institution under ordinary bankruptcy proceedings is feasible and credible and there are no
additional reasons to determine the amount of a potential capital injection) [14, Art. 2.2].

Results: The impact of post-crisis regulations on the model of functioning of
cooperative banks in Poland. Implementation of the provisions of the CRD IV/CRR package
regarding banks' capital base policy into the Polish legal regime began in mid-2015 on the back of
the act on macro-prudential supervision of the financial system and crisis management in the
financial system dated 5 August 2015 [15] whose major part came into effect on 1 November 2015.
Pursuant to the act, references to relevant provisions of Regulation 575/2013 were incorporated into
the Polish banking act, and additionally rules governing the creation of capital buffers (capital
conservation, countercyclical, systemically important institutions) were formulated. Regulations
adjusting the operating principles of cooperative banks to the provisions of the CRD IV/CRR
package came into force on 13 September 2015 enforced by an amendment to the act on the
functioning of cooperative banks, their association and associating banks [16]. The amendment
resulted, among others, in a change in the rules underlying the creation by cooperative banks of
their own funds and the option for cooperative and associating banks to set up Institutional
Protection Schemes or Integrated Associations (one of the conditions that must be met by these
schemes and associations is the creation of an aid fund providing support to its participants in the
event of solvency issues; the general rules governing the foundation of Integrated Associations are,
however, less restrictive). The amendment allowed managements to restrict or even suspend
withdrawal of members’ contributions (voluntary dissolution) as long as certain conditions are met.
Such an arrangement had a negative impact on Polish cooperative banks’ own funds and capital
adequacy ratios, as a finite catalogue of reasons for blocking or declining to return members’
contributions did not justify enlisting these contribution as EBA instruments meeting the eligibility
criteria of CET1 funds. According to CRR, member shares issued in 2012-2013 could not be
recorded as cooperative banks’ own funds, and the participation funds issued before 31 December
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2011 were subject to depreciation from 1 January 2014 to 31 2021 (by 20% in 2014 and by 10% in
the subsequent years) [4, Art. 484 and 486].

Inclusion of the participation fund into CET1 became possible only after the next
amendment to the act on the functioning of cooperative banks in 2016 [17, Art. 10c with a wording
on the strength of 18, Art. 351.2)], when, pursuant to appropriate provisions in the Articles of
Association, a bank's management board was unconditionally empowered to restrict or suspend the
return of contributions. Enlisting members’ contributions in Polish cooperative banks on the EBA
list [19] on 1 December 2016 confirmed that such instruments may meet the requirements of the
CRR regulation, but did not mean that they may automatically be included in CET1 for each bank.
Since the EBA’s decision, those cooperative banks which, with the consent of the Financial
Supervision Commission (KNF), make relevant amendments to their Articles of Association and
file these changes with the National Court Register (KRS), are eligible to include in their own funds
their own contributions made up to and including 28 June 2013, without having to seek KNF’s prior
approval. A similar recognition of contributions made after this date requires the consent of the
Polish regulator, though [4, Art. 26.3]. The change in the way EBA treats members’ contributions
caused a large part of Poland’s cooperative banks to restate their Articles of Association and credit
the entire participation fund contributed prior to 28 June 2013 solely to CET1 funds. This
necessitated certain adjustments (zeroing) in the fund itself subject to depreciation and an increase
in banks” own funds and sector’s capital adequacy ratios in 2016 and H1 2017 (in the above-
mentioned periods, co-operative banks allocated to CET1 PLN 78.5 million and PLN 69.5 million
respectively) [20, p. 32].

In accordance with EU regulations and provisions of sectoral law, the establishment of an
Institutional Protection Scheme enabled cooperative banks to e.g. [21, p. 28]:

» determine and report a single LCR measure for the entire IPS association;

» stop reducing banks’ owns funds by amounts exceeding capital involvement limits across
the entire IPS association;

> apply a 0% credit risk weight for intra-association exposure, i.e. reduce members banks’
capital requirement.

The DGS and BRR Directives were introduced into the Polish legal regime by means of the
act on the bank guarantee fund, deposit guarantee scheme and resolution of 10 June 2016 [18].
Pursuant to the act, the Bank Guarantee Fund (BFG) became the national resolution authority in
Poland. The act set out the details of resolution of banks, credit unions (SKOK) and some
investment firms, including principles of cooperation between BFG and KNF, the Minister of
Finance and the National Bank of Poland (NBP) and their counterparties in other countries in the
case of a procedure affecting banking groups. The hitherto mandate of BFG and KNF has been
extended to include prerogatives related to the process of preparing and conducting resolution.
Under the act, the prudential charge payable towards a stabilization fund, previously collected from
the banks, was abolished and replaced with a contribution to a resolution fund. Domestic banks
(including cooperative banks), branches of foreign banks and credit unions (SKOK) were
committed to make contributions to finance a deposit guarantee and resolution schemes (the
obligation to contribute to the resolution fund was likewise imposed on investment firms). The new
BFG act also sets out minimum and target levels of deposit guarantee and resolution funds,
deadlines for achieving these target levels (in accordance with binding EU standards), as well as
rules for determining the minimum requirement for banks’ own funds and eligible liabilities subject
to the bail-in power (MREL). MREL is determined by the BGF for each domestic entity subject to
the requirement (bank, investment firm or credit union), after consulting KNF, including by giving
consideration to the size and type of its business activity and risk profile [18, Art. 97.2], which
implies that rules of their calculation will be more liberal for cooperative banks.

In line with EU regulations, domestic regulations in force provide for certain reliefs for IPS
members, e.g.:

> permission to enjoy a reduction in the size of contributions made towards a deposit
guarantee fund [18, Art. 289.2 and 289.11; 22, §6.5 and Zatacznik];
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> permission to enjoy a reduction in the size of contributions towards a bank resolution fund
[18, Art. 298.2, 298.4, 298.5; 23,§2.1.2 and Zatgcznik nr 1];
> permission to develop a group recovery plans (group recovery plans may also be prepared

by Integrated Associations) [24, Art. 1410.1];

» reduction in the scope and type of measures in a group recovery plan [24, Art. 141p.2.3].

Regardless of the rules underlying the grant of reductions, all cooperative banks met the
criteria for lump-sum fees arising from calculation of contributions to the resolution fund in 2017
[25] (the average value of a cooperative bank’s assets in Poland amounted to PLN 222 million)
[author’s own estimates based on 2].

In July 2017, the BFG adopted and promulgated a methodology under which Polish banks
should determine MREL [26]. From the point of view of cooperative banks, the BFG decision to
make the MREL level dependent on the preferred solution in the recovery and resolution plan is
important: if such a plan envisages liquidation as part of the standard bankruptcy procedure (which
is to be expected for a large part of cooperative banks), MREL is set at the level of applicable
capital requirements [26]. Recovery and resolution plans of Poland’s banks (35 commercial banks
and 555 cooperative banks) were developed by BFG in October 2017 (i.e. within one year
following the entering into force of of the act on the bank guarantee fund, deposit guarantee scheme
and resolution) [27]. These plans have never entered the public domain, according to some experts
however in the case of cooperative banks, MREL is said to stand at no more than 1.5 of the capital
requirement [28]. BFG’s approach to the MREL calculation method will be reviewed after the
implementation of BRRD2 — an appropriate draft amendments to the act on the bank guarantee
fund, deposit guarantee system and resolution as well as the bankruptcy law have already been
developed [29] and should be adopted by the Council of Ministers in Q3 2018.

Due to numerous the above-mentioned regulatory privileges arising from the creation of
Institutional Protection Schemes, both the SGB-Bank SA and the BPS SA associations applied to
the KNF with a request for consent for their establishment. Relevant permits were issued in late
2015. KNF reports indicate that accession to IPSs significantly affected liquidity ratios and capital
adequacy ratios of Polish cooperative banks: their solvency ratio grew the fastest in the group of
banks that joined IPSs, and at the end of June 2017 all banks participating in IPSs met the
individual or group LCR standard [20, p. 31] (although in 118 Polish cooperative banks, the
individual LCR index was below the regulatory minimum) [30, p. 63]. The consolidated liquidity
and capital adequacy ratios of IPSs operating in Poland are presented in table 2. Higher liquidity
and capital adequacy ratios were observed in IPS BPS, which was also characterised by a larger
number of participants. As at 30 September 2017, there were 486 IPS participants (out of a total of
555 cooperative banks), including 288 members of IPS BPS and 198 of IPS SGB . They accounted
for 87.6% of the overall number of cooperative banks and represented 80% of the cooperative
banking sector’s assets [20, p. 3 and 20].

Table 2
Liquidity and capital adequacy ratios of IPSs operating in Poland over the period
December 2015-June 2017"
IPS BPS IPS SGB
Indicator/IPS 31.12.201 | 31.12.201 | 30.06.201 | 31.12.201 | 31.12.201 | 30.06.201
5 6 7 5 6 7

LCR (%) 134.1 177.0 174.0 237.1 230.0 226.0
Solvency ratio 16.2 17.7 17.8 16.0 18.0 18.3
(%)
Tier 1 capital 15.4 16.6 16.9 155 175 17.8
ratio (%)

") Source: Author’s on the basis of [21, pp. 30 and 33]; [31, pp. 30 and 31]; [20, pp. 32 and 33].

69 entities, including two independent players: Krakowski Bank Spoldzielczy and Bank
Spbldzielczy in Brodnica, operated outside IPSs. The decisions not to access IPS was mostly dictated by
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banks’ inability to meet the requirements binding upon members of these structures as set out in Regulation
(EVU) 575/2013 [4, Art. 113.7], although public discourse not infrequently featured opinions arguing that
protection systems limit participants' autonomy. 56 cooperative banks that decided not to join IPSs (one from
the SGB association, 55 from the BPS association) declared their readiness to create an Integrated
Association. On 20 October 2016, the group filed with KNF a request for permission to establish Polski
Bank Apeksowy, which consent was granted on 21 November 2017 [32]. The activities of the newly
established bank are to be limited and will involve provision of financial support services to the association;
the bank will not conduct commercial deposit and lending activities or open branches®, although all legally
enshrined services shall be provided out of its seat in Raszyn.

The possible establishment of an Integrated Association raises a lot of controversy arising mainly out
of concerns about the future stability of the cooperative banking sector. Although in December 2015-June
2017 all the banks operating outside IPSs met the individual LCR standard, these banks, in comparison with
entities that did join the Institutional Protection Scheme, are characterised by [21; 31; 20]:

» unfavourable structure of receivables from the non-financial and local government sector: their
portfolio reveals a significantly higher share of corporate receivables, a higher share of irregular
receivables and a lower level of provisions for irregular receivables (calculated on the basis of the
Polish Accounting Standards),

> higher share of debt and equity instruments in the balance sheet total,

> lower level of own funds and capital adequacy ratios (accompanied by a higher share of Tier 2
supplementary funds in own funds).

» greater financial efficiency ratio (measured in terms of C/I, ROA and ROE) fluctuations.

The key financial indicators and the evolution of profitability of Polish cooperative banks are depicted in
table 3 and figure 1a)-c) respectively.

The problem of the cooperative banking sector’s stability seems to be all the more pressing, as the
changes to the law on the functioning of cooperative banks will put an end to the activities of associations as
we currently know them. Pursuant to the act, “in an association in which the Protection Scheme or an
Integrated Association was established, with regard to banks that have not joined these structures the hitherto
association agreement expires within 36 months from the date of the conclusion of the contract for the
Protection Scheme or Integrated Association” [17, Art. 22b.12 and 220.12]. This means that cooperative
banks that are SGB-associated banks but are not IPS members have time to make a decision regarding their
future strategy until 23 November 2018 and BPS associated banks have until 31 December 2018 to make
that decision.

Table 3
Selected financial indicators of Polish cooperative banks divided into groups
(as the end of June 2017; %)

Cooperative banks
divided into groups . 2 £ 4 5
IPS BPS 43.1 6.4 31.2 16.6 65.7
IPS SGB 34.0 4.5 36.8 2.3 67.2
Outside IPS 51.9 13.5 24.7 23.7 65.4
Cooperative banks
divided into groups s [ £ . e
IPS BPS 0.7 7.4 16.9 0.9 17.8
IPS SGB 0.7 7.1 17.8 0.5 18.3
Outside IPS 0.7 7.9 13.8 1.8 15.6

1 — corporate loans and loans for sole proprietorships to total loans; 2 — non-performing loans to total loans; 3 —
provisions for non-performing loans to non-performing loans; 4 — debt and equity instruments to total liabilities; 5 — C/I; 6 —
ROA; 7 — ROE; 8 — Tier 1 ratio; 9 — Tier 2 ratio; 10 — total capital adequacy ratio

“)Source: Author’s on the basis of [20].

¥ The scope of activity of apex banks is limited to activities that ensure the proper functioning of the association, and its
start-up capital is twice the minimum for commercial banks as required by the Polish banking law [17, Art. 2.2)].
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Conclusions. One of the factors that has a significant impact on the directions of the
evolution of the cooperative banking sector in Poland is the new legal order established in the
interest of stability of the European Union's financial system. Based on an analysis of the impact of
selected EU and national post-crisis regulations on the cooperative banking sector in Poland, two
final conclusions can be reached.

First and foremost, in the hitherto existing regulatory environment imposing additional
burdens on all banks, privileges were foreseen mainly for IPS members, while in the new legal
regime the proportionality rule was applied to a limited extent. Representatives of the cooperative
circles believe that the burdens have been raised out of line with risk and effectively suppress the
sector’s development potential®. Due to the scale of operations and relatively large employment
levels, cooperative banks have only moderate flexibility in shaping cost effectiveness indicators,
hence it seems desirable to extend the list of exemptions to small entities. This would have a
positive impact on the financial position of those banks that choose an integration model that is
alternative to an IPS and, consequently, on the stability of the entire banking sector. Certain changes
in this area may be brought about by the amendment to the CRDIV/CRR package that includes the
definition of a small bank (an entity whose assets are less than EUR 1.5 billion) and provides for
such an entity simplified reporting principles and simplified rules for determining the long-term
liquidity standard [10;11] .

Secondly, due to the privileges arising from existing regulations, the evolution of the
organizational model of Poland’s cooperative banking sector towards IPS seems to be inevitable.
Two years after the introduction of the possibility of establishing cooperative protection schemes,
member institutions accounted for 87.6% of all cooperative banks and a represented a total of 80%
of the cooperative banking sector’s assets. Observations made to date indicate that the change in the
nature of associations has benefited these banks' customers and the financial system as a whole (one
of the factors negatively affecting IPS's effectiveness is the ambiguity of national tax regulations
regarding the recognition of money paid towards assistance funds as a cost of income). As at the

* For example, in 2015 contributions to BFG for BPS-associated banks amounted to PLN 197.1 million, which
accounted for 7.7% of their profit on banking activity and 40.0% of their gross profit. Total charges stood at PLN 317.0
million i.e. 64.0% of the group gross profit [33, p. 133].
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end of September 2017, 67 entities outside IPS did not have KNF’s consent to operate
independently. The idea of establishing an Integrated Association around Polski Bank Apeksowy
should be considered as highly risky. Its creation may weaken the sector’s upward trend which
began in 2017, mainly due to 1) weaker financial standing of the association’s potential members 2)
more liberal requirements envisaged for Integrated Associations, which results in a much smaller
number of regulatory privileges, which in turn has a direct impact on financial results. Autonomous
operation is not an option either (in this case some entities would have to be consolidated) as it
creates serious challenges typically facing small commercial banks: autonomous cooperative banks
would be one of the smallest providers of banking services. They would, however, be subject to
strict regulatory requirements and would have to accept the loss of certain market segments as a
result of their withdrawal from associations [34, pp. 281-282].
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