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Purpose of the report

This report provides information on the enforcement of information requirements
for securities issuers in connection with their participation in trading in the capital
market.

The report is prepared for users of regulated information, issuers and auditors, to
contribute to the correct and consistent application of relevant reporting require-
ments laid down in legislation. High-quality complete and accurate information is a
crucial factor that drives the investors’ decision-making process and builds investor
confidence in the market and the listed securities. Improper performance of infor-
mation disclosure obligations of issuers results, in turn, in a lack of universal and
equal access to complete and accurate information, which is essential for proper
operation of market mechanisms.
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1 Introduction

The tasks of the Public Companies De-
partment (DSP) of the Polish Financial
Authority (PL: Urzad
Komisji Nadzoru Finansowego, UKNF)

Supervision

include supervising the fulfiiment by
the supervised entities referred to in
Article 5 point 7 of the Act on capital
market supervision! of the infor-
mation requirements relating to their
participation in trading in the capital
market, to the extent specified in the
legislation —in accordance with Article
7(1) point 2 of the said Act.

The supervision exercised by the UKNF
in the area of information require-
ments covers financial statements (in
particular compliance with [FRSs?),
management or directors’ reports,
and non-financial information. The
UKNF also exercises direct supervision
of inside information of the issuers
whose securities are admitted to trad-
ing on a regulated market and indirect
supervision in relation to the issuers
whose securities are admitted to trad-
ing on an alternative trading system —
ATS3).

1 Act of 29 July 2005 on capital market supervi-
sion (consolidated text: Journal of Laws 2020,
item 1400).

2 International Accounting Standards, Interna-
tional Financial Reporting Standards and re-
lated interpretations published as European
Commission Regulations.
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Parts two to five of this report provide
information on enforcement actions
undertaken by the UKNF in 2020 in re-
lation to specific areas of supervision,
i.e. financial reporting, timeliness and
completeness of periodic reports,
non-financial information, and inside

information.

The year 2020 was a period of prepa-
ration for the reporting in the Euro-
pean Single Electronic Format (ESEF).
That required the UKNF, in particular,
to adapt the Electronic Information
Transfer System (ESPI) for receiving
reports prepared in the new reporting
format. Additionally, representatives
of the UKNF were actively engaged in
the monitoring work for the imple-
mentation of the ESEF both on EU
level (as part of ESMA working groups)
and national level, e.g. by conducting
tests involving issuers. The topic of the
ESEF as well as other important issues
related to financial and non-financial
reporting have been discussed in Part
six of this report.

3 The direct enforcement of information re-
quirements of issuers operating in an ATS is
exercised by companies operating a regu-
lated market which organise the ATS (War-
saw Stock Exchange and BondSpot) — the
scope of the UKNF supervision is indicated in
Part 5 of this report.
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2 Review of financial statements and enforcement actions

Enforcement of compliance of finan-
cial reporting of issuers whose securi-
ties are admitted to trading on a regu-
lated market other than investment
funds with appropriate reporting reg-

ulations is based on selection of issu-
ers, which uses a combination of a
risk-based approach, random sam-
pling and/or rotation. Not all financial
statements of each issuer are subject
to review.

In 2020, the selection for the purpose of assessment of compliance

with the applicable financial reporting regulations included, in partic-

ular, financial statements of issuers:

— to whom recommendations had been issued;

— for whom an auditor had drawn up an audit report containing a

modified opinion or a review report containing a modified conclu-

sion;

— for whom the assessment of selected indicators may suggest a

worsening of their financial position,

— who carried out an initial public offering of shares,

— for whom the contract with an audit firm was terminated before

the end of the term of the contract,

— selected randomly.

Table 1. Number of issuers whose financial statements were subject to a periodic

review in 2018-2020
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Selecting finan-
cial statements
for review and
type of review

Number of regulated-market issuers
Year (Warsaw Stock Exchange* and Bond-

Spot®)* at the year-end

Number of issuers whose financial

Share in the total number of regu-

statements
were subject to review**

lated-market issuers

2018 441 96 21.8%
2019 436 96 22.0%
2020 425 59 13.9%

* Excluding closed-end investment funds and issuers for whom the Republic of Poland is a host state.

**The number of issuers for 2018 also includes analysis of historical financial information of issuers

making initial public offerings (10 issuers in 2018).

Source: Own elaboration

4 Gietda Papieréw Wartoséciowych w Warszawie S.A.

5 BondSpot S.A.
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When selecting issuers’ financial
statements for the periodic review in
2020, a high priority was maintained,
as in previous years, for the criterion
of: occurrence of qualifications in au-
dit reports on financial statements,
disclaimers of opinion or adverse
opinions. Consideration was also
given to the occurrence of qualifica-
tions in auditor’s half-yearly review re-
ports, disclaimers of report or nega-
tive conclusions.

Therefore, on many occasions the re-
view also covered financial state-

ments of issuers whose ability to con-
tinue as a going concern was threat-
ened or who have ceased to continue
as a going concern. This applied
mainly to the issuers who applied, or
against whom another party applied,
for the restructuring or bankruptcy, as
well as the issuers for whom the audit
reports on financial statements or the
review reports on condensed financial
statements included qualifications or
disclaimer of opinion / report resulting
from threats to the ability to continue
as a going concern.

Table 2. Number of issuers with a modified opinion in the audit report or a modified

conclusion in the review report
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5 3 Year First half of Year First half of

Reporting period

2018 2019 2019 2020
Qualified opinions or conclusions 20 12 10 13
Disclaimers of opinion / report 9 5 5 7
Adverse opinions or conclusions 1 0 1 0
TOTAL 30 17 16 20
Number of issuers at year-end* 441 441 426 425

Share in the number of issuers at year-end

7%

4%

3%

5%

* Excluding closed-end investment funds and issuers for whom the Republic of Poland is a host state.

Source: Own elaboration

Financial statements are subject to
unlimited scope examination or fo-
cused examination. For issuers re-
viewed only for compliance with

recommendations, a follow-up exami-

nation is carried out.



Unlimited scope examination — examination of the entire financial

statements with the goal of identifying any deficiencies or mistakes.

Focused examination — examination limited to a scope concerning

specific issues, the application of certain IFRSs (e.g. examination of se-

lected items or parts of financial statements).

Follow-up examination — review of subsequent financial statements

exclusively for the necessary improvements and developments, par-

ticularly when recommendations were submitted to the issuer.

Table 3. Number of issuers whose financial statements were subject to the periodic

review in 2020, by type of examination
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Type of examination

Number of issuers

Unlimited scope examination 16
Focused examination 35
Follow-up examination 8
Total 59

Source: Own elaboration

In 2020, the focused examination cov-
ered mainly the topics highlighted in
ESMA’s European common enforce-
ment priorities for 2019 annual finan-
cial reports®, in particular the issues
related to disclosures on leases, in-
come tax and revenue, as well as com-
pliance with the requirements on dis-
closures about going concern and dis-
closures about liquidity risk.

Shttps://www.knf.gov.pl/o nas/wspolpraca
miedzynarodowa/unia/ESNF/aktualnosci?arti-
cleld=67515&p id=18

The following figure shows selected
areas of non-compliance resulting
from the review of issuer’s financial
statements carried out in 2020.

As regards the practical application of
IFRSs, it is also useful to take note of
the “packages of decisions on the en-
forcement of financial information,
made by the European national en-
forcers and published on the ESMA's
website®.

“https://www.esma.europa.eu/
8https://www.esma.europa.eu/press-
news/esma-news/esma-publishes-24th-ex-
tract-its-eecs-database
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Figure 1. Areas of non-compliance in relation to which recommendations were
submitted to issuers in 2020.

Going concern, liquidity risk
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e Lack of disclosures on material risks and uncertainty as to the ability to continue as a going
concern;

e Llack of disclosures on the judgements and assumptions underlying the assessment of going
concern;

¢ Failure to prepare forecasts on cash flows for the next 12 months from the last day of the
reporting period, for the adoption of the going concern basis;

¢ Insufficient disclosures on the maturity analysis for financial liabilities and on liquidity risk
management;

¢ Failure to carry out the maturity analysis for financial liabilities for all financial liabilities;
¢ Failure to provide the maturity analysis for financial liabilities for comparative data.

Impairment of non-financial assets

¢ Failure to carry out fair impairment tests for investments in subsidiaries;

e Lack of / incomplete disclosures of entity-specific information on the measurement of non-
financial assets.

BN Measurement of financial instruments

e Failure to consider material circumstances affecting the quality of receivables when
determining expected credit losses;

¢ Failure to disclose material accounting policies on the measurement of expected credit losses;

¢ Failure to review and update the models for estimating expected credit losses at the end of the
reporting period.

Revenue

e Failure to disclose a description of the individualised and specific accounting policies
on IFRS 15.

¢ Failure to consider a potential additional scenario when determining the fair value of assets;

¢ Failure to consider specific features of the property of a given company when estimating the fair
value of the shares in that entity;

¢ Failure to disclose a description of valuation techniques and input data.

Consolidation and business combination

¢ Failure to identify reverse acquisitions;
¢ Lack of consolidation of the entity controlled by the issuer.

e Taxes and deferred income tax

¢ Incorrect measurement of deferred tax assets.

Source: Own elaboration based on the analysis.



Enforcement actions

After a review of financial statements,
if there are any concerns or doubts
about their correctness, the issuer
(management board / supervisory
board) or audit firm is asked to pro-
vide further clarification, pursuant to
Article 68(1) and (2) of the Act on pub-
lic offering.®

Pursuant to Article 68(5) of the Act on
public offering, the Polish Financial Su-
pervision Authority (PL: Komisja Nad-
zoru Finansowego, KNF Board) issues

recommendations for an issuer to put
an end to any breach of information
requirements. The purpose of a rec-
ommendation is to allow the issuer to
eliminate non-compliance as soon as
possible by amending the relevant fi-
nancial statements, and to ensure that
the users of financial statements have
access to fair and complete infor-
mation. The implementation of rec-
ommendations is monitored.

In 2020, recommendations on financial reporting were issued to 24

issuers.

3 Review of non-financial information and enforcement actions

Under Article 49b of the Accounting
Act!?, entities, including issuers whose
securities are admitted to trading on a
regulated market, must include in
their management or directors’ re-
port, as a separate part, a non-finan-
cial statement, or prepare a separate
non-financial report.

In 2020, the enforcement of non-fi-
nancial information involved analysis
of completeness of non-financial re-
ports of all issuers under Article 49b of
the Accounting Act, which means that
the reports were reviewed for the
presence of the following information
to the extent necessary to evaluate
the issuers’ business:

9 Act of 29 July 2005 on public offering, condi-
tions governing the introduction of financial in-
struments to organised trading, and public
companies (Journal of Laws 2020, item 2080,
as amended).

9

— ashort description of the entity’s
business model;

— the non-financial key perfor-
mance indicators relevant to the
entity’s business;

— a description of the policies ap-
plied by the entity in relation to
environmental, social and em-
ployee matters, respect of human
rights, anti-corruption and brib-
ery matters, as well as a descrip-
tion of the results of those poli-
cies;

— a description of due diligence
processes, if the entity applies
them within the framework of
the above-mentioned policies;

10 Accounting Act of 29 September 1994 (con-
solidated text: Journal of Laws 2021, item 217
as amended).
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— a description of material risks in
the entity’s business that may ad-
versely affect non-financial mat-
ters, and a description of how
those risks are managed.

Additionally, for a selected sample of
non-financial information, the reviews
carried out in 2020 covered the mat-
ters indicated in the ESMA Public
Statement on European common en-
forcement priorities for 2019, In par-
ticular, the non-financial information
was reviewed in terms of inclusion of
the following disclosures:

— the description of related due dil-
igence processes in relation to
non-financial matters;

— climate change-related matters,
including: information on the im-
pact of climate change on the is-

Non-financial reporting

suer, and information on the con-
sequences of the use of the is-
suer’s products and services by
customers for climate change and
the environment;

— an explanation of the methods
applied by the issuer to carry out
the assessment of materiality of
non-financial information, includ-
ing the selection of relevant time
horizons when assessing materi-
ality, and the analysis of the
needs of different stakeholders;

— whether consideration was given
to both the impact of non-finan-
cial matters on the issuer and the
impact of the issuer on non-finan-
cial matters (‘double materiality
perspective’);

— the impact of the covid-19 pan-
demic on non-financial matters.

The disclosure requirements for non-financial information for 2019 ap-

plied to 150 issuers, including:

— 7 issuers in relation to entity-level reports only,

— 49issuers in relation to group-level reports only,

— 94 issuers in relation to both entity-level and group-level reports.

A total of 154 non-financial disclosures for 2019 were made public by

issuers, including:

— 69 statements,

— 81l reports,

— 4 integrated reports.

Six issuers benefited from the exemp-
tion from the obligation to make non-
financial statements/reports pursuant
to Article 49b(11) of the Accounting

Act, as a non-financial statement/re-
port containing information concern-
ing the relevant issuer had been pub-
lished by the higher level parent.

11 https://www.esma.europa.eu/sites/default/files/library/esma32-63-791 esma_european com-

mon_enforcement priorities 2019.pdf

10
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The non-financial statements/reports
for 2019 were prepared in accordance
with the following standards:

— GRI (Global Reporting Initiative) —
66 issuers,

— SIN (Non-financial Information
Standard) — 28 issuers,

— own standards — other issuers.

In 2020, as part of the enforcement of non-financial information, were

issued recommendations to 4 issuers due to identification of non-

compliance areas such as failure to include a description of the non-

financial key performance indicators relevant to the entity’s business.

4 Analysis of timeliness of publication and completeness of the issuers’

periodic reports, and enforcement actions

As of 31 December 2020, the require-
ment to publish periodic reports pur-
suant to Article 56(1) point 2 of the Act
on public offering applied to 425 issu-
ers whose securities are admitted to
trading on a regulated market, other
than investment funds.

In addition, as of 31 December 2020,
317 issuers that were parent compa-
nies of groups were required to pub-
lish consolidated periodic reports.

In total, in 2020, more than 2 thou-
sand periodic reports were published
by issuers.

435 issuers whose securities are ad-
mitted to trading on a regulated mar-
ket other than investment funds were
subject to the requirement to publish
the reports periodic for 2019.

As part of the Supervisory Stimulus
Package for Security and Develop-
ment to support the capital market,
the UKNF prepared legislative pro-
posals to extend the time limit for is-
suers for publication of:

11

— annual financial statements and
consolidated annual financial
statements for 2019 - by two
months;

— quarterly reports and consolidated
quarterly reports for the first quar-

ter of 2020 — by 60 days.

The above-mentioned changes came
into effect by Regulation of the Minis-
ter of Finance of 7 April 2020 deter-
mining different time limits for the
performance of certain reporting and
information obligations (Journal of
Laws 2020, item 622).

84 issuers used the extension of re-
porting deadlines for annual financial
statements for 2019, and 91 issuers
used the extension of reporting dead-
lines for the report for the first quarter
of 2020.

In the case of 20 issuers there were
problems with the timely fulfiiment of
periodic reporting requirements. En-
forcement actions were undertaken in
relation to those entities.
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The enforcement actions undertaken in 2020 with regard to the time-

liness of publication of the issuers’ periodic reports included:

— 12 cases where a competent department of the UKNF was asked to

request the Warsaw Stock Exchange to suspend trading in securi-
ties pursuant to Article 20 of the Act on trading in financial instru-
ments'?, in connection with a failure to publish periodic reports in
a timely manner or a failure to include in the annual and half-yearly
reports, as appropriate, the auditor’s report on the audit or review
of financial statements, including:

3 — lack of the report for 2019,

3 — lack of the auditor’s report on the audit of financial state-

ments for 2019,

3 — lack of report for the first half of 2020,

3 — lack of the auditor’s report on the review of financial state-

ments for the first half of 2020.
9 recommendations issued to issuers due to their failure to publish
periodic reports in a timely manner or failure to include in the an-
nual and half-yearly reports, as appropriate, the auditor’s report on

the audit or review of financial statements.

As part of the monitoring of complete-
ness of periodic reports, special atten-
tion was paid to the compliance by is-
suers with the provisions of the Regu-
lation on current and periodic infor-
mation®® in relation to the inclusion of
descriptions required for each type of
periodic report, in accordance with
Chapter 4 ‘Periodic reports’ of that
Regulation.

The supervision also covered an as-
sessment of compliance by issuers
with ESMA Guidelines on Alternative
Performance Measures (APM) in their

periodic reports for 2019 and the first
half of 2020. Since most irregularities
were identified in that area, issuers
should pay special attention to it when
preparing their periodic reports for
the next reporting periods. Issuers
may find it helpful to refer to the
Questions and Answers on ESMA
Guidelines on APMs!** which ESMA
updated on 17 April 2020 by including
additional practice guidelines explain-
ing how to apply ESMA Guidelines on
APMs in the context of covid-19.

12 Act of 29 July 2005 on trading in financial instruments (consolidated text: Journal of Laws 2020,

item 89, as amended).

13 Regulation of the Minister of Finance of 29 March 2018 on current and periodic information pro-
vided by issuers of securities and on conditions under which information required by legal regulations
of a third country may be recognised as equivalent (Journal of Laws 2018, item 757).

14 https://www.esma.europa.eu/sites/default/files/library/esma32-51-370 gas on esma guide-

lines on_apms.pdf

12
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As part of the enforcement actions undertaken in 2020 in relation to

the enforcement of completeness of issuers’ periodic reports, 57 rec-

ommendations were issued to issuers pursuant to Article 68(5) of the

Act on public offering, to submit, supplement or correct periodic re-

ports. Those included recommendations:

to ensure full application of ESMA Guidelines on APMs in con-
nection with the identification of the following irregularities:
failure to provide reasons for applying a specific APM, failure to
define the measures used, failure to explain the changes in the
presentation of financial indicators, lack of reconciliation for
comparative data,

to supplement the report with information on the appointment,
composition and operation of the audit committee,

to supplement the report with information about the remuner-
ation paid and due to members of the management board and
supervisory board,

to supplement the report with an opinion of the supervisory
board on the audit firm’s disclaimer of report,

to provide in periodic reports information about orders secured,
with a commentary on the prospects for executing the orders;
to provide a detailed description of risk factors in the manage-
ment or directors’ report,

to exercise due care when presenting data, e.g. to indicate units
for the economic values discussed and currencies for contracts
and loans, and to ensure a correct presentation of the list of

qualifying shareholders.

5 Review of issuers’ inside information and enforcement actions

As of 31 December 2020, the require-
ment to publish inside information ap-
plied to 489 issuers, whose securities
are admitted to trading on a regulated
market (national and foreign issuers of
shares, issuers of covered bonds, local
government units, issuers of invest-
ment certificates and issuers of bonds)
and 460 issuers whose securities are
admitted to trading on an alternative

13

trading system (issuers of shares and
bonds).

As regards the issuers whose securi-
ties are admitted to trading on an al-
ternative trading system, the supervi-
sion of inside information, in accord-
ance with Article 68b(1) of the Act on
Act on public offering, is carried out by
the organisers of an alternative trad-
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ing system (i.e. Warsaw Stock Ex-
change and BondSpot). To that end,
the KNF Board cooperates with those
organisers and intervenes when an
ATS organiser has difficulty in obtain-
ing explanations from issuers or iden-
tifies a material breach of obligations
concerning inside information.

Due to the covid-19 pandemic, as part
of the monitoring of inside infor-
mation subject to publication, in 2020
special attention was paid to the im-
mediate disclosure of all material in-
formation on the impact of the pan-
demic on the issuers’ fundamental pa-
rameters, forecasts or financial posi-
tion, as required by MAR?’. In times of

uncertainty caused by covid-19 pan-
demic, it is essential that issuers as-
sess whether any inside information is
created when preparing periodic re-
ports. For example, the need to iden-
tify and publish inside information
may arise when issuers recognise im-
pairment losses and/or provisions. If
during the financial period an issuer
notes significant changes in the reve-
nue or costs in relation to previous re-
porting periods, the issuer should also
assess such data for the existence of
any new inside information.

In 2020, as part of the supervision of issuers’ inside information, 67

recommendations were issued to stop infringements of information

disclosure obligations, due to:

— a failure to identify the parties to contracts concluded by issuers,

the financial terms or the subject-matter of contracts, specific con-

tractual stipulations, information on the links with the counter-

party, conclusion of annexes to contracts, difficulties in contract

performance,

— afailure to make public information on: the submission of an appli-

cation for the opening of restructuring or insolvency proceedings,

the court decisions made in the course of restructuring and insol-

vency proceedings, material assumptions in the restructuring plan,

— Processes protracted (including processes related to the purchase

or sale of assets, acquisition of other entities), in particular due to

the failure to properly identify subsequent inside information, up-

date information on the results of subsequent stages,

15 Regulation (EU) No 596/2014 of the Euro-
pean Parliament and of the Council of 16 April
2014 on market abuse (market abuse regula-
tion) and repealing Directive 2003/6/EC of the
European Parliament and of the Council and

14

Commission Directives 2003/124/EC,

2003/125/EC and 2004/72/EC.
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a failure to identify the opening of negotiations as inside infor-
mation, a vague designation of the subject-matter of the negotia-
tions and the counterparty,

a failure to provide details concerning the receipt of funds as part
of the ‘anti-crisis shield’,

a failure to properly notify the KNF Board of the fulfiiment of the
requirements for delay disclosure to the public of inside infor-
mation,

a failure to include complete and accurate information to allow the
assessment of an event by reasonable investors, a failure to iden-
tify the information on deterioration in the financial position as in-
side information, inaccurate indication of the circumstances and
reasons of such deterioration,

the need to identify inside information in connection with prepar-

ing periodic reports.

The purpose of the enforcement ac-
tions taken in that respect was to en-
sure that inside information was made
public by issuers in a manner which al-
lows investors to access such infor-
mation quickly and make a full, proper

and timely assessment of such infor-
mation.

6 Selected areas of financial reporting that require attention

6.1 Financial reporting

Following the 2020 review, this report
presents issues that require attention
while drawing up financial statements
for the financial year 2020 and subse-
qguent reporting periods. This will in-
clude requirements covered by
ESMA’s most recent common enforce-
ment priorities.

In addition to topics directly related to
the application of the relevant ac-
counting standards, a, particular issue
is the European Single Electronic For-
mat (ESEF).

The economic effects of covid-19 may have a material impact on the

situation of many entities and, in consequence, on the key items pre-

sented in their financial statements. Proper recognition and disclosure

15
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of such impact in financial statements is a challenge, especially consid-

ering the uncertainty and volatility in the business environment. With

this in mind, when setting the European common enforcement priori-

ties for 2020, ESMA focused on the further need to ensure an appro-

priate degree of transparency on the impact of covid-19 on the issuer’s

business, applying, inter alia, the following standards. In this respect,

we would like to point to the following aspects of:

« 1AS 1 - Presentation of Financial Statements

* 1AS 36 — Impairment of Assets
e |FRS 16 — Leases

6.1.1 Application of IAS 1

ESMA points out that in the current
circumstances, considering the uncer-
tainty as to the short-term perspective
for many entities, financial statements
for 2020 should include expanded dis-
closures about going concern.

Special disclosures in that respect are
needed if management, having ana-
lysed the facts and circumstances that
may have occurred also after the re-
porting period (cf. paragraph 26 of IAS
1), has significant concerns about the
entity's ability to continue as a going
concern (cf. paragraph 25 of IAS 1).
Examples of such uncertainties may
include reduced market demand for
products or services, losing the main
market or key clients, disruptions to
supply chains, cost reduction pro-
grammes, limited access to financial
resources, material changes in the ex-
isting financing agreements.

Disclosures on going concern at an ap-
propriate level of detail must be en-
sured if the assessment of an entity’s
ability to continue as a going concern
requires a significant judgement (cf.
paragraph 122 of IAS 1), e.g. success
of a project, successful rescheduling of
repayment of financial liabilities. Dis-
closures on significant judgements are
also required when having considered
all relevant information, management
concluded that there are no material
uncertainties related to ability to con-
tinue as a going concern — in such
case, the financial statements should
include judgements and assumptions
based on which the management has

16 ESMA32-63-951 Public statement ‘Accounting implications of the COVID-19 outbreak on the calcu-
lation of expected credit losses in accordance with IFRS 9’ of 25 March 2020, and ESMA32-63-972
Public statement ‘Implications of the COVID-19 outbreak on the half-yearly financial report’ of 20

May 2020.

16
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come to such conclusion (cf. IFRS In-
terpretations Committee’s agenda
decision of July 2014 r.Y’).

During its review, the supervisory au-
thority may request information sup-
porting the issuer’s assessment (as at
the date of the financial statements)
of the ability to continue as a going
concern, and assess the consistency of
such information with the information
presented and disclosed in the finan-
cial statements, including disclosures
required under IFRS 7 on the exposure
to liquidity risk and other financial
risks.

In the uncertain times caused by
covid-19, when preparing financial
statements, in addition to the assess-
ment of the ability to continue as a go-
ing concern, it is particularly im-
portant that users of financial state-
ments have a fair and complete view
of the entity’s situation in the face of
uncertainties and that they under-
stand the key assumptions and judge-
ments made in preparing the financial
statements.

6.1.2 Application of IAS 36

In the case of many issuers, the nega-
tive impact of the covid-19 pandemic
may result in at least one indication
that an asset may be impaired (cf. par-
agraphs 9 and 12 of IAS 36), which in-
volves the need to conduct impair-
ment tests, and then may results in

17 In July 2014, the IFRS Interpretations Com-
mittee stated that the disclosure requirements
of paragraph 122 of IAS 1 would apply to the
judgements made in concluding that there re-
main no material uncertainties related to
events or conditions that may cast significant

It is extremely important that in that
respect issuers provide detailed dis-
closures on: (a) the judgements that
have the most significant effect on
the amounts recognised in the finan-
cial statements (cf. paragraph 122 of
IAS 1); (b) sources of estimation un-
certainty that have a significant risk
of resulting in a material adjustment
to the carrying amounts of assets and
liabilities within the next financial
year (cf. paragraph 125 of IAS 1); (c)
the sensitivity of carrying amounts to
the methods, assumptions and esti-
mates underlying their calculation
(cf. paragraph 129 of IAS 1), and (d)
the explanations how the covid-19
pandemic has affected those signifi-
cant judgements and the level of es-
timation uncertainty, and how that
has affected, in turn, individual items
of the financial statements.

Issuers should disclose qualitative and
guantitative information on the signif-
icant impacts of covid-19 so as to pro-
vide a clear and objective view of the
areas affected by the pandemic and of
the methods used to determine such
impacts.

the recognition of impairment loss.
Examples of such indications may in-
clude, for example, economic condi-
tions worse than expected, closure of
production plants or points of sale, as-
sets becoming idle, limited demand,
decline in prices.

doubt upon the entity’s ability to continue as a
going concern. (https://cdn.ifrs.org/-/me-
dia/feature/supporting- implementa-
tion/agenda-decisions/ias-1-disclosure-re-
quirements-relating-to-assessment-of-going-
concern-jul-14.pdf
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Where it is necessary to conduct an
impairment test or where it is re-
quired as part of the annual test (cf.
paragraphs 10 and 96 of IAS 36), the
test must be conducted. Due to the
uncertainties related to covid-19, the
assumptions made for the tests in pre-
vious periods should be updated, to
reflect the latest available information
and evidence. In practice it means that
for the purpose of measurement of
non-financial assets when preparing
annual financial statements for 2020,
the tests conducted for the last in-
terim or annual reporting period must
not be used without their proper mod-
ification.

Considering the uncertainty caused by
covid-19, issuers should take into ac-
count higher levels of uncertainty in
their impairment tests. In such cases,
should
portance of high-quality disclosures in

issuers consider the im-
relation to such uncertainty. It is es-
sential to provide clear information on
how, in connection with covid-19, is-
suers considered the risks and uncer-
tainties concerning forecasts on cash

6.1.3 Application of IFRS 16

Lessors that have granted a rent con-
cession, especially sectors most af-
fected by the impact of the covid-19
pandemic, should provide adequate
disclosures reflectin the risks that the
current market conditions may result
in significant changes in the assets
subject to operating lease agree-
ments. It should be stressed that IFRS
16 requires the the application of the
disclosure requirements of IAS 16,
IAS 36, IAS 38, IAS 40 and IAS 41 for
assets subject to operating leases.

18

flows, discount rates and the long-
term growth rate. In terms of meas-
urement, in order to reflect that
higher degree of uncertainty, issuers
should consider modelling multiple
possible future scenarios (cf. para-
graph A7 of IAS 36), if it provides more
relevant information to depict the
possible future economic develop-
ments. Alternatively, when calculating
the recoverable amount based on
value in use, the additional uncer-
tainty may be taken into account by
further adjusting the discount rate,
provided that the cash flows have not
been already adjusted for the same
risk (paragraphs 55-57 of I1AS 36). Is-
suers should also disclose significant
judgements and assumptions (cf. par-
agraph 134(d)(i), paragraph 134(e)(i)
of IAS 36 and paragraph 122 of IAS 1),
as well as details on the sensitivity of
measurements to changes in key op-
erational and financial assumptions
caused by covid-19 (cf. paragraph
134(f) of IAS 36 and paragraph 129 of
IAS 1).

Lessees should disclose entity-spe-
cific qualitative and quantitative in-
formation specified in paragraph 59
of IFRS 16 concerning the nature and
main characteristics of lease, future
cash outflows to which the lessee is
potentially exposed that are not re-
flected in the measurement of lease
liabilities, including exposures arising
from variable lease payments, exten-
sion and termination options, resid-
ual value guarantees and leases not
yet commenced to which the lessee
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is committed, or restrictions or cove-
nants imposed by lease contracts.
Lessees should also consider providing
additional information indicated in
paragraph B48 of IFRS 16, which will
help users of financial statements to
understand: the flexibility provided or
particular restrictions imposed by

lease contracts, the sensitivity of re-
ported information to key variables,
and the exposure to other risks arising
from leases, for example liquidity
risks, deviations from industry prac-
tice, unusual or unique terms and con-
ditions that affect a lessee’s lease
portfolio.

6.1.4 Consolidation and business combination

The issues of consolidation and busi-
ness combination (acquisitions) under
IFRS are regulated in IFRS 10 — Consol-
idated Financial Statements and IFRS 3
— Business Combinations. The provi-
sions of both standards use terms and
concepts such as ‘control’ and ‘busi-
ness’, defined in a manner which often
requires an in-depth multi-aspect
analysis on the part of the preparer
the financial statements.

The assessment of control requires a
very careful analysis of the guidance
provided in Appendix B to IFRS 10,
concerning power over the investee.

The ability to direct the activities of

another company is often related to,

most of all, corporate rights arising
from commercial law and the com-
pany’s articles of association. Under

IFRS 10, power exists not only in situa-

tions where an entity preparing finan-

cial statements has an absolute major-
ity of votes in the governing body of
another entity (e.g. shareholders’
meeting). An investor may power over
entity if he has a significant voting in-
terest that could be less than half of
the voting rights (cf. paragraphs B41-

45 of IFRS 10). In particular, such situ-

ation may take place if:

— other shareholdings are widely
dispersed (cf. paragraph B43 of
IFRS 10),

— other investors are passive in na-
ture as demonstrated by voting

19

patterns (cf. paragraph B45 of
IFRS 10)

An important indicator for assessing
power could be the practice related to
meetings of shareholders/holders of a
given entity. If the number of voting
rights exceeds the combined number
of voting rights of other investors ac-
tually taking part in the meetings — it
is a very important indication that the
reporting entity has power over an in-
vestee. In fact, the entity may partici-
pate in the meeting, make unilateral
decisions and resolutions according to
its will and block resolutions which are
contrary to its intentions.

Another important indication of
power is the right to influence the key
management personnel of the inves-
tee. The reference to the right to ap-
point members of the key personnel
can be found in many provisions of
IFRS 10 (cf. paragraph B12(b), para-
graph B15(b), paragraph B18(a) and
(d) of IFRS 10). The mutual relation-
ships between entities should be care-
fully analysed if an employee of the re-
porting entity is appointed to a man-
agement position (member of man-
agement board, director) in another
entity.
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In the accounting for business combi-
nations under IFRS 3, the main issue is
the correct identification of the ac-
quirer. Simple acquisitions of equity
instruments of another entity usually
do not give rise to any difficulty in the
assessment of which of the entities is
the acquirer. However, for complex
transactions, one should use the guid-
ance provided in paragraphs B14-B18
of IFRS 3. There are also rare cases of
so-called reverse acquisitions, where
the legal acquirer is the acquire for ac-
counting purposes. Indications of re-
verse acquisition may include cases
where:

— after the business combination
the shareholders (owners) of the
legal acquiree have a significant
voting interest in the formal ac-
quirer (cf. paragraph B15(a) and
(b) of IFRS 3);

— the management of the legal ac-
quirer is composed of individuals
who were previously associated

with, or managed the legal ac-
quiree (cf. paragraph B15(d) of
IFRS 3);

— the size of the legal acquiree is
greater than the acquirer (cf. par-
agraph B16 of IFRS 3).

For complex business combinations,
the identification of the acquirer may
be complicated and largely based on
judgement. However, if a number of
circumstances indicate that the ac-
quirer as defined in IFRS 3 is the legal
acquiree —then the transaction should
be recognised as a reverse acquisition.
The standard expressly states that
such operations may occur when a
public entity acquires another entity
(cf. paragraph B19 of IFRS 3). It is nec-
essary to consider the occurrence of
reverse acquisition when a public
company acquires shares in a much
bigger business entity and such trans-
action involves significant changes in
the shareholding structure of the pub-
lic company and its statutory bodies.

IFRSs, including IFRS 3 and IFRS 10, require judgement while account-

ing for a number of events and transactions. Discretion is allowed for

the purpose of making judgements but it is limited by the purpose,

principles and detailed guidelines of the respective standard, and the

examples provided in the respective provisions. If the fulfilment of a

series of conditions specified in the standard indicates the occurrence

of reverse acquisition or control over another entity, then a different

judgement may turn out to be unfounded.
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6.1.5 European Single Electronic Format — ESEF

In accordance with the provisions of
the Transparency Directive®® and reg-
ulatory technical standards (RTS)* on
the specification of a single electronic
reporting format (ESEF), issuers

whose securities are admitted to trad-
ing on a regulated market in the Euro-
pean Union are required to prepare
their annual financial reports in ESEF
for financial years beginning on or af-
ter 1 January 2020.

Due to covid—19 and the related difficulties, the European Union and

Member States concerned are reviewing a proposal to postpone the

obligation to prepare reports in accordance with the ESEF require-

ments by a year, leaving the option for reporting in that format already

for 2020. Irrespective of the obligation waiver, reporting in ESEF al-

ready in 2021 may be a very valuable experience, which will facilitate

the migration to the new reporting format. The UKNF encourages is-

suers to use ESEF already in relation to the annual reports for 2020

prepared in 2021.

According to the RTS, issuers will pre-
pare their annual reports and consoli-
dated annual reports in XHTML for-
mat. Reports prepared in that format
can be opened and viewed using a
standard web browser. In relation to
consolidated annual reports, the RTS
require that the primary financial
statements® in IFRS consolidated fi-
nancial statements be marked up
(tagged) in accordance with the ESEF
taxonomy, based on IFRS Taxonomy
and using the XBRL markup language.

18 Directive 2004/109/EC of the European Par-
liament and of the Council of 15 December
2004 on the harmonisation of transparency re-
quirements in relation to information about is-
suers whose securities are admitted to trading
on a regulated market and amending Directive
2001/34/EC.

19 Commission Delegated Regulation (EU)
2018/815 of 17 December 2018 supplement-
ing Directive 2004/109/EC of the European
Parliament and of the Council with regard to

21

The XBRL tags are to be embedded in
the XHTML document using Inline
XBRL (iXBRL) specification. Further-
more, according to the RTS, starting
from 1 January 2022, notes to consol-
idated financial statements will also
be marked up using a standard of
block tagging. This means that whole
sections of notes will be marked up us-
ing single taxonomy elements.

The new RTS on ESEF require issuers
to perform an in-depth analysis for the
presence, in ESEF taxonomy, of the

regulatory technical standards on the specifi-
cation of a single electronic reporting format
(hereinafter: RTS on ESEF)

20 A statement of financial position (balance
sheet), a statement of profit or loss and other
comprehensive income (income statement,
profit and loss account), a statement of cash
flows, a statement of changes in equity.
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tags needed to identify specified items
in the primary financial statements®.
Such analysis is intended to prevent
unnecessary formation of taxonomy
extensions, which may only be cre-
ated if none of the taxonomy ele-
ments corresponds to the given item
of the financial statements. It should
also be noted that taxonomy exten-
sion elements must be created in ac-
cordance with the principles set out in
the RTS and the ESEF Reporting Man-
ual?! available on the UKNF website.

A fundamental issue in reporting in
ESEF is that according to Article 3 of
RTS, issuers shall prepare their whole
annual financial reports in XHTML for-
mat, so all the elements of the consol-
idated and individual annual report
should be prepared in XHTML format.
Issuers may include all the elements of
the report in one XHTML file or pre-
pare each element of the report as a
separate XHTML file. Financial state-
ments prepared in accordance with
the new requirements replace the
statements prepared so far in other
formats (mostly PDF). This means that
signed consolidated financial state-
ments marked up in Inline XBRL for-
mat, (being an element of a consoli-
dated annual report) should be pub-
lished on the issuer’s website (Article
63 of the Act on public offering). Cer-
tainly, the issuer may choose to pub-
lish on his website documents in PDF
format reflecting the periodic report.
At the same time, if an issuer pub-
lishes on the website documents re-
lated to annual reporting other than
those which have been published via
the ESPI system, the issuer should

21https://www.knf.gov.pl/knf/pl/kompo-
nenty/img/Esef reporting manual 68573.pdf
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publish a notice that they do not rep-
resent elements of the annual reports
already published.

According to the current regulations,
auditors will audit financial state-
ments prepared in XHTML format. The
scope of auditor’s review of each re-
port in ESEF, including reports marked
up using the Inline XBRL standard, co-
vers the verification of correctness of
the format applied as well as the com-
pleteness and correctness of assign-
ment of tags to each item of consoli-
dated financial statements.

It is also important to ensure that ap-
propriate elements of annual reports
are signed by persons obliged to sign
them. Elements of the published an-
nual report and consolidated annual
report, respectively, which under rele-
vant regulations must be signed with
an electronic signature include: finan-
cial statements, management or di-
rectors’ report, and audit report.

The obligation to prepare reports in
XHTML format in accordance with
ESEF applies to all issuers of securities
listed on regulated markets. Yet, an is-
suer that submits financial statements
in ESEF to ESPI will not have to fill out
the forms for the reports prepared in
the previous formats (R, RS and SAR).

In 2020, the UKNF worked to adapt
the existing ESPI system to the adop-
tion, validation and publicity of ESEF
reports. New forms were made availa-
ble for the purpose of reporting in
ESEF: the SRR form for consolidated
annual reports containing marked up
financial statements prepared accord-
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ing to IFRS, the RR for non-consoli-
dated (separate/individual) annual re-
ports, and the SRR-I form for consoli-
dated annual reports containing finan-
cial statements prepared according to
standards other than IFRS. Issuers
should make sure they choose the
right form to submit their annual re-
port.

The adaptation of ESPI to the ESEF re-
quirements marks the beginning of a
new reporting platform for the ex-
change, between issuers and the su-
pervisory authority, of user-friendly
information based on modern infor-
mation technologies.

Additionally, in 2020, representatives
of the UKNF were engaged in EU work-
ing groups monitoring the preparation
for the implementation of ESEF. The
outcomes of that work included e.g.

23

determination of the scope and proce-
dures for validation and verification of
financial statements in ESEF, and anal-
ysis of specific cases onf application of
ESEF. On national level, in October
2020 the UKNF conducted tests of re-
porting in ESEF for the first, limited
group of issuers. In November the
UKNF organised a webinar to present
the rules of reporting in ESEF and the
conclusions on the tests. Due to a very
strong interest, the tests of reporting
in ESEF were also conducted in Janu-
ary/February 2021. Additionally, the
UKNF communicates statements and
explanations on detailed issues re-
garding reporting in ESEF, both on an
individual basis (by giving answers to
guestions from individual issuers) and
as part of public communication
(Q&As, statements and communica-
tions from supervisory authorities) on
the KNF website.
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6.2 Non-financial reporting

As part of its enforcement priorities
related to non-financial statements
for 2020?% ESMA notes that the covid-
19 pandemic has also had impact on
issuers’ activities in relation to non-fi-
nancial matters. It is therefore im-
portant to provide transparency, in
non-financial statements, on the con-
sequences of, and the mitigating ac-
tions taken by issuers in relation to,
the pandemic.

Another area which requires appropri-
ate disclosures of non-financial infor-
mation for 2020 are the social and em-
ployee matters, in particular:

— social inclusion and diversity in
the light of various calls from dif-
ferent parts of the civil society to
ensure equality and to fight rac-
ism,

— observance of the occupational
health and safety rules during the
covid-19 pandemic, the issuer’s
policy on health and safety, and
the methods for measuring pro-
gress in its implementation,

— theresilience of IT infrastructures
and the issuer’s ability to prevent
and manage cyberattacks in con-
nection with the increased use of
home-working arrangements.

ESMA also
portance of disclosures on the busi-

emphasises the im-

ness model and value creation. In that
area, issuers are expected to:

—  provide information about their
strategy and methods of its im-
plementation,

22 https://www.esma.europa.eu/sites/de-
fault/files/library/esma32-63-1041 pub-
lic_ statement on the european com-
mon_enforcement priorities 2020.pdf
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— provide clear, understandable
and factual explanation of the
functioning of the issuer’s busi-
ness model, its expected future
development, its impact on non-
financial matters and the effects
of those matters for the issuer’s
business model, the degree of re-
silience of the business model to
the consequences of exceptional
events such as the covid-19 pan-
demic,

— disclose their definition of value
creation and to explain the link
between their process of value
creation and their objectives re-
lating to non-financial matters,

—  highlight and explain when mate-
rial changes to their business
model and their value creation
ability have taken place in the re-
porting period,

— disclose the impact of the pan-
demic on the business model and
value creation over the short,
medium and long term and on
the policies put in place to ad-
dress the non-financial matters.

Additionally, ESMA reminds issuers of
the need to disclose risks related to cli-
mate change. Issuers should disclose,
where material, both physical and
transition risks related to climate
change with reference to different
time horizons as well as any measures
put in place to prevent such risks from
materialising and to mitigate their ef-
fects.
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7 Summary

The purpose of publication of issuers’
information is to provide stakeholders
with information that is useful in mak-
ing investment decisions. Regulated
information should provide an appro-
priate level of detail, which will help to
fully understand the impact of a given
topic on the issuer’s activities. It is par-
ticularly useful to take into account in-
formation that is entity-specific. In the
current situation, it is particularly im-
portant to consider any judgements,
estimates and disclosures in the areas
where the impacts of pandemic are
expected.

It should be remembered that:

25

including many pieces of irrelevant
information reduces the ability to
understand the report,

the fair and comprehensible re-
porting may require disclosure of
additional information which is not
explicitly required by specific provi-
sions,

boilerplate language should be
avoided,

facts and circumstances that re-
quire a particular analysis and eval-
uation by the management may
constitute material information ex-
pected by users of regulated infor-
mation.
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