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From the Editorial Committee

We are giving you the next 26th (2/2019) issue haf Quarterly of the Faculty of
Management of the Rzeszow University of Technolegtitied “Modern Management
Review".

The primary objective of the Quarterly is to prompublishing of the results of scien-
tific research within economic and social issuesdonomics, law, finance, management,
marketing, logistics, as well as politics, corperhistory and social sciences.

Our aim is also to raise the merits and the inti@wnal position of the Quarterly pub-
lished by our Faculty. That is why we provided fgreScientific Council, as well as an
international team of Reviewers to increase thaevaf the scientific publications.

The works placed in this issue include many assiomptand decisions, theoretical so-
lutions as well as research results, analyses, ansgms and reflections of the Authors.

We would like to thank all those who contributedhe issue of the Quarterly and we
hope that you will enjoy reading this issue.

With compliments
Editorial Committee
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Adriana BUZDUGAN 2

THE POTENTIAL OF THE DEVELOPMENT
OF ECOTOURISM IN THE REPUBLIC OF MOLDOVA
THROUGH THE PRISM OF NATIONAL
TOURIST AREAS

The Republic of Moldova is an important area forrigm, rich in natural objectives and com-
plexes allowing the development of a sustainaklie fof tourism — ecotourism. Therefore, it
is worth noting the presence of natural ecosystbwishave the potential for ecotourism de-
velopment in the protected areas and other naenréories, which have good natural condi-
tions for outdoor activities, such as: hiking, 8aand fauna observation, sports and cultural
activities. This study presents the analysis oRbpublic of Moldova protected natural areas
which are 8 national tourist zones with major oppoities for the ecotourism development.

Keywords: tourism, ecotourism, tourist areas, tourist pa&nteservations, natural areas.

1. INTRODUCTION

Ecotourism is one of the areas of scientific aratfical concern in most countries of
the world, as it contributes to sustainable devalept through its activities. The modest
geographic dimensions of urban areas in the RepabMoldova cannot allow mass tour-
ism to take place. Ecotourism reveals a real oppdyt for the development of the country's
areas that have the resources and conditions regess its revaluation. Ecotourism is
a safe alternative for capitalizing on natural kecabes and ecological biodiversity in inter-
national tourist attractiveness.

The aim of the researchis to identify ways of developing and promotinglegical
tourism in the Republic of Moldova as a businespoofunity with its substantial ad-
vantages.

Methodology of research Research methods in the investigation and eltibaraf
the scientific approach have served: observatiothaak induction and deduction, logical
analysis and synthesis, investigation method, giyedmd comparison.

1 Maria Himuraru, PhD, Associate Professor, Moldova Statevéssity str. Alexe Mateevici,
60 Chisinau,MD-2009 Republic of Moldova; e-mail: magamurari@gmail.com (corresponding
author). ORCID: 0000-0002-8197-2973.

2 Adriana Buzdugan, PhD, Associate Professor, MadBtate University str. Alexe Mateevici,
60 Chisinau,MD-2009 Republic of Moldova; e-mail: Hugan.adriana@gmail.com. ORCID:
0000-0002-1551-7964.
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Concepts on ecotourismOne of the first eco-tourism definitions foundtie specialist
literature has been in 1988 withime Belize Program initiated by Rio Bravo Conservation
& Management Area: “Ecotourism is a form of low iagh environmental tourism based
on its appreciation and where a conscious effartage to re-invest an appropriate portion
of revenue to conserve the resources on whicHiéstdt is a form of sustainable tourism
that provides benefits to the local population” Ading to Hector Ceballas Lascurain
(1983), “Ecotourism is a tourism that involves &hin relatively unobtrusive areas for the
purpose of admiring, studying, enjoying landscafasna, plants, and some cultural re-
sources” Cater Erlet says that alongside nature must be some anthregazirces, stating
that ecotourism is “a journey to human enjoymersebleon the diversity of natural life and
human culture without causing destruction or degtiad”, a definition that is much closer
of ecotourism. According to D. Weaver (2002), ecioigm is “a form of tourism based on
experiences of studying and appreciating the neé&imaronment as well as its other com-
ponents, all contained within the social contexthiat area”. He argues that the protection
of the environment and culture, in the manner stanable development principles, will
enrich the basic natural and cultural resourcab®flestination and promote the viability
and the pursuit of this activity.

In the Republic of Moldova, the term ecotourisrdédined as a form of tourism oriented
towards the knowledge of nature and its presematigthin the Law on the organization
and development of tourism activity in the Republidvioldova (no. 352 of 24.11.2006).

Although some details vary in concept definitiomst ecotourism approaches reflect
the same basic criteria that need to be emphasizecs, generalizing the above and at the
same time representing the author's point of viee,can conclude that “ecotourism is
a form of tourism carried out in natural areas, séhpurpose is to know and appreciate
local nature and culture, conservation and ensactge involvement, generating benefits
for the local population”. Thus, ecotourismreggarded as a concept with principles, as
a business opportunity and as an evolving market segment, being a form of tourism in
natural areas.

2. THE TOURIST POTENTIAL OF THE REPUBLIC OF MOLDOVA

The Republic of Moldova has a rich natural envinenmt in terms of landscape diversity
and geomorphology. The diversity of landscapeseigtitened by the numerous forest
lands, steppe, river meadows, rocky terrain, ahdrst Even if it is a quite small country,
the tourist potential of the Republic of Moldovajigite significant in terms of natural mon-
uments and historical-cultural values that alloeslbihoad development of ecotourism. Rep-
resentative elements of the natural potential, iign provide a quality that is necessary
for the development of ecotourism, attee relief (plateaus, hills and plains, the altitude of
the relief in the Republic of Moldova ranges frorméters to 429 meters, the average alti-
tude is about 150 of meterg)jmate (temperate-continental is formed due to the parsiti
of the country at approximately equidistant diseafrom the equator and the North Pole);
hydrographic network (the reserves of Moldova's waters are quite mydeegetation
(varied and rich in species, two areas of vegetadi® distinguished in Moldova: steppe
and silviculture)fauna (animals living in forests, plains, plateaus aiidguished, some
rodents are characteristic of steppe regions, thereswans in lakes and ponds, various
species of fish storks). Due to the unbalancedoégpion of these representative elements
of the natural environment, especially the fautmafand waters that are most sensitive to
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the uncontrolled human impact, have emerged teiegowith special protection status,
which are termed natural protected areas.

State-owned natural areasare defined as “bulky areas of biosphere includingand
aquatic areas that are totally or partially permdligeor temporarily excluded from the in-
tensive economic and tourism circuit and are intein protect and improve the quality of
the environment, conservation and safeguardingalatesources, the protection of objects
and natural or artificial phenomena of scientifadue”.

Areas protected by natural value and low levelsurhan intervention on their territory
are the best examples and models for natural amdrssural ecological systems. Thus,
both the assessment and monitoring of the statatofal capital, as well as the develop-
ment of knowledge, can be achieved in pilot areab sis protected areas.

The State Protected Areas Fund of the RepublMaidflova includes natural objectives
and complexes of primary value for conservatiohio€liversity and economic equilibrium
and for the ecological education of the populatibmese are categories of natural objects
and complexes: scientific reservations, naturamegions, landscape reservations, nature
monuments, national parks, botanical gardens, déogical gardens, multipurpose areas,
zoological gardens, biosphere reserves etc. Olgact€omplexes in protected areas are of
international, national and local importance.

2% 1%

= Natural reservations

= Scientific reservations
Landscape reservations

) Monuments of nature

4 = Multifunctional areas

= Other

Figure 1. The protected areas functional structure
Sourceelaborated by author.

The main objective of theatural reservesis to provide optimal conditions for protec-
tion and recovery of different species, plant comities and significant animals, that
are nationally important. The most representatistural forest reserves are: Rososeni
(Briceni), Baurci (Cahul), Sadova #f@rasi), Flamanda (Vulgnesti). We also have nine
natural medicinal herb reserves: seani (Briceni), Hryca (Camenca), Ldgesti
(Hancsti), Seliste (Nisporeni), that protect and preserve differaeticinal herb species.
There are also mixed reserves, such as Cantemimd@i), Letida Albki (Leova) and
Togai Stefan Vodi).

The priority objective of thecientific reserves are environmental protection, scientific
research and people's ecological education. Thierscame important reserves in Republic
of Moldova, that are interesting for tourists amdestists. They are: Plaiul Fagului
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(Ungheni), lagorlac (Lozova), Prutul de Jos (Caheijlurea DomneaddGlodeni), Codru
(Strageni).

The objective of théandscapereservesis to preserve nationally important natural land-
scapes. Their use is regulated for economic, tieyrisultural and recreational purposes.
The most representive reserves arupPea Harbost (Anenii Noi), The geological and
palaontological complex of Lopatnic River (Briceniunca inundald (Cantemir), Codri
Tigheci (Cantemir), Suta de Movile (Rani), Coduti (Soroca), Carbuna @hari).

The Monuments of nature preserve and contain the history and beauty ottountry.
Scientist often do research there.

Theresource reserves are created in order to protect some types of switl resources
in their natural condition. It also includes presgion of artificial diversity, such as: botan-
ical gardens, dendrological gardens, zoologicatlgras and other landscape monuments.
People, usually, create different plant and anicadlections in these reserves for educa-
tional, informational and touristic purposes.

The objective ofthe landscape architecture monuments is to protect and capitalize
architectonic landscape compositions, that sengegene pool deposit for plants.

1 table represents the number and the surfaceotifdva’s protected areas.

Table 1.The protected area categories from the Republicatitta

Ne. The protected area categories Number Surface, hg
1 Scientific reserves 5 19 378,0
2 Monuments of nature:

 geological and palaeontological; 86 2681,8

« hydrological; 31 99,8

* botanical. 13 125,2
3 Natural reserves:

- forestry; 51 5001,0

 of medicinal herbs; 9 2796,0

* mixed. 3 212,0
4 Landscape reserves 41 34 200,0
5 Resource reserves 13 532,0
6 Multifunctional management areas 27 1029,0
7 Botanical gardens 1 105,0
8 Dendrological gardens 2 104,0
9 Zoological gardens 1 20,0

10 Landscape architectury monuments 21 304,9
11 Urban zones 3 94 705

Total 470 161 286,1

Sourceelaborated by the author.

The natural protected areas from the Republidlofdova represents the key-point for
ecotourism practice, as | mentioned, they are ssgmted by 5 forestry scientific reserves,
63 natural reserves, 130 monuments of nature wifreased interest for tourists, 41 land-
scape reserves, that offer relaxing and informatipossibilities for tourists, 13 resource
reserves, 27 multifunctional management areasatieadivided in 5 steppe vegetation sec-
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tions, 25 meadow vegetation and 2 forest curta@éetians, 1 botanical garden, 2 dendro-
logical gardens and 1 zoological garden. Theséosectorm internal ecotouristic offer, we
only should protect and capitalize these beaupifates of Moldova.

There are hundreds of ecotouristc important plac&epublic of Moldova, that worth
be exploited by internal tourists, which are welbkwn and promoted.

The natural fund formed blgotanical objectives: forest and forestry reserves, parks,
botanical and denrological gardens, secular tfeesstry sections, steppe flora plots and
others, represent imposing touristic resourcesmoairistic activities.

The most attractive seasons for ecotourists aregspnd early summer, when they can
admire the growth of such plants as acacia, tleaterorded in 76 similar areas. The beau-
tiful images and flavour of these areas is an etitya, that could be the base of special
ecotouristic trips, where we could include alsocédnoney degustation, made by local
masters. This element could be supplementary, yrigiwpreciated by tourists service.

Some settlements views, that are specific becafuiieeir unique landform contrasts,
represents an exclusive value for the Republic ofddva and ,also, an important ecotour-
istic value, because this is central ecotouriskcg. Fruits, grapes, honey, the delicious
products made by locals, that promote healthytiifesare pure ecological products, that
could by the main point of attraction four foreignotourists. The Republic of Moldova
could be a refuge for ecotourists, that everydagilh urban environment, who want a shel-
ter or a relaxing place with an advantageous procenpared to other countries with
developed ecotourism.

The protected areas, especially national parksyalareserves, biospherical reserves,
landscape architecture monuments get a real tmuvisiue.

As a result of natural areas analize in the RapubiIMoldova, we can distinguish eight
touristic zones with major potential:

1. Touristic zone Eding-Ocnita with three subareas: Edinécnita and Dondseni.
This zone is beautiful for it's exclusive naturabmaments and cultural-historycal objec-
tives. The main touristic attractions ayeplogical reserves. Naslavcea, Megeuca;Den-
drological parks: Taul, Mandac, Carasani; Landscape and recreative forests: Garbova,
Tetcani, Giordingti; Secular oak trees: BranzeniKarst landscape monuments: Crive cave,
Fetati, Branzeni, Caraceni, Butati, Horodiste, the Prut toltres — unique monument for
entire EuropeWater storage: Costati-Stanca. This offer could be completed by différe
historical-cultural objectives, such as churchésstorical and art monuments — Larga, Lip-
cani, Pererita, Criva, CorjguPetrgeni, Otaci, Mircauti, Nadarauti, Codreanca etc., Ar-
cheological points: Butti-keys, Duruitoarea cave. This zone offers goodditions for
developing of a relaxing, scintific, cultural ancbéogical tourism, beacuse some of regions
from this zone, such as Ogaiand Eding are part of ,Prutul de sus” Euroregion, thatato
developing of infrastructure and territory improwemt transport and communication route
extension, provide ecological security and mangotienefits, as a result of border coop-
eration.

The ecotourism offer can also be complemented &yyncultural and historical objec-
tives, such as churches — historical and art montsne from Larga, Lipcani, Pererita,
Criva, Corjeuti, Petruseni, Otaci, Marcauti, NadgiraCodreanca etc., archaeological sites:
Keys from Butsati, Duruitoarea cave. This area offers conditiomsthe development of
recreational and recreational tourism, scienttfidiural and especially ecotourism, as some
regions of the given area, such as Ocnita, Edametpart of the “Prutul de sus” Euroregion,
which allows the harmonization infrastructure depehent and spatial planning, extension
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of transport and communications routes, ensuringr@mmental security, as well as other
benefits from cross-border cooperation.

2. Tourist area Balti. Within this area, monuments of outstanding ecagtia and sci-
entific value are concentrated, such as the Pyrieetest Reserve, the Colonial Birdland
Colony, the relict Lake La Fontal, the Cubolta Rdhe Landscape Reserve Izvoarele-Ri-
sipeni, Aquatic ecosystem “La moara” in Recea, Atmong the cultural and historical
monuments, within the tourist area Balti, can bentio@ed churches, historical and art
monuments, mansions and castles, ethnographic msseu

The Scientific Reserve “Padurea Domnéassthe largest natural reserve on the terri-
tory of Moldova, it has been taken under stateqmtiin since 1993 and is one of the most
valuable and old European meadow forests, it wtabkshed on the forests of the Prut
meadow , the detours of Balatina and Calinestitated surface being 6,032 ha. The terri-
tory of the reserve is a slope with a north-to-bosibpe, predominantly alluvial soils,
meadow chernozems, at the edge, where the forestis eontact with grassy formations —
salty soils (Buatari, 2003). Over the past decades, these forasts lheen destroyed with-
out mercy. Many forests with secular trees havenlipated. Today, measures are needed
to re-establish all the stands, moreover the degréatest sectors and the reconstruction of
the other ecological conditions (Postolache, 1995 data area has a well-developed
transport infrastructure, provides road, rail airdiaks inside and outside the country, of-
fers good access to all tourist attractions. Sévegions in the area such as Falesti, Glodeni,
Riscani are included in the “Prutul de Sus” Euramsagand Florgti is part of the “Siret-
Prut-Nistru”, which makes it possible to betteritalze resources and develop the activity
ecotourism, as well as the creation of an attraatatural environment for the development
of tourist activities.

3. The Codru tourist areawith four sub-areas: Orhei, Telatie Cilarasi, Hancati,
represents the most important area for ecotourigoioiation, having natural protected
areas such as: 2 scientific reserves, 10 natueevessand 28 nature reserves.

A special interest is represented by the scientdservations, the “Codru” Scientific
Reserve, in territorial aspect, is divided intcethsub-zones: the strictly protected area, the
buffer zone and the transit area, that is, thaiqoof the reservation where tourist activities
are practiced. The reservation was created forghson that it is highlighted by its oro-
graphic specificity, with old forms of landslideapsaic of forest soils and rich vegetation
(Hojmichi, 2007).

The highest places (maximum altitude — 382 mati¢he basin of the Bic, Botna and
lagorlic rivers. The forest vegetation is represdnby hardwood, oak, oak and beech
forests, of the type of central European forestickvare practically located in the east of
their area{eiineman, Manuk, Hukosnaesa, Cumonos, 1980).

The second reserve is “Plaiul Fagului”, which atmpreserve and study the most rep-
resentative ecosystems in the area of Codri. Pagului, is a picturesque natural scenery,
a precious treasure of Moldavian nature. The teyriof the reserve is partly accessible for
ecological tourism. This complex of natural ecosgsd, the site of biodiversity, is an object
of research, a laboratory under the open sky. &tgdry of the reserve is very fragmented
as a consequence of erosion and landslides. Thenmaxaltitude is 408.6 m. From here,
the Bic River courses and several streams takedbarse. The reserve flora includes over
900 species of plants, of which 77 are rare, englanly including vascular plants, macro-
mycetes, lichens, bryophytes (Cuza P., Boaghe,)200 largest areas of natural forests
are occupied by hornbeams (31.5%), crickets (20&3d)carpets (18.6%). Fishes occupy
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a comparatively modest surface — 256.7 ha, oalst®reonly 232 ha. Only in these places
in the republic meet the clam, the pearl, to thedbme rare species of ferns. The fauna is
represented by nearly 200 species of animals (&@@05).

The Codru tourist area also has a very rich afealltural and historical monuments,
such as the archaeological reserve Orheiul Vedhigiwis a territory with a well-developed
and favorable infrastructure for ecotourism, the&@aourist area represents an important
perspective for the development of ecotourism éRepublic of Moldova.

4. The Chisinau tourist areaincludes forests of landscape, scientific ande&onal
interest, such as Scorteni, Capriana, lakes andspei€Chisinau, Ghidighici, Ulmu, mineral
waters - Chisinau, Speia, @eani, hunting and pisciculture. The Chisinau tdusiga can
be considered the second place according to the \althe natural heritage and the cul-
tural-historical monuments, with a well-developedirist infrastructure due to the geo-
graphical position in the area of Chisinau. Thg oft Chisinau is also known through the
Dendrariu Park, Botanical Gardens, Zoological Gaydtassified as natural areas protected
by the state and which represent important valoethe development of ecotourism.

5. The Soroca-Dubasari tourist areawith three sub-zones: Soroca, Camenca and
Dubasari. Nistru River from Dubasari to its leakagmentific reserve “lagorlic”, forests of
landscape and scientific interest: Cosauti, lsiuita, Saharna, Cotiujeni, Oniscaifiipova,
Oxéantea, Temeleudendrological park, Holercani rest base importatrtactions for the
development of rest and ecological tourism. Wegvelithat the Soroca-Dubasari area can
be a favorable area for starting the cruise orbhiester River.

6. Tourist area Cahul. This area gives little to the other regions of Bepublic of
Moldova, imposed by the landscape reserves — Ciadheciului, lakes and landscapes
from the Prut meadow, pedunculous oaks — Giurdivlesneral waters — Cahul as a spa
resort, hunting fund, cultural-historical objectveChurch of Colibg, Cheese. Being
crossed by transit roads to Ukraine and Romaniahaving an external position towards
Chisinau and other regions of the country, theisb@area of Cahul, through the develop-
ment of special tourist routes, can promote theganaf this region through the following
forms of tourism: ecotourism , rest and agreentesatment, itinerary with historical va-
lences.

7. Tourist area Vulcanesti — Cainari.The main defining elements that attribute to the
area a tourist value are: the landscaping resdriz@pghindea, the Congaz reservoir lake,
the Beleu lake, the curative mineral waters — BeaalCongaz, the fishery and hunting
grounds. Featuring modest natural resources baglfaivored by a modern road network
and a railway line, this tourist area, by includiitg resources in the tourist circuit, can
promote eco-tourism, rural tourism, recreation seweation, hunting and fishing, sports.

8. Lower Nistru tourist area. On the banks of the Dniester, within this areasiéiteated
the main recreational objectives such as parks;Hesa landscapes and embankments of
the cities of Tighina and Tiraspol, curative miriavaters — Guseni, the landscape reserve
— Turkish Garden in Copanca, medieval fortress&gghina, Tiraspol, ethnographic and
folklore museums — Olanesti, Tighina, Tiraspol. Mfitthis area, ecotourism can be de-
veloped and promoted alongside other types of4aurin the tourist area Nistru inferior
enter the scientific reservation “lagorlac”. Theagest value of the lagorlic Nature Reserve
lies in the fact that there are many rare and egelaa species of plants that enter the unique
phytocoenoses situated on the lagorlic river stepyges. The meadow vegetation occupies
small areas in the valley of the lagorlic Riverthe vicinity of the river banks there were
recorded not too large areas of marsh vegetatitim thé predominance of the following
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species: rogoz, reed, rush, lily-of-the-valley, atipipatch, yellow-stony, obligenel (Beje-
naru, 1998).

3. CONCLUSIONS

Areas protected by their natural value and lovelewf human intervention on their
territory are the best examples and models forrabfund semi-natural ecological systems.
Thus, both the assessment and monitoring of the staatural capital and the development
of ecotourism can be achieved in pilot areas sathaeight tourist areas. Protected natural
areas, through their aesthetic, recreational, gitunzd, scientific interests, are very attrac-
tive tourist attractions in the field of ecotouriemd are also a major point in its develop-
ment. Their protection, capitalization and promottlave long-term economic and social
benefits as they serve as a basis for the sustaidakielopment of ecotourism but also for
an economic establishment for the resident popuiati

The Republic of Moldova has a rich area of natakaéctives and complexes of tourist
importance, which allows the development of ecasmoras a sustainable form of tourism.
It is worth noting the presence of natural ecosyst¢hat have the potential to develop
ecotourism in protected areas and other naturakamehich have good natural conditions
for outdoor activities: hiking, flora and fauna ebgtion, sports and cultural activities.
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SMART GROWTH OF THE EUROPEAN UNION
COUNTRIES IN THE CONTEXT OF EUROPE 2020
STRATEGY GOALS

The article presents the results of research osttte of implementation of limited aspects
of the European UnioEurope 202(Strategy.Based on the analysis of statistical data, the
paper indicates possible scenario concerning theea@ment of one of the most important
Europe 2020 Strategyoal (level of R&D expenditure). An attempt wasoatsade to verify
the thesis that there is a close relation betweetevel of expenditure on R&D in relation to
GDP and the competitiveness of a given economy.fifldéngs lead to the conclusion that
there is a positive correlation between expenditrreéR&D in relation to GDP in a given
country and the competitive position of economiéswever, weak dynamics of growth in
outlays in R&D field may result in failure to ach&the assumed indicators and thus worsen
the competitive position of the EU countries in ¢ghebal world.

Keywords: European Union, Europe 2020 Strategy, R&D, innawvaticompetitiveness,
economy.

1. INTRODUCTION

The end of the 20th century and the beginning efZhst century is the period in the
European Union (EU) of overcoming stagnation amihfanew challenges in different di-
mensions: economic, political, social. These chaks forced the European Union leaders
to undertake new, unconventional and ambitiou®astiThe development goals for the EU
were defined in two strategic documents adopteihduthis periodthe Lisbon Strategy
(EU development program in 10-year period, whicls wdopted at the Lisbon European
Council in March 2000) and iBurope 2020. The Strategy for smart, sustainabk ian
clusive growthEurope 2020 Strategy). The implementation of itet 6ne ended with the
fiasco. The question about the chances of sucdetd® mther remains open. One of the
common elements of both strategic documents wasrtipdhasis on investments in the field
of research and development (R&D). These kind wéstments were (and still are) per-
ceived as the remedy for economic stagnation andtfactural weaknesses of the EU.
Moreover, support for R&D sector is the core ideading to socio-economic development
of modern economies.

One of the main objectives tife Lisbon Strategwas to make the European Union the
most competitive economy in the world. The methbdeaching this ambitious goal was

1 Daniel Dariusz Kotkowski, PhD; e-mail: dkotkowski@.pl. ORCID: 0000-0002-5963-0248.
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strengthening the research and development séR&D)? defined as a source of innova-
tion and a prerequisite for economic developmehng Jet up target was the level of invest-
ments in this area: 3% of the GDP of the Europeaiot) Although the objective dhe
Lisbon Strategyvas not achievédand the strategy itself was replaced by a new mhect
(Europe 2020 Strategy), the significance of redeard development activities that are to
be reflected in the economic development of EU tiemis still underlineti

2. GOAL AND METHOD

The economic crisis of 2008—-2009 which hit Memb&tés in a severe way has not
changed the introduction of new development paradif the EU. Moreover, the latest
social and political processes, such as the maratrisis or the results of the referendum
in Great Britain which determine the country's attamment of the European Union, do not
change it either. Nevertheless, the above mentipnecesses may influence the EU eco-
nomic policy coordination ande factomay undermine the legitimacy and feasibility af th
strategic objectives set for the entire EU for 20%aditionally, during the discussions con-
cerning the EU financial perspective 2021-2027¢tae no issues concerning strategic
planning. One should rather expect a complete abvandnt of the joint European Union
strategy for the next period which will be covebsdthe Multiannual Financial Framework
2021-2027.

The aim of the article is to verify the feasibilif the objectives set in the Europe 2020
Strategy regarding the level of R&D expenditurgetation to individual Member States
and to the European Union as a whole. Additionalywas examined whether and to what
extent EU Member States followed the main EU sgiatelocuments indicating that the
source of economic growth and competitiveness i®ldpment of the R&D sector (re-
flected in the increase in R&D expenditure). Areatpt was also made to verify the thesis
that there is a close relationship between thel lef,expenditure on R&D in relation to
GDP and the competitiveness of a given economyrelivere differentiated research meth-
ods applied. For the purpose of retrospective aimabf numerical data quantitative meth-
ods were applied allowing for ordering and aggregadf source data in accordance with
required degree of detail. There were also aptatistical methods including statistical
time series analysis.

3. THE EUROPEAN UNION R&D POLICY AT THE BEGINNING O F 21ST
CENTURY

The European Union policy in the field of R&D hé&s foundation in th@reaty on the
functioning of the European UnidiPart Ill, Title XIX Research and technological deve-
lopment and spage The document indicates that the main field ofljguintervention at

2 For the purpose of analyses in this article RB® sphere is understood as systematically conduc-
ted creative work, undertaken to increase the kadgé base, including knowledge about people,
culture and society, as well as to find new apfilices for this knowledge.

3 Commission staff working document. Lisbon Strateggluation document, Brussels, 02.02.2010,
SEC (2010), 114, final.

4 The R&D issue and the impact on economic developrage also emphasized by D. Draikia
who undertaken researches on new paradigm in edoraond social sciences (Drakka, 2008).

5 According to Art. 179 “The Union shall have thgextive of strengthening its scientific and tech-
nological bases by achieving a European reseaezhiarwhich researchers, scientific knowledge
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the EU level is the promotion of cross-border coapien between scientists in order to
create the European Research Area. This refleetpdhbition that has been given to R&D
dimension in the context of the European Union.

Taking into account the documents aimed at smaoghementation of the Treaty two
of them are especially important: the Lisbon Strgtéenewed in 2005) and the Europe
2020 Strategy. Additionally, there were adoptedypronmes which were aimed at facilita-
tion of the research and development policy. Thetrimoportant of them were Framework
Programmes which from the beginning of their exiseehad been several times modified.
However, the improvements did not eliminate the kmeases of these instruments, inclu-
ding bureaucratic burdens, complex management amilot rules not adapted to the spe-
cificity of the R&D sphere, low level of private #ies involvement and poor coordination
at the EU level (Ferrer, Figueira, 2011). In the'€fihancial perspective 2014-2020, the
Framework Programmes were replaced by the EU Hor2820 Programme which was
supposed to eliminate the weaknesses identifietidrprogrammes implemented so far.
The role of R&D sphere has been systematically grgun the European Cohesion Policy
mainly through intervention under the European Beaji Development Fund and the Eu-
ropean Social Fund. The Cohesion Policy finandigdpsert in the period 2014-2020 is
strictly focused on those areas that are conduoittee implementation of the Europe 2020
Strategy.

At the beginning of the 21st century an attempt miasle to give the policy in the field
of R&D (or the EU's innovation policy) more sigmwiint place than it had in the past. The
European Council at the meeting in Lisbon in Ma2€®0 adopted a strategic document
setting targets for the European Union for a peabtl0 years. The goal set was extremely
ambitious - creating the EU the most competitiveneenic area developing faster than the
USA. The main impulse for development was to benavkedge-based economy. It was
assumed that by 2010 expenditure on R&D would reheHevel of 3% of GDP. Despite
modifications of the Lisbon Strategy in the middféts implementation its objectives were
not achieved and the EU's competitive positionh WSA in fact has deteriorated. The
R&D expenditure ratio in 2010 reached 2% of the GIDEhe European Union (the Lisbon
Strategy goal was not met).

The European Council on 26 March 2010 adopted tbpgsal for launching a new
strategy for growth and high quality employmentipgl It emphasised sustainable and
inclusive growth as a method to overcome the sirattveaknesses in Europe's economy.
The framework for its implementation was determibgdhe integrated guidelines for eco-

and technology circulate freely, and encouraging ibecome more competitive, including in its
industry, while promoting all the research actastdeemed necessary by virtue of other Chapters
of the Treaties”.

Art. 18 of Regulation (EU) No 1303/2013 of the &wean Parliament and of the Council of 17
December 2013 laying down common provisions onBhmpean Regional Development Fund,
the European Social Fund, the Cohesion Fund, thep€an Agricultural Fund for Rural Deve-
lopment and the European Maritime and FisheriesiFuml laying down general provisions on the
European Regional Development Fund, the EuropearalS6end, the Cohesion Fund and the
European Maritime and Fisheries Fund and repe&imgncil Regulation (EC) No 1083/2006 (OJ
L 347, 20.12.2013).

Communication from the Commission, Europe 2026trategy for smart, sustainable and inclusive
growth, Brussels, 3.3.2010, COM(2010) 2020 final.

o

~
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nomic and employment poliéyGuideline 4 referred directly to the R&D sphenel éndi-
cated actions to be taken at national and at thief#J in the field of research, development
and innovation. What should be emphasized is tia¢fgo the EU and in principle a return
to the Lisbon Strategy indicator which was the &si determining national targets. It was
an increase in expenditure on investment in rekeand development up to 3% of the
Union's GDP by 2020. As emphasized in the docunthi#,is to be an indicator of the
increasing intensity of R&D and innovation.

In order to avoid failure as was the case withLilsbon Strategy indirect objectives and
recommendations to achieve the goals were forndilaare precisely. The document spe-
cifying the objectives is “Europe 2020 flagshiptiative. Innovation Union®. The docu-
ment explicitly indicates that investing in R&D i3 be a way to raise the EU's competi-
tiveness and a method for smart growth. It alserredl to the difficult economic situation
of many Member States indicating the necessargrato be undertaken. It was stated that
despite the EU financial constraints Member Stakemuld continue to invest in education,
research and development, innovation and ICT. $&jtade, it should not only protect such
investments from budget cuts but also increase #uaile. Thus, it was clearly stated that
expenditures on R&D sphere are on the one hanecifieppanacea for the crisis and an
element that allows to overcome it and on the oflagd — a source of competitiveness of
the entire EU in the global world.

R&D policy is gaining more and more importancetie €U which is reflected in the
main strategic documents. Nevertheless, in the exdnoentioned context one should ask
a question about the basis for objective spec#@grecisely in the strategic documents for
the objective (3% of GDP on R&D) and whether iteiasible to achieve it bearing in mind
the tendencies in financing this sphere at thertmigg of the 21st century. Statistical data,
the list and analysis of which can be found latethis article, may be helpful in answering
these additional questions.

4. ANALYSIS OF THE EU MEMBER STATES’ LEVEL OF EXPEN DITURE
ON RESEARCH AND DEVELOPMENT (R&D)

The EU strategic documents clearly indicate thabuation is the source of economic
growth. The main mode for increasing innovativenaglsthe economies is to strengthen
research and development (R&D) (Aghion, 2006). ifldécator for assessment of the im-
portance of R&D sector is the level of expenditore R&D. It also enables to assess
whether we can think about a knowledge-based ecgnéwetording to A. Kukliski in
knowledge-based economy this level should not etlean 2.5% of GDP (Kukiski, ed.,
2001).

This chapter analyses the data on R&D outlays inM8thber States including the divi-
sion into the so-called “EU15” (Member States uB€@D4) and the so-called “EU13” (co-

8 Recommendation for a Council on broad guidelineth® economic policies of the Member States
and of the Union. Part | of the Europe 2020 InteggtaGuidelines, {COM(2010) 193}, Brussels,
SEC(2010) 488/3.

9 Council Decision on guidelines for the employmgolicies of the Member States. Integrated gu-
idelines on the Europe 2020 strategy - Part 11.¢SE010) 488 final}.

10 Communication from the Commission to the Europeatidnent, the Council, the European Eco-
nomic and Social Committee and the Committee oRbgions. Europe 2020 Flagship Initiative.
Innovation Union. Brussels, 6.10.2010, COM(2010) b48l.
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untries that joined the EU in 2004 and later).ddition, the EU countries belonging to the
most competitive group were examined in detail Wwhadlowed to verify the thesis that
R&D support affects economic development and coitipeess of individual countries'
economies. Additionally, based on historical dataattempt was made to estimate whether
3% of GDP expenditure on R&D in 2020 is possiblatbieve.

4.1. EU15 and EU13 Member States

There was in 2004 an unprecedented enlargemehné &UW. It is particularly important
that the EU joined countries with a much lower lesfeeconomic development measured
by the GDP indicator than the EU15. In addition2@®7 Romania and Bulgaria joined the
EU. These countries differed significantly in tkedl of economic development from other
Member States. In 2016 Croatia became a membéedEt). It seems that the EU enlar-
gements has reduced the ability of the entire Utdoachieve ambitious goals in the field
of R&D. One should also note a noticeably differenel of expenditure on R&D in rela-
tion to GDP in two groups of countries — EU15 andllB (except Slovenia and the Czech
Republic). In this context it should be emphasitted the level of R&D expenditure to be
achieved in 2020 have varied depending on the Me3tate.

In order to verify the thesis regarding the podisybfor individual Member States to
achieve one of the goals set in the Europe 20208y related to the level of R&D expen-
diture in relation to GDP an analysis was condudtetised on changes in the level of
expenditure in this area in the period 2000—-20¥6element of the analysis was an attempt
to estimate the value of expenditure on R&D intielato the value of GDP in each of the
analysed Member States. The average annual indre#tse level of expenditure on R&D
in relation to GDP in the years 2000-2016 has lmsdeulated. The obtained results were
used to extrapolate the rate of change in the enednindex in the period 2017-2020 and
to estimate its level at the end of 2020.

The tables below present data on the level of R&pPeaditures in the EU Member
States in 2000 and 2016 and the target for a gheemtry established for 2020 together
with an indication of the deviation from the assdnt&rget and estimates for its implemen-
tation in 2020.

The analysis of data revealed significant diffeemnbetween the EU countries belon-
ging to two groups (EU15 and EU13) with regardhe tevel of expenditure on R&D in
relation to GDP. The level of expenditure in thelBlEountries was much higher than the
EU13 group in both 2000 and 2016. At the same fimthe EU15 countries there was
a decrease in the level of R&D expenditure in retato GDP only in Luxembourg and
Finland in the analysed period. For Member Stdiasjbined the EU after 2004 the increase
was identified in all countries (except Latvia, wihehe level of expenditure on R&D in
relation to GDP in 2000 and in 2016 was the same).

In the EU15 group the lowest level of expendituneR&D in relation to GDP in 2016
was recorded by Greece — it amounted to 1.0%. & ligher than the level of eight out
EU13 Member States. On the other hand, the highved than in Greece was recorded in
the case of Slovenia (2.0%), the Czech Republi¢%]), Estonia (1.3%) and Hungary
(1.2%). The level of expenditures in Poland intielato GDP in 2016 was the same as in
Greece. Only two of all Member States in 2016 aadethe national targets set out in the
Europe 2020 Strategy for R&D expenditure in relatio GDP. These were the Czech Re-
public and Cyprus. In eight EU Member States thellef R&D expenditure in relation to
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GDP in 2016 exceeded 2.5% what is characteristikriowledge-based economy accor-
ding to the previously mentioned criterion by A.lfiaski. All of these countries belong to
the EU15 group.

The analysis of the average annual changes iretlet 6f R&D expenditure in relation
to GDP in the period 2000—-2016 allowed to indiddeamber States for which the national
targets may be achieved. There are only 4 counthn@scould successfully achieve the
assumed index. These include the Czech RepubligruS8yDenmark and Germany (for 5
countries data were unavailable). Therefore, thayais carried out shows that the goals
regarding investment in R&D sector adopted in tlban Strategy were highly unrealistic.
In addition, it may lead to the conclusion thatréhis a significant risk of not achieving the
target established in the Europe 2020 Strategyesointg level of expenditure on R&D
amounted to 3% of the EU’s GDP. This scenarioadistic taking into account the fact that
in 17-year-period the increase in expenditure oR&the EU28 was only 0.3 percentage
point and reached 2.03% of GDP in 2016.

4.2. Expenditure on R&D in the most competitive contries in the EU

Referring to the global competitiveness of econanaie index elaborated by the World
Economic Forum was used. This institution definempetitiveness as a mutually connec-
ted set of diverse factors grouped in 12 pillarscWiaffects the level of productivity of the
country. On the other hand, the level of produttidietermines the decisions about locating
and starting investments in a given country. Thayeha positive impact on the processes
of economic developmeXit Pillar number 12 defined by the World Economicufo refers
to the innovativeness of the economy. As emphadizetthe authors of the report the in-
novativeness of a given economy depends on thé ¢éexpenditure on R&D, both from
public and private sources. Based on the 2017-2838rt the EU Member States were
ranked in terms of their global competitivenesstbgr with data referring to the level of
R&D expenditure across GBP

Figure 1 presents the EU Member States ranked fn@enimighest position in the com-
petitiveness ranking together with the level ofengliture on the R&D in relation to GDP
recorded in 2016.

The analysis of the data presented above in the &hd in the figure leads to the conc-
lusion indicating the relations between the leviedxpenditure on R&D (in relation to the
GDP of the country) and the competitive positionaofiven economy. However, some
exceptions to this rule have been identified wioaificms the assumption that other factors
also influence the economic competitiveness of triem (apart from the level of R&D
funding). Additional conclusions can be derivednirthe conducted research. The EU15
countries in comparison to EU13 are ahead of R&Delation to GDP and thus also in
terms of competitiveness. However, some excepsbosild be pointed out. Spain, Portu-
gal, Italy and Greece have been distanced by sddie Eountries in terms of both the
competitiveness ranking and the level of R&D sprgdT his situation may result from the
fact that the economies of these countries have beest affected by the economic crisis
of 2008-2009.

11 The methodology is described in detail in: (Schyeah, 2017).
12 Data for 2016 according to Eurostat.
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Table 3. Ranking of EU28 countries in terms of cotitipeness and corresponding expenditure on
R&D in relation to GDP

Specification Position in the GCI (WEF) Exper_lditure on R&D in
(among 137 countries) relations to GDP (%)
The Netherlands 4 2.0
Germany 5 29
Sweden 7 3.2
The United Kingdom 8 1.7
Finland 10 2.8
Denmark 12 29
Austria 18 3.1
Luxemburg 19 1.2
Belgium 20 25
France 22 2.3
Ireland 24 1.2
Estonia 29 1.3
The Czech Republic 31 1.7
Spain 34 1.2
Malta 37 0.6
Poland 39 1.0
Lithuania 41 0.9
Portugal 42 1.3
Italy 43 13
Slovenia 48 2.0
Bulgaria 49 0.8
Latvia 54 0.4
Slovakia 59 0.8
Hungary 60 1.2
Cyprus 64 0.5
Romania 68 0.5
Croatia 74 0.9
Greece 87 1.0

Source: Own elaboration based on Global Competiéiss Report 2017-2018 and Eurostat
data for 2016.

The analysis of the competitiveness ranking ofWarld Economic Forum revealed
that as many as five EU15 countries are in theeapf the most competitive countries in
the world. The first EU13 country is 29th in thenkiang (Estonia). This indicates, on the
one hand, the persistent diversification in theneoaic environment between the EU15 and
EU13 and on the other the large divergence withésé two groups.
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Figure 1. Expenditure on R&D in relation to GDP (obies ranked from the most competi-
tive according to the Global Competitiveness Rep01{722018) (%)

Source: Own study based on Global Competitivenes®m®@015-2016 and Eurostat data
for 2016.

4.3. Structure of financing expenditure on R&D (stée budget and private
sector expenditure)

The optimal model for financing R&D which has a pige impact on the entire eco-
nomy is dominance of the private sector in thiglfié brings about additional advantage:
the results of research and development are impitsden the economy practise in the
form of, for example, new innovative technologi&bis combination of the science and
business results in added value to the economyfigitue below presents a comparison of
the share of financing R&D expenditure from pulalie private sources with regard to the
entire financing of the R&D of individual countries

Data analysis allows to formulate the following clusions regarding the financing of
R&D expenditure in the European Union. For 18 cdastthe private sector played a do-
minant role in financing R&D spending. The majorgtyuntries in which the public sector
was the main source of financing R&D joined the L2004 and later. From the EU15
countries in this group were Portugal, Luxembound &reece. Portugal and Greece are
the countries that were significantly affected bg hegative effects of the economic crisis
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of 2008-2009. These results provide the basish@rcbnclusion that state activity in sti-
mulating factors of socio-economic developmenthaginvestments in R&D is noticeable
in countries with less developed economies. Thestre of investing R&D sector is chan-
ging in favour of private investors in more devealdgconomies.
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Figure 2. Summary of the share of R&D expenditunarfcing from public and private sour-
ces in total R&D expenditure in the EU28 countrie015* (%)

* data for France for 2014, data for Sweden (pufgfiending) for 2013

Source: Own elaboration based on Eurostat dataegsc@0.07.2018]. Access on the internet:
http://ec.europa.eu/eurostat/web/science-techndlogyvation/data/database.
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5. FINAL CONCLUSIONS

Simplified analysis of statistical data on finargiof R&D in the European Union co-
untries allows to verify common opinions on theerof this sphere in the development of
global competitiveness of the EU and its individM&mber States. First of all, it should be
emphasized that the significant importance of thérEsearch and development policy
sanctioned by relevant provisions in the most irfgrdrEU documents is rather poorly re-
flected in the level of financing of R&D in indivichl Member States. In 2016 this level
was for the EU28 — 2.03% of GDP (and thus signififadeviated from the assumed 3.0%
in both the Lisbon Strategy and the Europe 2026t&dy). However, there is a weak but
systematic increase in the level of financing theeggenditures in the entire EU28.

Secondly, the analysis of the dynamics of changéisd level of financing R&D in the
EU28 and in individual Member States clearly intksahat it is doubtful that the objective
of the level of financing for this sphere in 202Q sut in the Europe 2020 Strategy will be
achieved.

Thirdly, the share of financing R&D from privatewsoes is systematically increasing
in relation to the share of expenditure from pulsiizirces. The economic crisis has not
changed this phenomenon which gives grounds foclasion that R&D is actually per-
ceived by private entities (companies) as a fagteuccess for their development. In addi-
tion, it can be assumed that there is increasisgiigng link between the R&D sphere
(science) and business which should result in éurttnprovement of micro- and macro-
scale competitiveness and further development dDR&tivities.

Fourthly, the analysis of statistical data indisagepositive correlation between expen-
diture on R&D in relation to GDP in a given counemgd the competitive position of eco-
nomies — the higher the level of financing expanditon R&D the more competitive eco-
nomy.

Summing up, it can be concluded that the R&D spleperceived by the EU countries
as a source of economic growth and competitive(iegsofficial documents). However,
weak dynamics of growth in outlays on this spheiy mesult in failure to achieve the
assumed indicators and thus worsen the compepisition of the EU countries in the
global world. There is still space for substantiahinges including the increase in level of
expenditure on R&D to avoid this pessimistic scanar
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THE IMPACT OF FINANCIAL AUDIT ON THE
BALANCE OF AN ENTERPRISE — RESULTS
OF EMPIRICAL RESEARCH

The article discusses issues related to the ingddictancial audit in building a reliable image
of the economic unit after the audit of the finahatatements. The aim of the article is to
illustrate the analysis of audit documentatiorhi@ area of assets and liabilities conducted for
the financial years 2012—-2014, during which theiimfation contained in the first version of
the financial statements was compared with infoionafrom the final version, based on
which the auditor could issue an opinion togethéh the report. As a result of research,
among others such conclusion was made that finlarision still had a significant impact
on improving the reliability of financial statemergnd is necessary to secure the functioning
of business entities on the market. The researt¢hade used in the article are: comparative
analysis of audit documentation, and desk research.

Keywords: audit of financial statements, balance sheettsdsshilities.

1. INTRODUCTION

The financial report is for the receivers — espiécithe outward ones — the essential
source of information about the functioning of aegi economic unit and what results is
gets in a given period of time of the report. Noas] when the globalisation of working
and result-pressure can be observed, there magéeger of “beautifying” of the financial
reports by the people responsible for it. It cooédassumed that the most sensitive part is
the financial result and composing it revenues e@ogts, but this is not case, as the field
affected alongside is the balance sheet and assdtiabilities. The balance sheet is the
pert of the report being analysed by the stakehs]dehen willing to make a rational deci-
sion about investing or managing a given economit u

That is why the financial report which was madehynbiased and independent expert
auditor builds much more confidence and trust. Thiscerns not only the outward receiv-
ers but also the inward stakeholders giving thefiormation that the data included do not
contain errors or abnormalities which make the ienafthe economic unit unreliable. An
expert auditor while carrying out financial revisigerifies, among others, assets and lia-
bilities by employing accurate procedures of thaneixation, which enable him to collect
sufficient evidence of the examination, on the dadiwhich he may issue a final product

1 Agnieszka Lew, PhDhe Faculty of ManagemerRzeszéw University of Technologyl, Powsta-
cow Warszawy 12, 35-959 Rzeszow; e-mail: a-lew@gdrzg ORCID: 0000-0003-0135-4890.
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of financial revisioA— which is the report of the examination — acangdd his knowledge,
competence and professional scepticism and judgémed thus extend the reliability and
accuracy of financial review. The main aim of fica revision “is to ensure the reliability
of financial data presented by the market usecsder to restrict the economic and invest-
ing risk” (Lew, 2016).

When making the analysis of the opinibissued by expert auditors after conducting
studies on financial reports, it can be observed tile majority of them are impeccable.
This kind of information may cause, especially aople not knowing the procedures of
revision, a wrong idea that financial reports, lgeém integral part of those opinions, were
obtained on the basis of error-free data. This kifithinking is not appropriate as expert
auditors give such opinions on the basis of chandad to recommendations, financial
reports (Compare: Andrzejewski, 2012; Lew, 2015).

The aim of this article is to present the analgsithe revision documentation on balance
sheet made available by the audit group, concemé@ags 2012—2014 in over 150 economic
units with various organisation structures andssiménich had obligatory financial revision.

These studies were to show the analysis of therrdton contained in the first part of
the financial report, which an expert auditor viedfwith the information contained in the
final version of the financial report, on the basfisvhich he or she issued and opinion with
the report. These studies were to enable colletti@@ppropriate evidence on confirmation
of the influence of financial revision on separnaégts of the balance sheet, which enabled
the increase of its reliability, accuracy and ayalor the stakeholders. To complete the
empirical research desk research analysis was used.

2 In the article interchangeably is used the notibithe study of financial reports” and “financial
revision. It is the reflection of literary researaarried out by the author, and which cannot be
presented fully due to the length of the artidiat torove that more and more authors of the subject
literature claim that both notions carry the sameegdure of the study and its final result- theorép
as well as the actions taking place after the actwaly, which is the correction of the financial
report advised by the expert auditor (Compare: Kdg2012; Nowak, 2013).

The professional scepticism of an expert audgdhe critical approach of his mind and a critical

assessment of the results of the study. The egpéitor is obliged to present professional assess-

ment and scepticism while planning and proceediegstudying of the financial report. The pro-
fessional judgement implies practical applyinghaf ticquired skills, knowledge and experience in
context described by accounting standards, finhneiésion and ethics, in order to make rational
decisions about appropriate ways of acting in tacidtumstances. On the basiskifdeks etyki
zawodowych kegowych Mgdzynarodowej Federacji Kgjowych (IFAC) — Code of ethics for
professional accountantprecleared in Polish language in w 2011 by Irstdomal Federation of

Accountants (IFAC).

4 The study carried out by PIBR took place when thffié laws were employed, according to which
an expert auditor issued the opinion with the reporthe examined financial report. Nowadays —
by law — instead of notions “opinion” and “repotttie term “the report on the study” is used, which
contains the opinion of the independent experttaudin the studied financial report [Comp.
Resolution no. 1554/33a/2017 Krajowej Rady Biegtych identéw from 8 December 2017 on the
standards of financial studies (700 (Z), 701, 7B% {06 (Z), 720 (Z), 260 (Z), 570 (Z)); and
Resolution from 11 May 2017 about exert auditorslitacompanies and public control (Dz.U.
z 2017, poz. 1089].

w
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2. THE STUDY OF THE BALANCE SHEET BY AN EXPERT AUDI TOR

The definition contained in KSRF 200 claims thifite” general aims of an independent
expert auditor and carrying out the study accofgliig International Standards of Re-
search” informs that “the aim of the research imtwease the level of trust of the intended
users to financial reports.

It can be accomplished by issuing the opinionHgyeéxpert auditor if the financial re-
ports we in all crucial aspects prepared accorglitggthe general assumptions of financial
reporting” (National Standard of Financial Revisi@00 in International Standard of
Research 200, 2015). Thus, it appears to be crt@iekamine by the expert auditor the
credibility, reliability, validity and accuracy gfresenting the assets and liabilities in the
financial report.

The definition of assets contained in the Resofuthtn Accounting claims that it is
a unit emerged in the result of past operatiorsvents economically useful, controlled by
a given economic unit, physical and non-physicapprty components with reliable worth,
which predictably may be economically profitablestilva o rachunkowoi, 2019, art. 3,
ust. 1, pkt 12; Fedak, 2018; Lew, Nowak [red.], @01n the case of liabilities in the Res-
olution on Accounting, there is no full definitiaf the liabilities category, but rather the
very specific components of liabilities. The calsitare, among others, the nonreturnable
input of assets put to the unit by the owner,iar@hse of obligations it is a duty of a person
to make appropriate provisions which will decreage or her present of future assets
(Ustawa o rachunkowoi, 2019, art. 3, ust. 1, pkt. 20; Fedak, 2018).

That is why the expert auditor while examiningsiecategories of financial report
should make sure if they were appropriately preskit a given group, if they really exist
— by checking e.g. documents on stocktaking, iff thiee complete and correctly assessed,
and collecting proves of the study, which will h&dpissue a report containing the opinion
about the financial report. (Krzywda, Szafranieed] Krzywda], 2012).

3. METHODOLOGY OF CONDUCTED EMPIRICAL RESEARCH

The aim of conducted empirical research was tanin@ if the financial revision, by
applying appropriate procedures, enables verifitieginformation contained in the part of
financial report where there is the balance shagifat influences the changes in particular
groups of assets and liabilities. The analysis masle of the revision documentation of
economic units for 3 subsequent years in whichnfiel revision took place. The research
was possible thanks to the revisory documents dhhyethe subject entitled to carry
out financial revision. The data which enabled tdation of a given economic unit
were encoded. Analysed revision documents comprissdarches conducted in years
2012-2014 and concerned:

e Inyear 2012, 168 subjects examined,

e Inyear 2013, 173 subjects examined,

e Inyear 2014, 189 subjects examined.

Having collected and analysed the general datdahenexamined financial reports,
a division was made — according to its meaningfedibility of the financial report — into
information more detailed and connected to therzaasheet. The categories were as fol-
lows:

« Assets in general,

» Capital assets, with non-physical values and lagdlphysical fixed assets,
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« Current assets, with creditors of delivery, sersiaad money on bank accounts,

» The sum of liabilities,

« Equity capital, the profits (and losses) from rdggrars and profits (and losses) post-

tax from the current year,

« Long-term liabilities and reserves on legal besefit

< Current liabilities, credits and loans, financiibilities of deliveries and services,

taxes, duties, welfare, and settlement of accounts.

In order to present the differences in valuesasfipular elements of the balance sheet
appearing between the first version of financipbm which was given to the expert auditor
and the final version, the value ranges of the ghanvere used, which were given in Polish
Zloty.

As to present the consequences of actions ofgbereauditor to detect the abnormali-
ties that he noticed while studying the financegdarts, they were organised into 5 ranges
presenting those changes. The corrections madeelguditor aim to increase the credibil-
ity of the financial reports, that should also ease the credibility of thde whole economic
unit on the market. The ranges used to presentitheges made by the expert auditor are
as below:

1) To 100 thousand PLN,

2) From 100 thousand PLN to 500 thousand PLN,

3) From 500 thousand PLN to 1 M PLN,

4) From 1 M PLN to 10 M PLN,

5) Above 10 M PLN.

On verifying the documents while the conducteaaesh it turned out that to present
the changes, made on the suggestion of the expéitoes, they can be comprised in the
first four ranges of money and there was not oreve@ld0 million PLN in the financial
reports made by economic units.

3.1. The influence of financial revision on the quatity and structure of assets
and liabilities presented in the balance ské

In the researched group of economic units in paldr years it can be observed that the
actions taken in the financial revision by the expeditor caused changes in the balance
sum in half of the cases, which enables to draenalasion that the primary financial report
contained some abnormalities or did not contaicietunformation and as a result did not
present a reliable financial state of economicauiihe number of financial reports of eco-
nomic units where the expert auditor made changéisel balance sheet with the division
into particular report periods is presented inyrietl below.

From the data presented in picture 1 it can be Hes in 2012 in 86 economic units
there was a change in the balance sum, which §iV&s of all researched units. In 2013
there 44% and in 2014 48% of such cases.

To describe the elements of the balance, whicle e reason for the change in the
balance sum, a detailed analysis was made of tle gnaups composing the assets and
liabilities of the balance sheet, that is capitaeds, current assets and equity, and long-term
liabilities and current liabilities.

When it comes to the correction of capital asgstschanges were made in 33, 75 and
35 economic units in the subsequent years of tianféial revision, which gives 20%, 43%
and 19% of changes in the researched financiatt®po
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Picture 1. The structure of changes of a balancerssommended as a result of act in finan-
cial revision in years 2012-2014

Source: Self-study.

Similar studies connected with the verificatiorr@fision documentation and the influ-
ence of financial report was carried out it Katoavientre for the current year ending in
2005. For comparison, in this study J. Pfaff reddhigher results in the examined units, as
in his group of modification in the structure obats, 43% of units made changes in this
category (97 of 223 the examined financial repsutsmitted to the financial revisi&in

Increasing the credibility of the balance sheahmparticular periods (43% of changes
made in 2005, in comparison with 19-20% in 2012 20d4) is undoubtedly a result of
constantly developing skills of the accountantpanticular economic units. However, an-
other motive for the decrease of recommended clsabgethe expert auditor may be
a longer period of actions connected with finanogadision in the researched units, which
strengthens the pedagogic effect of these actiBasple responsible for preparing the
financial reports fulfil their duties in a more cpatent way.

The analysis of the influence of the actions péficial revision on the financial report
in the sphere of a balance sheet enables to dream@usion that there is its impact on
building a credible image of a economic unit. Oa Hasis of this documentation it was
possible to distinguish fields where there was @essity to introduce changes advised by
the expert auditor, between the first reports &edt final version. Consolidatégrofile or

5 The research made by J. Pfaff concerned thewikeare there was the change in law after joining
the EU. Economic units had to find their way in tteav, not always easy to understand, reality of
being on the market in the EU which has differagulations than the ones known up till then.
However, he does not exclude other reasons of mstlits collected by J. Pfaff (Pfaff, 2008).

6 Because of the restrictions on the length of ttiela a detailed analysis was not made of the par-
ticular categories of assets and liabilities conmpphe balance sheet.



34 A. Lew

sheet with corrections made in the researched andsn the particular time in the balance
sheet are presented in picture 2, and the peraigaipown in table 1.
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Fixed assets Current assets Equity Long-term Short-term
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Number of economic units

Picture 2. The structure of changes in the balanpesitions, being an effect of financial
revision in years 2012-2014

Source: Self-study.

Table 1. The percent structure of changes in posif balance sheet after actions taken in findncia
revision in years 2012-2014

The Capital | Current Equit Long-term | Current The
changes assets assets quity liabilities | liabilities changes

2012 20% 28% 27% 19% 36% 2012
2013 43% 33% 33% 28% 35% 2013
2014 19% 37% 33% 29% 38% 2014

The The
average of 27% 330 31% 2504 36% average of
a three-year a three-year

time time

Source: Self-study.

In every part of the balance sheet there weregdmmade after conducting the actions
of financial revision. Referring the number of @mtion made because of the expert audi-
tors’ initiative to the initial financial reportt can be concluded that over 30% (which is
a considerable number) of the financial reportthefresearched economic units presented
their financial situation in an improper way. Thigy result from the fact that, part of the
data presented in the report was unreliable.
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The scale of changes make in the balance shpetdent is presented in table 1. It can
be observed that these changes were made in mamsedrched subjects. The percent
range of the corrections is the set between 19%hahges made in the capital assets in
2014 (35 researched units) and 43% of correcticadenin the same category in 2013 (75
units). The rest of the changes made in partigrawps or cat4egories of the balance sheet
are in the range of money in the subsequent penbdsne of research. The number of
corrections made by the expert auditors in thenfirel reports of the researched units can
be declared as considerable.

Summarising the results presented in table 1 itiqudar periods of report in a three-
year time, it can be claimed that actions takefimencial revision carried out by the expert
auditor had a significant impact on the changesariadhe final version of the balance
sheet when compared to its initial version in ®@¥% of researched economic units, which
affected the increase in th4e4 credibility of tHaiancial report.

The reasons for the changes which affected thenbalsheet were:

e The inappropriate presentation of lease (the leasepresented accordingly to the

contract which usually concerns the operating lgase¢ should be presented as
a financial lease by law).

» The misuse of the depreciating stake of non-physind legal values and capital

assets (accordingly to tax rates).

» The lack of signatures updating the overdue paysn@mil obligations.

* Inappropriate qualification of loans (long and gkerm).

« Inappropriate values of assets and reserves froahdaoff taxes.

The changes that took place after verifying thehaé sum concern mainly the set be-
tween 19 and 43% of researched units in given geraf time, the changes which were
made while the examination of financial reportenfare up to thousands of Polish zloty
(however, th3re were also correction for over liamlzloty).

The actions taken by expert auditors in connectith the financial revision in the
sphere of assets and liabilities enabled to elitaitlae mistakes and abnormalities in de-
picting particular parts of the balance sheet, Whiad a considerable impact on the increase
of reliability and accuracy of the whole financialiisions of given economic units.

4. CONCLUSIONS

Globalisation in the activity of economic unitgdathe dynamically changing surround-
ings, as well as evolutions caused by the chaniging may cast some doubts if, in the
process of fulfilling one’s duties when preparinfijrencial report, there hasn’t been omit-
ted or misinterpreted anything that could have iamgact on its final form and the assess-
ment of the economic unit and its situation. Cottishgcthe procedures of financial revision
while examining the financial report increasesdharantee that the data presented in the
report are reliable, clear, credible and reliablee continuous work of the auditors gives
the receivers, not only the outward ones, the sehseedibility that the financial situation
of a given economic unit is exactly as presentetiénfinancial report.

To sum up the result of the researches depictddsrarticle, which are connected with
the analysis of the executed changes indicatetidgxpert auditors after the procedures of
financial revision, it can be observed that thelgtof financial reports in every part of the
balance sheet constantly exerts impact on theaserof credibility of financial reports and
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is an inextricable element guaranteeing the prépastioning of the economic subjects on
the market in Poland.
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GOVERNANCE IN THE CONTEXT OF AIR
AND SPACE. LAW AND MANAGEMENT ISSUES

This article refers to some very important issughsas global governance of Air and Space.
There is a big trend between many experts repriegedifferent academia’s, who did some
research referring to global peace and securigeireral and in more specified areas such as
environment, human rights or economy. Interestimdtiat many of the researches over the
global governance are still being undertaken bigdéhit scientists, so the outcomes represent
many points of view, mostly international relaticared politics. A lot of researches and pub-
lications touch the UN system based on the 1945Cbirte?. The aim of this article is to
consider if we can say about the global governamégér and Space domain? What does this
definition mean and if it is necessary to use day? The most important question is the
following: if there is a need to create a new glatrganization in Air and Space or those,
which have been created work properly?

Keywords: global governance, international organization, @otg outer space.

1. INTRODUCTION

The term “world governance” is broadly used toigleate all regulations intended for
organization and centralization of human sociaties global scale. The Forum for a new
World Governance defines world governance simplycadlective management of the
planet®. Traditionally, government has been associatel tgibverning”, or with political
authority, institutions, and, ultimately, contrghovernance denotes a process through
which institutions coordinate and control indeperideocial relations, and that have the
ability to enforce, by force, their decisions. Haeg authors like J. Rosenau have also used
the term “governance” to denote the regulationntéridependent relations in the absence
of an overarching political authority, such ashe international system (Rosenau, 1999).
Some now speak of the development of “global pupliticy” (Stone, 2008). ,Global
governance” is generally defined as an instanogogernance in the absence of govern-
ment. There is no government at the global levetlay’s desire is to improve the function-
ning of global governance what has little to dohwitanting to create a world government.
“Global governance” or “world governance” is a mmant towards political cooperation
among transnational actors, aimed at negotiatisgamses to problems that affect more

1 Malgorzata Polkowska, DSc, PhD, Associate Ptbé&,Faculty of Management, Rzeszéw Univer-
sity of Technology, al. Powsteéw Warszawy 12, 35-959 Rzeszéw; e-mail: m.polkov@Bkez.
edu.pl. ORCID: 0000-0002-6633-2222.

2 UN Charter 1945, www.treaties.un.org.

3 Forum for a New World Governance; Reasons forEbisim for a new World Governance.
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than one state or region. It is connected to ttermational relations, which are one of the
areas of social relations. Governance can't be ¢etely unaware of its interdependencies
with the rest of the world. These interdependenaiesnow quite obvious and the need to
take into account the interfaces that link difféardamains is recognised by all (Calame,
ed., 2001).

They practically come between the representatblfferent organized social groups
(from tribes, nations, classes and countries topaonies, banks, unions, corporations and
associations), which are entities developing mutoaitacts of different nature. They are
both subjects of international law and subjectalldtinds of relations: political, economic,
cultural, scientific, technical, military, ideolagil, informational and others. International
relations are distinguished from other areas ofasaelations that take place within indi-
vidual countries by three features: greater scapgreater range of subjects, objects and
space; 2) greater complexity of conditions and raams for achieving objectives, inter-
ests and values of particular entities; 3) polyderand poliaric structure of securing max-
imization of interests and values of these entitiethe realities of international life. In
cognitive terms, “international relations” are adated with a branch of knowledge, which
is a reflection of real international life, an imp#adent scientific research discipline (Ku-
kutka, 2000).

2. GOVERNANCE IN AIR

The task of international aviation law is to unifigernal regulations, e.i. in the field of
civil liability or technical and safety issues.éntational air navigation requires the use of
foreign airspace. The authorization to do so mayltefrom an international agreement
(multilateral or bilateral) or from an act by atrarentity State which exercises sovereignty
over the airspace concerned (licenses or concejgi@aralczyk, Sawicki, 2007). The Chi-
cago Convention 1944 (ICAO Doc. 7300/8) is ICAQisdamental was well as a multilat-
eral air navigation treaty that regulates the i@t of the Contracting States inter se. The
preamble of the Convention clearly reflects the flaat the signatory States (ICAO Member
States) have agreed principles and arrangemestgpport of the safe and orderly develop-
ment of international civil aviation, which are cplamented by the objective of ensuring
the proper and economic functioning of internati@iatransport services and their estab-
lishment on the basis of the principle of equalapymities (Abeyratne, 2014).

The Chicago Convention recognized the principl@atfonal sovereignty over its air-
space and of the freedom of private civil airctaftly over the territory of States Parties.
The final document of the air conference (concluded December 1944) consisted of the
following parts: 1/ Final Act 2/ Five annexes, ndyne— Interim Agreement on Interna-
tional Civil Aviation, Il — Convention on Internatal Civil Aviation, Il — International
Air Services Transit Agreement, IV — Internatioddl Transport Agreement — Five Free-
doms of the Air, V — Drafts of Technical Annexesoddments I, Il and V were signed by
all delegations, document IV by 17 delegations Bndument Il by almost all the others.
With the exception of Instrument Il (Standing Contien), which was to be ratified, the
other instruments were to enter into force on the @f their acceptance by the Govern-
ments of the Member States, which had been nottiethe Government of the United
States. Moreover, there is nothing to prevent itpeagories of the Convention from grant-
ing one another the “freedoms” provided for in doeuts 11l and IV (Polkowska, 2004).
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The Convention gives the State certain rightshsagthe possibility to introduce pro-
hibited zones and temporary flight restrictionsti@e 9) and to impose coercive measures
on aircraft operating in violation of the rules {iéke 3 bis). Each State is also entitled under
the Convention to lay down rules on the movemerdikdraft within its territory (Article
11), on air traffic (Article 12) and on arriving $@engers and cargo (Article 13). The State
designates airports and lays down the conditionthfeir use (Articles 1) 15 and 68). The
State is also entitled to inspect foreign airc(afticle 16). The Chicago Convention im-
poses a number of obligations on States Partiessel'imclude, inter alia, compliance with
the rules for registration of aircraft in one caynwith transferability (Article 18), ensuring
that the aircraft registered therein bear the gmjeite nationality and registration marks
(Article 20), are properly equipped and have doauamy evidence (Articles 29 to 36). In
addition, each State exercises the control funstassigned to it over an aircraft. When an
aircraft is registered in one State and the operatestablished in another, both States are
responsible for the unlawful use of the aircraftti@de 3 bis). Other tasks of the Convention
include facilitating and improving the navigatiomdshandling of aircraft, crew, passengers
and cargo (Article 22), issuing customs and imntigraregulations in accordance with the
rules of the Convention (Article 23), assistingcealft in distress, investigating the circum-
stances of foreign aircraft accidents, allowing 8tate of registry to send observers and
subsequently sending reports and the results ektigations to that State (Article 26). The
Convention considers it very important to coopematensuring the uniformity of national
legislation in accordance with ICAO standards aambmmendations on the safety, regu-
larity and efficiency of air navigation (Article 37

The Convention on International Civil Aviationgeed in Chicago on December 7,
1944, entered into force on April 4, 1947 (ICAO D@800/8). This Convention refers to,
and in some cases even copies, the provisiong ¢fdhis Convention of 1919 (Freer, 1986).
The preamble to the Chicago Convention refers ¢odttvelopment of international civil
aviation, which can make a significant contributtorcreating and maintaining friendship
and understanding between the peoples of the wohd.preamble is supplemented by a
provision stating that the governments of the Staignatory to the Convention will strive
to reach an agreement so that international cidteon can develop properly and, above
all, in compliance with the principles of safety.

The text of the Convention was divided into 4 gaRart | — Air Navigation, Part Il —
International Civil Aviation Organisation, Part H International Air Transport, Part IV —

4 (Larsen, 2015); ICAO has not managed to reacheaggat on an international treaty that would
make providers liable for faulty GNSS. Anex 10he Chicago Convention is the document estab-
lishing GNSS air navigation standards. ICAO adoptssembly Resolution A32-19 in 1998 to the
effect that States shall seek to secure the highrasticable degree of uniformity in the provision
and operation of GNSS Services. ICAO has therefanked extensively on coordination of the
GNSS services of the various national providers.@d%as been able to get GNSS providers agree-
ment to create a seamless interoperable web spilbigtdo not need to be concerned about shifting
from one GNSS system to another. Author thinksahz37 of the Chicago Convention gives ICAO
function of establishing uniform international sfands and recommended practices and proce-
dures. A similar central regime for GNSS could kefisa uniform operating international standards
for GNSS. Under this model standards and recomniepidetices and procedures for GNSS would
be established centrally. The existing regulatoayrmework for GNSS is weak; in the long run,
a much stronger international coordination strugtanore like ICAO is needed- one that establish
and enforce uniform standard for GNSS.
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Final Provisions, with 22 chapters and 96 artiatesll (the Paris Convention had only 43

articles). Each article of the Chicago Conventismpieceded by an additional title. The
official languages of the Chicago Convention wenglish, French and Spanish (the Paris
Convention is drawn up in French, English andat@li Subsequently, the text of the Con-
vention was also drafted in the Russian, Arabic @hthese languages (Dempsey, 2615)

Today ICAO uses 6 official languages (English, ErerSpanish, Chinese, Arab and Rus-
sian).

3. GENERAL PRINCIPLES AND APPLICATION OF THE CONVEN TION

Chapter | contains provisions on issues sucharsignty, territory, aircraft and abuse
of civil aviation. Article 1 of the Convention gigeStates complete and exclusive sover-
eignty over their territory over the airspace. Bv8tate has the right to determine interna-
tional traffic rights for commercial flights, inaling the granting or refusal of rights to
operate scheduled services to foreign carrierss fhit, although commonly attributed to
the authors of the Chicago Convention, has beerethtrere from the Paris Convention
(Article 1, first paragraph). It is the Paris Contien, for the first time in the history of
aviation law, which has used the term sovereighie condition is that this sovereignty is
complete and exclusive. It is up to the state widdewho will use its airspace and under
what conditions. A State may freely dispose ofaitspace, prohibit, prescribe or permit
flights, and take all measures provided they artepnohibited by international law. The
provision of its own airspace depends only on tieofithe country concerned. The con-
ditions of use of this area shall be governed leyrtéitional legal order and by international
agreements to which the State is a party. As fdorsgn civil aviation is concerned, it
must operate in accordance with the rules laid dbwthe national law of the State con-
cerned. This principle has therefore become a csioree of air law, breaking with the
principle of the Common Aviation Area as a herita@umanity and the so-called princi-
ple of open skies that has prevailed for centu$egh a provision was proposed back in
1910 at a diplomatic conference in Pa#iglicz, 1963).

Article 1 refers to the complete and absolute ssigaty of each State over its airspace.
This provision does not define the term "airspategrefore according to some authors it
causes misunderstanding and ambiguity in natieggslation (Abdurrasyid, 1989). Every-
one's word means that the Convention speaks hahe imterests of all states, including
those that are not parties to the Convention (éisarParis Convention of 1919) (Jennings,
1945) . Many air law theorists will later point dilnat this is more about freedom of air
navigation than about freedom of air itself. Thieas also been no agreement, and until now
there has been no limit to airspace. It can alss dpgestion of whether absolute sovereignty
also applied to space at that time, or whetheoricerned only absolute, that is, unlimited
powers of the state. Article 1 was shaped by thigssBrand Canadian proposals. The US
proposal was too narrow (each contracting statesafutions from the Paris and Hawaiian
Conventions were adopted (Codl965; Polkowska, 2011)

The US confirmed the “nationality requirement”tire certification process and re-
served cabotage rights for its carriers throughAin€€ommerce Act of 1926. The US soon

5 Furthemore all formal business at ICAQ is conddiitesix official languages requiring large teams
of translators and imposing relativeley enormopserational costs. English is a global language
of aviation.
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raised the national control requirement to 75%uffothe Civil Aeronautics Act of 1938,
but some recognize that despite a number of pangsof the Convention (Articles 16,6
17, 18, 31-32) defining State sovereignty overitspace, the Chicago Convention does
not contain a provision on the nationality of tleerer. These provisions started to appear
soon in bilateral agreements. These restrictioasansidered by some to be detrimental to
the development of international civil aviationdeed, they do not exist in other areas of
the economy (e.g. telecommunications, televisicanking and even atomization) (van
Fenema, 2007). There are also reasons for leahngdtionality rules in the hands of the
carrier. These include in particular the protectidmational safety, ensuring that the ex-
change of traffic rights and other rights is usgdHe carriers of the State which has nego-
tiated the agreement, the protection of nationalera from excessive competition and the
avoidance of flags of convenience which do not eesgafety and environmental rules
(Dempsey, 2007).

Article 2 sets out a territorial limit (land areaisd adjacent territorial waters), using the
term sovereignty. The text of this Article is breathan that of the corresponding provision
in the Paris Convention and favors the signatddethe Convention on larger territories.
The geographical scope of the Convention is exiddrticle 2 to include the territories
of colonies, protectorates and other dependenttdeanHowever, there is no explanation
as to whether an area or part of a territory, afseindependence, is a signatory to the
Chicago Convention. The majority of authors consttiat a new state does not automati-
cally become a party to the Convention; it mustadéipits authentic instruments with the
US depositary pursuant to Article 92 (Abeyratne)20

4. TASKS AND STRUCTURE OF THE INTERNATIONAL CIVIL A VIATION
ORGANISATION

ICAO is a specialized United Nations agency e&hbH by States in 1944 for the pur-
pose of administering the administration and mameaye of the Chicago Convention.

The vision of ICAO is to achieve sustainable gtowtthe global civil aviation system.
The mission is acting as the Global Forum of Stiteternational Civil Aviation. ICAO
develops policies and standards, conducts comgiandits such as USOABNnd USAP
dealing with last emerging threats to civil aviatia@ybersecurity, conducts investigations
and analyses, assists and builds air transportcitgghrough many other activities and
through the cooperation of Member States and std#ters. ICAQ’s strategic objectives as
part of its current mission to support and enalgobal air transport network that meets or
exceeds social and economic development and theectivity needs of global companies
and passengers, and recognizes the clear neetidipate and manage the projected dou-
bling of global air transport capacity by 2030 witth unduly compromising the safety, ef-
ficiency, comfort and environmental performancéhaf system, ICAO has established five

6 (Abeyratne, 2013) The final consideration is eetthe Chicago Convention is adequate fort he
current aviation scene. The Chicago Convention cab@auperseded by a brand new instrument
as many od its provisions are still relevant anefulsHovewer one article at least should be chan-
ged- art. 6 saying about permission or authorieagigen ton o scheduled international air service.

7 Universal Safety Oversight Audit Programme — Quudius Monitoring Approach (USOAP CMA).

8 Universal Security Audit Programme (USAP).
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comprehensive strategic objectives: safety (imprgyglobal civil aviation safebythis stra-
tegic objective focuses primarily on the statefgutatory oversight capacity. The Global
Aviation Safety Plan (GASP) sets out the main adtifor three years), efficiency and
effectiveness of air navigation (increasing theagity and efficiency of the global civil
aviation system), strengthening global civil awatsecurity and facilitation, economic de-
velopment of air transport (promoting the developt@# a robust and economically viable
civil aviation system and environmental protect{orninimizing the environmental impact
of civil aviation activities) (www.icao.org).

ICAO is working with 192 Member States and indygfroups to reach a consensus on
international standards and recommended practicéiei field of civil aviation and on
a policy to promote a safe, efficient, safe, secaownomically sustainable and environ-
mentally responsible civil aviation sector.

These SARP’s and policies are used by ICAO Meritetes to ensure that their local
civil aviation operations and regulations are cdamlwith global standards, which in turn
allow the safe and reliable operation of more th@@ 000 flights per day on the global
aviation network in each region of the world.

In addition to its core work of consensus buildingnternational SARP’s and Member
States' and industry's policies, and among mangrqihiorities and programmes, ICAO
also coordinates States' assistance and capadityniguto support numerous aviation de-
velopment objectives; develops global plans to dimate multilateral strategic develop-
ments in the field of safety and air navigation;nmitars and reports on a number of perfor-
mance indicators for the air transport sector; amhitors Member States' civil aviation
safety and security oversight capabilities. ICA@Ikprovide the global aviation commu-
nity with a comprehensive overview of the annualgpammes, activities and achievements
of the Organization. These actions are being imphed in support of ICAQ's strategic
objectives and tasks as defined in the Chicago &ation.

5. ICAO AS GLOBAL GOVERNANCE

Particular importance is creating ICAO and itsgahnature. ICAO (and temporarily
PICAO earlier) is fully authorized to adopt any esgary international standards for world-
wide unification of the technical and safety praa@dso vital to every phase of international
air navigation. No further world organization iseded to meet these problems. In the eco-
nomic and political fields the need for internaiborganization remains unsatisfied. The
Convention has given ICAO very limited economic gosy and these are largely of an
administrative and advisory character, such asarebestudy of operation of international

° The ICAO Runway Safety Programme coordinates gleffaits to improve the safety of the run-
way in cooperation with partner organizations, uidghg partner organizations: International Air-
port Council (ACI); Organisation of Civil Aviation Séces (CANSO); European Aviation Safety
Agency (EASA); EUROCONTROL; United States Federaladian Administration (FAA); Avia-
tion Safety Foundation (FSF); International Air isport Association (IATA); International Busi-
ness Aviation Council (IBAC); International Coordinati€ouncil of Aviation Industry Associa-
tions (ICCAIA); International Council of Aircraft Owne and Pilot Associations (IAOPA); Inter-
national Federation of Airline Pilot AssociationBALPA); International Federation of Air Traffic
Controllers' Associations (IFATCA). The programmalsbupport the establishment of multidisci-
plinary runway safety teams (RSTs) at airports, Whalall involve the joint efforts of regulatory
bodies, air traffic management authorities, airpperations and aircraft operators.
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air transport, including ownership of internatiosafvices on main routes; investigation of
situations appearing to present avoidable obstaclégvelopment of air navigation; col-
lection and publication of information, includingst of international operations and subsi-
dies from public funds. Under certain circumstant®&0O may provide and administer
airports and facilities required by internationglservices. But ICAO has no power to fix
or control rates, allocate routes, or control opiegdrequencies or capacity (Cooper, 1968).

The two main characteristics of ICAO are: thatrisated by states (the ICAO bends to
the will of its membership. It has the ability tdluence, but it cannot force any member to
act against its national interest) (Mackenzie, 20t®re specifically, as states themselves
are abstractions, by duly authorized represenwmti¥&tates; and they are created by treaty,
which is a written agreement signed by the staaetigs to it and governed by international
law. States can only act by and through their agddifferent government departments of
instrumentalities of states bear responsibilitydifferent international organizations. In the
case of ICAO the most likely government departntéat would be responsible for the
Organization within a state would be ministry opdegments of transport or aviation as the
case may be. The third characteristics that disigtges an international organization as
a “club” of States without just being the spokesparor mouthpiece of those states is that
it is expected to have a will of its own. ICAO’sdependent will recognized by the
Government of Canada for purpose of its activitiethin the country is closed in a provi-
sion that ICAO has an identity of its own capalflemtering into contracts. ICAO is by no
means sovereign in its own rights, although coliatge on occasion referred to sovereign
rights of an organization merely to seek a compsenfietween absolute acceptance or
parity between a State and an organization andwbs@fusal of an international organi-
zation’s ability to perform acta jure imperii (gonenental acts) (Abeyratne, 2012).

Within the reality, however, the organization ltamsiderable ability and a degree of
independence tu pursue its goals. It has the atithorsettle disputes between members,
at least in some circumstances, and through istll@gmmittee it has been in the vanguard
of the establisment of international air law. Béigids, in their own separate ways, deal
with solving problems facing the orderly developineiinternational civil aviation (Mac-
kenzie, 2010).

The most simplistic definition of “governance” whimay refer to the air domain would
be that it is the process of decision-making amdpitocess by which decisions are imple-
mented (or not implemented as the case may be)ef@Gamce can be categorized into
several institutional bases and used in severategts such as corporate governance
(Jacquet, Pisani-Ferry, Tubiana, 2002), internaligovernance, national governance and
local governance. Good governance must be rewar@edognition should be given
through “satisfaction surveys” where a direct chusus could be drawn between the
manners in which the worker was enabled to redelel of satisfaction with governance
provided. Positive changes in expectation and teslitained should be weighed against
perceived adequacies of the business entity iptiasion of services.

Trust in employer, through increased levels ofltheand well-being (which must
necessarily include a sense of security of liféjtagion and movement) both from cultural
and religious perspectives should be a primarycatdr. The elimination of corruption is
a key to good governance and civil society, whiak heen overwhelmingly proactive in
building awareness on human right issues, has sdedein persuading the international
community of the value for transparency and hon&spublic transactions. Arguably, the
most important key to good governance is beneveleaed understanding. A good



44 M. Polkowska

employer must assure its workforce that it hasrtheill-being at heart and pro-actively
move towards achieving that ggabeyratne, 2012).

It may be said that ICAO was simply a technicajamization outside the realm of in-
ternational policies. The rise of internationatéeism, armed attacks and sabotage, and the
interception of civil aircraft brought the outsiderld into the halls of ICAO and there was
no way to escape it. ICAO provided an ideal intéomal stage where antagonists could
face each other and international aviation dispatesd unfold through political debates,
investigate teams and reports amd public condeomadth search for solutions to interna-
tional aviation terrorism, ICAO emerged as the grivehicle for the establishment of in-
ternational air law and the regulations for engyrviation security. ICAO embrace the
task and its role in aviation security is probathlg single most distinguishable feature of
its public profile today. ICAQ’s biggest challengeto motivate governments to come to
agreement on terms, ratify its conventions, impleinigt standards and take concerted ac-
tion against terrorism. In pursuing this goal ofesain aviation, ICAO has acted as part
legal and technical think- tank and reserach ungjtpart information collection agency,
part international public forum and debating clphrt foreign aid service an das a global
regulator, monitor, reference and support groupcddid into one.

The main connotations of safety obligations ineltitk duty to provide safety oversight,
the duty to refrain from the use of weapons againgt aircraft in flight and the duty to
punish certain criminal acts endangering the sadfdtgivil aviation.

Safety obligations are laid down not for the iestrof an individual State, but for
a higher purpose: the safe and orderly developwienternational civil aviation. Traditi-
onally ICAQO focused on development and adoptionegties, standards and recommended
practices and other provisions relating to aviasafety, leaving their implementation ba-
sically in the hands of its Member States. Sinc@019there has been a paradigm shift from
this pattern with the landmark decision to laurfols Y SOAP (Universal Safety Oversight
Audit Programme). This initiative was followed kyet USAP (Universal Security Audit
Programme). The results oft he audits demonsti@temy the need to adopt safety regu-
lations but also the more pressing need to enfandemplemnt them (Huang, 2009).

The 1990's was a decade of resurgence for the LOA@en the decade began the
Organization faced serious challenges from a nurabsources, with other groups, orga-
nizations and states and regional groupings imigidito area that ICAO had always belie-
ved were its own. By the end of the decade it hagelly reasserted its role in international
civil aviation. ICAO had reassumed a leadership @ the machinery through which the
discussion of the economic regulation of internadiccivil aviation would unfold; in avia-
tion safety it had responded to the challenges fiftenAmericans and the Europeans with
the introduction of ICAQ’s safety oversigh prograamd it had taken the initiative from
IATA to amend the Warsaw Convention on aviatiomility (1929) (https://www.mcgill.
caliasl/files/iasl/warsaw1929.pdif In this process, the accomplishments had pratiuce
a greater and more ditrect role for ICAO in thersight and implementation of its conven-
tions and standards. In the Montreal Convention @odvention on Plastic Explosives
(21991) (https://www.un.org/ruleoflaw/files/3dd90fpdf), ICAO, maintained continous
involvment in their revision; and with resoect tetlatter convention it was a role that
ICAO assumed not only for commercial aviation bat the international community as
a whole. ICAO ended the decade in a more stabléndinéntial position in the international
system (Mackenzie, 2010).
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ICAO also had a large group oft talented individuérom aviation specialists and tech-
nicians to leaders such as Assad Kotaite (Kot2itd,3}° and others- who provided the
skills, knowledge and diplomacy necessary for ICi&Qunction successfully in the inter-
national arena while also maintaining focus omighe goal of enhancing aviation safety.
The modern era had transformed ICAO and brougim itinprecedented degree of public
attention in the latter part of the twentieth centThe Cold War may have faded away but
this transfomation for ICAO was permanent (Macken2i010).

6. GLOBAL GOVERNANCE REGIME FOR SPACE

After launching the Soviet Sputnik into Space 91, it became apparent that the prin-
ciple of state sovereignty over the air space aflitsverritory could not be upheld in relation
to space exploration. It was noted that it wouldsery difficult for individual countries to
agree to fly satellites and other devices in ammte than 100 miles above the Earth’s sur-
face. As a result, two new concepts of nationas@vereignty emerged after 1957. Accord-
ing to the first, it was considered that, at thegheof the trajectory of a spacecraft's, this
space was no longer subject to national sovereidiiis would mean that the sovereignty
of states over their airspace would be limited teegiain amount, to which it borders with
space. However, it is difficult to say where thimsit is. (Shaw, 2000). The development of
space law was accelerated in 1958, when the UN r@leAssembly established the Com-
mittee on Peaceful Uses of Outer Space- COPUOS.cbBimmittee has set up two subcom-
mittees, one legal and the other scientific antrieal (Hermida, 2004). This was a turning
point for international cooperation in space andtfie development of international space
law. Another significant step in the developmenspéce law was taken in 1963, when the
General Assembly adopted the Declaration of Prlasigisoverning the Exploration and
Use of the Space. This resolution laid the foumdetifor the 1967 Space Agreement.
COPUOS then created four other international tesdtiat regulate human activity in space.
In addition, a series of legal principles have beeveloped for the use of space (including
direct satellite broadcasting, remote sensing ammtbar weapons) (Jasentuliyana, 1997).

Since the beginning of the Space Age, internationaperation in the peaceful uses of
outer space has evolved in such a way as to prdhelémpetus for a consideration of
international mechanisms and infrastructures facegooperation and coordination mech-
anisms at the national, international, regional imtefregional levels.

The governance of space, which has been descabdtumanity’s most expansive
global commons, has become increasingly complex@wo the growing number of both
governmental and non-governmental actors, andetetergence of new technologies and
approaches such as public-private partnershippeawate funding initiatives.

Although not yet defined at the intergovernmeteakl, the concept of global space
governance could be interpreted as referring ®rmational actions to or the manner (pro-
cess) of, governing and regulating space-relatédites. As such, it encompasses a wide
range of instruments, institutions and mechanisnetudling international and regional
treaties, agreements and regulations, model natmmna and regulations, as well as a wide

10 A, Kotaite (1924-2014) was a former Secretary-gsairand Council President of the International
Civil Aviation Organization from 1976 to 2006; aftetirement, he was named President Emeritus
of the ICAO, he was awarded many times for his a@meents in mainaning the peaceful and safe
development of Aviation; in September 2013, heik@tkthe highest honour in the world of civil
aviation, the Edward Warner Award.
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range of international cooperative mechanismszetliin space cooperation, guidelines and
transparency and confidence-building measuresf alhich are aimed at ensuring a certain
level of predictability and orderly conduct of spaactivities.

In COPUQS, the term “global space governance rsefgimarily to the institutional
framework for the governance of international caafien in using outer space for peaceful
purposes. That framework includes the United Natitreaties and principles on outer
space, the relevant guidelines adopted by the Ctserand the resolutions on outer space
adopted by the General Assembly, as well as supgoetforts undertaken at the national,
regional and global levels, including by entitidglee United Nations system and interna-
tional space-related entities. To increase coherand synergy in international cooperation
in space activities at all levels, internationatiatives exist for cooperation on specific
aspects of the exploration and use of outer spaah) as Earth observation and global
navigation. Furthermore, multilateral coordinatmechanisms are in place through which
space-system operators coordinate the developnfiesgiage-system applications for the
benefit of the environment, human security and avelf Those, too, form an integral part
of global space governariéeThe role of international space organizatiorsigial for the
political, economic and social environment in whigace activities and policies are con-
ducted. There are different classifications of argations: according to their scope of ac-
tivities (e.g. national, regional, global), the ur&t of their ownership and governance (e.g.
governmental, mixed and non-governmental), and tlugictions (e.g. scientific, opera-
tional and similar). It should be noted that thenber and role of non-governmental organ-
izations, including research institutes, labor&®end other non-profit entities (foundations
and the like) is currently increasing. They shabvyide expertise and opinions to inter-
governmental organizations. These may be scientifimarket organizations, supporting
space policy making bodies. They all organize canfees and thematic seminars, working
groups (for example on space tourism) and crosdevdong-term space programs (Edda,
2011).

The legitimacy of international organizations, esplly the UN, is significant. Some-
times their activities are criticized as ineffeetiand not adapted to the contemporary chal-
lenges (this applies especially to larger orgaiona). It is even proposed to replace the
existing organizations by a single global spacewization. However, it must be borne in
mind that it is the States themselves who are mesvifehe organization and it is for their
sovereign decision whether or not they wish to.jtirs also up to states to decide whether
they want to be bound by international treaties faifd their obligations. Due to the lack
of space, some of the most important organizatwadisted below.

6.1. Committee on the Peaceful Uses of Space (COPE)O

The United Nations has been involved in spaceities ever since the very beginning
of the space age. Ever since the first human-matilise orbited the Earth in 1957, the
UN has been committed to space being used for pggmeposes. This launch, as part of
International Geophysical Year, marked the dawthefspace age, the first use of satellite
technology for the advancement of science, andd#unning of human efforts to ensure
the peaceful uses of outer space. This was follawedke 1960’s by a rapid expansion in

11 A/JAC.105/1137, 20 September 2016 Fiftieth anniagref the United Nations Conference on the
Exploration and Peaceful Uses of Outer Space: tlen@itiee on the Peaceful Uses of Outer Space
and global governance of outer space activitie$\03982 (E), p. 2.
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the exploration of space, starting in April 1961enhYuri Gagarin became the first human
being to orbit the Earth, and culminating in Nefstrong's “giant leap for mankind”, in
July 1969. In the midst of the Cold War, there wagrowing concern in the international
community that space might become yet another fietdntense rivalries between the
superpowers or would be left for exploitation byjimited number of countries with the
necessary resources (http://www.unoosa.org/oosafemdrk/copuos/history.html). As al-
ready mentioned, the United Nations (UN) playsaalieg role in the development of space
law. In December 1958, the UN General Assemblybdisteed the COPUOS Committee,
a body made up of eighteen members. A year ldterAssembly granted it the status of
a permanent body and confirmed its mandate. Frgumyapoint of view, COPUOS has
become a qualified support body (Art. 57 of the Oharter; http://www.un.org/en/charter-
united-nations/). Initially, COPUQOS was intendedbéoa political organization with the aim
of strengthening international cooperation betwsgaice-faring nations and not (as is the
case today) a technical organization with the cdaemm® to carry out direct operational
activities.

In 1959, the General Assembly established COPWO& @ermanent body, which had
24 members at the time, and reaffirmed its manuhatesolution 1472 (XIV) — “Interna-
tional Co-operation in the Peaceful Uses of Outpacg Since” (http://www.unoosa.
org/oosa/oosadoc/data/resolutions/1959/generalminbgel 4th _session/res_1472_Xiv.
html) then, COPUQOS has been serving as a focat pmifinternational cooperation in the
peaceful exploration and use of outer space, maintaclose contacts with governmental
and non-governmental organizations concerned witerospace activities, providing for
exchange of information relating to outer spaceévdiets and assisting in the study of
measures for the promotion of international cootp@nan those activities.

The work of COPUOS has been assisted by the thaosnmittees: Scientific and Tech-
nical Subcommittees (hereinafter STS) and Legat8umimittee (hereinafter LSC) (Thaker,
1997). Each subcommittee shall be composed of septatives of the same countries.The
complex issues which have arisen alongside thelaewvent of space technology are the
main concern of the two COPUOS Subcommittees, winiehfor the first time in Geneva
in 1962 and then regularly each year.

Members of COPUOS are States and since 1959 timeberehip of COPUOS has
grown continuously, making COPUQOS one of the lar@esnmittees in the United Nations.
In addition to States a number of internationalaoigations, including both intergovern-
mental and non-governmental organizations, havergbs status with COPUQOS and its
Subcommittees. The Committee currently comprisesrgg countries, representing about
one third of all UN members. In 1961, the Genersdéinbly demanded that the Committee
maintain close cooperation with governmental ant-gavernmental organizations dealing
with space issues, and mainly promote internaticnaperation for the peaceful use and
exploration of space. UNOOSA provides the Secrataervices to COPUOS and its two
Subcommittees, which continue to serve as a unptéorm for maintaining outer space
for peaceful purposes at the international level.

The LSC has made a major contribution to the dgreknt of international space law
(it has succeeded in adopting a number of documersiding five space treaties). Cur-
rently, COPUOS and the two subcommittees meet eyeay in Vienna in bi-weekly ses-
sions to consider the problems proposed by the @eAssembly, the reports that are being
issued and the issues that have been raised by deBtates. Draft documents, including
treaties, declarations and resolutions, shall lmptd without a vote by COPUOS and its
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subcommittees and submitted to the General Assemlblich is competent to deal with
space and space activities, for approval. It meetsnnual (ordinary) sessions, adopts
resolutions on international cooperation for thaqegul development of outer space, pro-
vides guidance for the work of COPUQOS and adoptssims.

The legislative process is very detailed and tdmrsuming, with many informal dis-
cussions and consultations. The first step inggeslative process is to discuss the proposed
text at the annual meeting of the LSC (Jankowit26R,7). The draft shall then be submitted
to the General Assembly of the United Nations. iflber-sessional period shall be used for
the consultation of States. Once the text has fiealived by COPUOS, it is sent to the UN
General Assembly, which adopts a resolution coitgithe agreed text and recommends
that States adopt it. Some point out that it isdad takes into account the voices of devel-
oping countries (Ferrier, 1995). Others say thatghality and qualifications of the national
representatives on the committee are mediocre. mhisbe one of the reasons for delays
in the lawmaking process. One of the Committee'sking principles is the principle of
consensus, which requires numerous consultatiodsdetussions and takes time in the
process.

Although the most important principles — on arsegurity and freedom of exploration
— have been adopted in the five space treatieshérd not to agree that modern technolo-
gies have not been included in these treatieshanges and updates are needed (Barnet,
2003). On the issue of remote sensing, for exantbée Committee has tried for thirteen
years to find a compromise between rich and poant@s (Jasentuliyana, 1997). Some
authors say that 1979 marked the end of internaltiggace legislation. Many of them stress
the importance of the existing space conventionsph the other hand recognize that they
are outdated and insufficient. The review of erigtspace treaties should be carried out by
technicians, financiers, lawyers and scientisteealas well as by those involved in day-to-
day space operations (Ospina, 2000).

6.2. Office for Outer Space Affairs — UNOOSA

The United Nations Office for Outer Space Affdingreinafter: UNOOSAwas origi-
nally established as a small expert unit withinthé Secretariat to provide services to the
COPUOS Interim Committee established by the Gengsabmbly by Resolution 1348
(XI) in 1958 (Question of the Peaceful Use of @utSpace [http://www.unoosa.
org/oosa/oosadoc/data/resolutions/1958/generalminbgel 3th_session/res_1348_ xiii.
html]). The office was initially set up as an expental small unit within the UN Secre-
tariat to provide services to the Committee UNCORBJGommittee on the Peaceful Uses
of Space) set up by the General Assembly by thelR&ésn 1348 (XIII) from 1958. Ini-
tially, the Office operated within the UN Departmeffi Political and Security Council Af-
fairs. In 1968 it was replaced by in the Space Unitl992 this unit was transformed into
the Office for Space Affairs in the United Natiddspartment of Foreign Affairs, and has
become transferred to the UN Delegation in Vienna.

UNOOSA is responsible for promoting internatiocabperation in the peaceful uses of
outer space. The office serves as the secretaritlid General Assembly's only committee
dealing exclusively with international cooperatiomthe peaceful uses of outer space
(COPUOS). UNOOSA implements the Secretary-Genemadponsibilities under interna-
tional space law and maintains the United Natioegifer of Objects Launched into Outer
Space. Through the United Nations Programme oneSfipplications, UNOOSA conducts
international workshops, training courses and milajects on topics that include remote
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sensing, satellite navigation, satellite meteorg|dgle-education and basic space sciences
for the benefit of developing nations. It also ntains a 24-hour hotline as the United
Nations focal point for satellite imagery requestising disasters and manages the United
Nations Platform for Space-based Information fosddter Management and Emergency
Response (UN-SPIDER) established in 2006 under USI@QIN-SPIDER develops so-
lutions to address the limited access developinmtes have to specialized technologies
that can be essential in the management of disaatet the reducing of disaster risks.
UN-SPIDER aims at improving actions to reduce thasles or support disaster response
operations through knowledge sharing and the sthening of institutions in the use of
space technologies. It also facilitates cooperatietween satellite data and information
providers and the different groups of users of glath, such as policymakers, disaster risk
managers or emergency responders. The objectieatter flow of information on disaster
risks or disaster impacts between all stakeholdars affected populations (http://www.
unoosa.org/oosa/en/ourwork/un-spider/index.html).

UNOOSA together with space agencies, organizersasiand conferences. Earth ob-
servation is very important from the point of viefvclimate change (lands and oceans,
polar areas, glaciers). Hence UNOOSA cooperatds thit UNFCCC (UN Framework
Convention on Climate Change). The programs treabffice currently deals with are this:
UNISPACE IlI+5, relying on innovation the approactithe implementation of the recom-
mendations of large international conferencesdstttke action and coordinate it voluntar-
ily in specific areas). UNOOSA makes recommendation facilities located nearest to the
Earth and, if necessary, for Space Mission PlanAihgsory Group (SMPAG) and warns
against the asteroids (International Asteroid WagnNetwork — IAWN) (http://mwww.
unoosa.org). UNOOSA on a daily basis works clogétih UNCOPUOS.

Moreover, UNOOSA is the current secretariat oflttiernational Committee on Global
Navigation Satellite Systems (ICG). The office gisepares and distributes reports, studies
and publications on various fields of space sciearwtechnology applications and inter-
national space law. Documents and reports areablailiin all official languages of the
United Nations through this website.

One of the most important tasks of UNOOSA is impatation of the General Assem-
bly and COPUQOS decisions. In addition, the Offigpports intergovernmental discussions
at COPUOS and its subcommittees and assists déwglopuntries in the use of space
technology. Issues related to the militarizatiorspfice are shared with the Geneva-based
Disarmament Conferente

In addition, UNOOSA follows the legal, scientitimd technical developments related
to space activities and provides advice and inftionao Member States, international or-
ganizations and other United Nations offices. Tligc®is headed by a Director and con-
sists of two sections: the Space Applications 8act5AS), which organizes and carries
out the United Nations Programme on Space Apptinatand the Committee, Policy and
Legal Affairs Section (CPLA), which provides subtaee secretariat services to the Com-
mittee, its two subcommittees and its working gsouphis Committee also prepares and
distributes reports and publications on internaticspace activities and on international

12 The Conference for the Reduction and Limitatioohaments of 1932-1934 (so- called World
Disarmament Conference or Geneva Disarmament Cocfraras an effort by member states of
the League of Nations, together with the U.S.,dtuaize the ideology of disarmament. It took
place in Geneva, ostensibly between 1930 and 1884mnore correctly until May 1937.
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space law. CPLA also provides substantive secettservices to the Working Group of the
Whole of the Special Political and Decolonizatioon@nittee (Fourth Committee) of the
General Assembly when it considers the item orrmatiional cooperation in the peaceful
uses of outer space. As UNOOSA leads UN-Spacelftiee-Agency Meeting on Outer
Space Activities)’, CPLA convenes and services the sessions of UNeSg2omprising
staff with legal, policy and economics backgrouthe, CPLA team works closely with UN
Member States in supporting their capacity buildéffgrts in space activities and in build-
ing national space infrastructure, by organizingksbops on space law and policy, as well
as on organizational questions relating to intéonal cooperation in space activities and
on United Nations space-related activities. CPLgoaliorks with other actors, such as re-
gional organizations and mechanisms, in suppotheif efforts and cooperation in space
activities

7. CONCLUSION

This article has shown that the global governdaa@eated by the States. The global
governance (law, management and policy) may conegany single area. The art of
governance is an art of action and execution. Glgbgernance leads to the creation of
different institutions- global in nature (such a¥)UThe global institutions are needed to-
day. Their initiators are the States themselve® diiiticism of international institutions
relates to the way in which global governance icfice is implemented by governments
and institutions (international organizations)séems that the UN system referring to the
Air and Space is a good example of cooperationtates in good spirit. Seemingly it's
strictly connected to the technical issues, in Whsafety and security are priorities for all.
There are a lot of entities (ex. institutions) wiagktogether. On the other side there was
and will be some political influence in those twonthins. It may be seen in the elections
of the organs, political structure and influencehaf powerful states in Aviation or Space.

The Air and Space domain develop very rapidly. ifobeeasing number and variety of
players in Air and Space domain, each of whichiteaswn priorities, perspectives, and
goals for the structure of the global governanctesy for Air and Space, complicates the
development or revision of frameworks. It seems thare is no need to create a new or-
ganization or institution. There is ongoing delstgong governments and nongovernmen-
tal entities regarding how to build or restructtive global system to address expanding Air
and Space activities. There are questions to raiskyding, who should be involved in
these discussions and to what extent, as well @shehthe continued use of forums such
as the United Nations is the most efficient wagc¢bieve the desired changes. It seems that
States should use the experience of ICAO and UNOM@S&rforming the global govern-
ance in Air and Space in transparent and trustéuimer for the benefit to all mankind today
and in the future.

13 The United Nations and its specialized agenc@slact a coordinated programme of activities
utilizing these technologies. UN-Space, an intarayg mechanism for such coordination, con-
venes annual sessions of the Inter-Agency Meetm@uter Space Activities to discuss current
and future activities, emergent technologies afriggt and other related matters among UN system
entities. For broader stakeholders' consultatibié;Space organizes informal sessions open to
Member States, private sector, non-governmentétutisns and academia.



Governance in the context of Air and Space ... 51

REFERENCES

Abdurrasyid, P. (1989). State’s sovereignty in acs[in:] Liber Amicorum honouring en hom-
mage a N.M. Matte, Paris.

Abeyratne, R.R.l. (2005).he e-passport and the public key directory-consrges for ICAO
ASL,No. 4-5.

—— (2012)Air Navigation Law Springer.

—— (2014)Convention on International Civil Aviation (a commen). Springer.

—— (2012)Aeronomics and Lawrixing anomalies, Springer.

Barnet, T. (2003)Legal fictions in the five United Nations spaceaties stifle commerce and
entourage a dangerous and chaotic space environm&sL, Vol. XXVIII.

Calame, P., ed. (2001Redefining Global Governance to Meet the Challendiéisen21st Cen-
tury, Paris, October.

Cooper Coob, J. (1965Jhe Chicago Convention after 20 yedr&eitschrift fir Luftrecht und
Weltraum- RechtsfrageriNo. 4.

—— (1968)Explorations in aerospace lawelected essays by J.J. Cooper 1946—-1966, edited
by I. Vlasic, Montreal 1968.

Dempsey, P.S. (2007 apital and market access in international aviatioationality require-
ments and cabotage — presentation from the Macaleoemée(16—21 April).

—— (2015),The future of International Air Law in the 21st @ay, ZLW, 2 2015,
64 J, H2.

Edda, J.A. (2011Non-governmental Space Organizatigims] Sadeh, E., edThe Politics of
Space: A Survey 2011266. The Politics of Spaceuraeg$ London and New York, NY:
Routledge.

Ferrier, J. (1995)The development of International Space Law Inteamadi cooperation in
outer space — meeting the needs of the developingroes Typescript at the McGill University
Montreal.

Freer, D.W. (1986)A Convention is signed and ICAN is born 1919-1926A0 Bulletin”
No. 7, July, Special series, archives.

Goralczyk, W., Sawicki, S. (2007prawo mgdzynarodowe publiczne w zarysWarszawa.
Hermida, J. (2004).egal basis for a national space legislatidordrecht, Boston.

Huang, J. (2009Aviation safety through the Rule of Law. ICAO’s Matdbkms and Practices
Leiden.

Jacquet, P., Pisani-Ferry, J., Tubiana, L. (20@)uvernance mondiale, La Documentation
frangaise Les Rapports du CAE (Conseil d’analyse éconon)idue. 37.

Jankowitsch, P. (2007T.he role of the United Nations in outer space laavelopment: past
achievements and new challendies] Jakhu, R.S., edSpace law — general principlegol. 1.
Montreal.

Jasentuliyana, N. (19973 pace law: the newest branch of international I&wnals of Air and
Space Law'Vol. XXII, No. 1.

(1997)The lawmaking process in the United Nations, spased@velopment and scope
[in]] Space law: the newest branch of international l&Annals of Air and Space Law”
Vol. XXIlI, No. 1.

Jennings, R.Y. (1945)nternational civil aviation and the lavBritish Year Book of Interna-
tional Law.




52 M. Polkowska

Kotaite, A. (2013)My memoirs, 50 years of International Diplomacy and €l@tion in Avia-
tion, ICAQO.
Kukutka, J. (2000)Teoria stosunkow ruizynarodowychWarszawa.

Larsen, P.B. (2015)nternational Regulation of Global Navigation saitell SystemsJALC,
Vol. 80, No. 2.

Mackenzie, D. (2010)ICAO. A History of the International Civil Aviation @anisation
Toronto.

Ospina, S. (2000)nternational Satellite Telecommunications: regulatioy states or private
parties? “Air and Space LawYol. XXX, No. 6.

Polkowska, M. (2004)Konferencja w Chicago i powstanie nowej konwengjiigdzynarodo-
wym lotnictwie cywilnym z 7 XIl 1944Teki Archiwalne. Seria nowa 8(30). Warszawa.
(2011)The Review of some aspects of state sovereigniye iaitspace. “The Aviation
and Space JournalNo. 1. Universita degli Studi di Bologna.

Rosenau, J. (1999). Toward Ontology for Global Goveredim:] Hewson, M., Sinclair, T.J.,
eds. Approaches to Global Governance Thedkibany, NY: State University of New York.
Shaw, M.N. (2000)Prawo mgdzynarodoweWarszawa.

Stone, D. (2008)Global Public Policy, Transnational Policy Communitasd their Networks.
“Policy Studies Journal’No. 36(1).

Thaker, J.S. (1997T.he development of the outer space benefits deargAnnals of Air and
Space Law” (AASL)Vol. XXIl, section I.

van Fenema, P. (200Bilateral air transport agreements presentation from the Macau con-
ference (16—21 April).

Zylicz, M. (1963).Potazenie prawne statku powietrznegaegludze midzynarodowejWar-
szawa (na prawackkopisu, powielone naktadem PLL LOT).

INTERNET SOURCES

www.alliance21.org
http://www.unoosa.org/oosa/oosadoc/data/resolutiob8/gi@neral_assembly 13th_session/
res_1348_xiii.html

http://www.unoosa.org/oosa/en/ourwork/un-spider/index.h

http://www.unoosa.org

http://www.unoosa.org/oosa/en/ourwork/copuos/histomyl.ht
http://www.un.org/en/charter-united-nations/

http://www.unoosa.org/oosa/oosadoc/data/resolutioB8/g@neral_assembly 14th_session/
res_1472_xiv.html

https://www.mcgill.ca/iasl/files/iasl/warsaw1929.pdfgstf/www.un.org/ruleoflaw/files/
3dd9o0fOc7.pdf

www.icao.org
www.treaties.un.org



Governance in the context of Air and Space ... 53

DOCUMENTS

ICAO Doc. 7300/8, Annals of Air and Space Law (AASL), VXKX, 2005, Part. I.

A/AC.105/1137, 20 September 2016 Fiftieth anniversdrthe United Nations Conference on
the Exploration and Peaceful Uses of Outer Spacedinemittee on the Peaceful Uses of Outer
Space and global governance of outer space aefiviti16-05982 (E).

DOI: 10.7862/rz.2019.mmr.12

The text was submitted to the editorial office: Feyy 2019.
The text was accepted for publication: June 2019.






MODERN MANAGEMENT REVIEW 2019
MMR, vol. XXIV, 26 (2/2019), p. 55-62 April-June

Agnieszka RZEPKA!
Michat Adam LE SNIEWSKI 2

INTERPERSONAL RELATIONSHIPS IN SHAPING THE
MANAGER'S COMPETENCIES IN AN ENTERPRISE —
THEORETICAL ANALYSIS OF THE RESEARCH
PROBLEM

Interpersonal relationships play a fundamental imkbe development of not only the people
(employees) but the whole organization. The qualitthese relationships affects the broadly
understood development potential of employees agahnizations. The aim of the study is to
conduct a theoretical analysis of the role of ipgéesonal relations in shaping the manager's
competencies in the organization. The followingeegsh hypothesis was adopted: (RH 1)
interpersonal relationships and managerial comp@teriorm theGeneral Interpersonal Re-
lationships of the Manager's Competenthis study is a review of the literature on the-s
ject. The study has a theoretical and conceptuabcier.

Keywords: managerial competencies, interpersonal relatipssigeneral interpersonal rela-
tions of the manager's competence.

1. INTRODUCTION

All managers (Léniewski, 2016) subscribe to the view that peopkthe foundation
of an enterprise. Efficient and effective functiogiof a person in an organization depends
on many factors, including interpersonal relatiand competences. From the point of view
of the management process execution, it is the ganaho is the source of interpersonal
relations that contribute to the creation of thenager's competences. Through interper-
sonal relationsmanagers create their competences which in tuntribate to the mana-
gers’ own development and the enterprise’s conipetitdvantage on the market. The ma-
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3 It should be remembered that interpersonal melatiips can be ofreegativeand gpositivecharac-
ter, which resembles the division betwemgativeandpositivecompetencies. This study only re-
fers to thepositiveinterpersonal relationships and competencies théoretically supposed that
each enterprise and the people employed in it fpdugarily on positive activities as part of posi

psychology.
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nager — subordinates as well as the subordinatemager types of relationships are very
important. Interpersonal relationships and manageompetences should form an inte-
grated system for shaping the development of enagleowf the entire organization. A ma-
nager with positive interpersonal relationshipslsaitd his own set of competences, thanks
to which he will influence subordinates and motvttem to strengthen and improve the
organization.

The research problem discussed in this study asstima¢ the value of the manager's
work is the value of his subordinates' work, e telationships that the manager maintains
with other people, which builds his competencesedch organization one can observe
a situation where the manager chooses to work thithke subordinates (co-workers) who
will build the value of the given manager and, aasequence, the value of the organi-
zation.

The aim of the study is to conduct a theoreticallygsis of the role of interpersonal
relations in shaping the manager's competencigeiarganization. The following research
hypothesis was adopted: (RH 1) interpersonal matiips and managerial competencies
form the General Interpersonal Relationships of the Manag€&@bmpetenceThis study
is a review of the literature on the subject. Thedg has a theoretical and conceptual
character.

2. THE MANAGER AS A DECISION MAKER

The significance of having a manager in the orgation is irrefutable from the point of
view of not only the implementation of the managaetmocess but also the shaping of its
development. A manager (supervisor) is a persorse/hwost important task is to carry out
the management process (Banaszak, 2005). The nmrasagepresentative of the manage-
ment team, therefore, should be characterizeddmnae of responsibility, anticipation and
strategic thinking. Implementation of the managetnpeacess is improved by the manager
through positive relations with subordinates - wdesr the so-calledmooth management
takes place, it is easier to achieve the set gufalke enterprise (of the people working
in it).

In practice, managers in organizations differ itiposition (place in the organisation’s
hierarchy) and specialization (field of activitfjaking into account the management level,
three groups of managers can be distinguishedBanaszak, 2005):

1. Top management a narrow group of managers who most often Hadddllowing
positions: president (CEO), general manager anel president. Their basic tasks
include defining strategic and operational goalseilation to the organization they
manage. Their most developed skill ought to be epnal skills, that is, creating
new ideas, solutions, etc.

2. Middle, semi-level managementesponsible for the implementation of the plans
developed within the enterprise and for work comatibn and control through levels
subordinate to them. An example of a middle-leva@inager is the manager of
a given department of the organization. Their ndesteloped skill ought to be their
social skills, that is, being able to exist in ambperate with a group of employees.

3. First-line, lower managementemployees coordinating and supervising workeLin
managers include a brigadier or shift manager.rfhest developed skills are tech-
nical skills.
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Managers can play different roles in organizatimggardless of their rank or their spe-
cialization. The classical model of managerial sol@as proposed by Mintzberg as a result
of his analyzing the actual work habits and timenageement of chief executive officers.
Mintzberg identified ten roles common to the woflkath managers. They are included in
three basic categories:

1.

2.

3.

interpersonal roleswvhich include the figurehead role, liaison rolee teader role
(these role predispose to make relationships),

informational roleswhich include the monitor role, disseminator ralgokesperson
role (these role are concerned with the informatispects),

decisional roleswhich include the entrepreneur role, disturbamaedler role, re-
source allocator role (these roles are concernddtihve manager’s process of deci-
sion making).

In order to fulfill specific management activitieffectively and achieve goals, a man-
ager must possess certain skills to maintain hffjbiency. According to Katz, there are
three types of skills that are essential for a essful management process (Listwan, 1997):

1.

Conceptual skills- the knowledge and ability for abstract thinkargd formulating
ideas (concepts) including coordination, integmratib interests and company activ-
ities; these skills allow the manager to see tigaization as a total entity, therefore
it helps the manager to effectively analyze, prediiagnose and find creative solu-
tions to possible problems and hurdles,

Human or interpersonal management skillsich present the managers’ ability to
interact and work effectively with people, commuai& with groups of employees
as well as individuals; these skills enable theagan to maintain good relationships,
understand and create motivation for his employees,

technical skillsthey concern the operational requirements of argilepartment or
the entire organization and involve their abilityuse the tools, methods and tech-
niques of the specific discipline

Theanalyticalanddiagnosticskills are also found in the literature on thejsab They
enable the manager to react appropriately in angsiteiation, eg in the context of diagnos-
ing and analyzing problems occurring in an enteghy examining their symptoms and
preparing appropriate solutions.

3. INTERPERSONAL RELATIONS IN BUILDING MANAGERIAL
COMPETENCE

Human capital represents the primary asset andréingt point in the development of
an enterprise. As a primary asset, people areotnes of interpersonal relationships in an
enterprise. Interpersonal relationships are onthetrucial factors in building competence
(Rzepka, 2017), not only for subordinates (subaidis' competences), but also for manag-
ers (managerial competencies). In a detailed vigerpersonal relationships in an organi-
zation are built on the basis of the work carriet] 0e. one can speak about the humaniza-
tion of these relationships (humanization of woM)kuta proposes that the essence of the
humanization of work should be understood as arerstanding of the factors that affect
people negatively or limit human rationality, ame tmethods that allow a person to gain
self-realization and satisfaction through his wivlikuta, 2009). Humanization of relation-
ships in the workplace takes place wherever eftoresmpower a working person are un-
dertaken, which influences the development of taland skills, results in work satisfaction
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and contributes to the development of competerities.essence of humanization is ex-
pressed through a positive attitude towards stadfappreciation of their unique individual
contribution to the functioning of the organizatiamd the creation of work conditions that
allow them to express themselves through their workhe manager-subordinate relation-
ship, this would apply to the attitude of managershe employees subordinate to them.
Managers come to the fore when it comes to theamphtation of the management pro-
cess. If they are in good relations with their sdliates, they constitute a team of devel-
opment prospects in the conditions of a competitinaeket. The manager (supervisor) and
the subordinate (executive worker) are the linkstrdtegic management and operational
management. What constitutes the manager's valie imanagement process are compe-
tences. The value of competence was acknowledg@&d McClelland who was the first to
use the definition of competence at the turn ofdixties and seventies of the twentieth
century. At the time, he proposed an researchtbtfie features he described as the com-
petences of an individual, and not the study ofpeality traits as had been suggested be-
fore. Nowadays, several meanings can be attridotedmpetence. Initially, they were un-
derstood as a formal right to deal with specifictterd and make decisions to a certain
extent, while representing the given organizatidowever, the individual's predispositions
for efficient and effective operation were assaatvith qualifications (Oleksyn, 2006).
Already in the eighties of the twentieth centurgmpetences began to be treated much
more broadly, namely as the scope of duties, rights responsibilities of the employee
assigned to a specific job. A fundamental breaktghoin the context of the discussed topic
was the formulation of the definition of competernmeR. Boyatzis. He described it as
a potential occurring in a human being that leadsethavior, which consequently contri-
butes to satisfying the requirements specifiedafgiven job position within the parameters
of the business environment, which in turn resulthie desired results (Armstrong, 2007).
Ultimately, however, an extended definition of catgnces was adopted, which at the
same time began to replace the term “qualificatioBempetences can also be applied to
knowledge, because in the practice of managingnizgons a competent person is iden-
tified with a man of knowledge. This means thabmpetent person has specific knowledge
about a given problem and is able to solve thelprolwith various methods.

In the literature on the subject, two trends caidkatified concerning the definition of
competencesThe first trendconcerns competences that are related to theid@iNs po-
tential. They are often referred to in the literatof the subject as personal competences,
which are broadly understood as the scope of skiltkknowledge as well as responsibility
and authority to act. They are identified with aafebehaviors that certain people perform
and master better than others. The result of thiat®n is that in certain circumstances
these people act and perform more efficiently (6lemdkowska, 2006). Abilities, inter-
ests and personality traits are not without sigaifice in terms of personal competences —
these are exemplary parameters that differentiad@lp from one another (Levy-Leboyer,
1997).The second trenid a group of terms that refer to competenciesetated with the
job or occupational position. In the literaturegythare referred to as employee competen-
cies. They should be understood as the scope ehtiatin the area of work performed by
the individual, which consists of a set of charasties such as motivation, skills, person-
ality traits, self-esteem related to the functignaf the team as well as the knowledge that
the individual has acquired and used (Whiddett)\yfimide, 2003). Employee competencies
are the dispositions of the individual in termsknbwledge, attitudes, and skills that allow
them to perform their professional tasks at theayppate level (Léniewski, 2015).



Interpersonal relationships in shaping... 59

The key difference between the above-mentionedigreefers to the treatment of com-
petences in an independent, absolute context {ffinstl) and relativization of competences
to the organization's goals (the second one) amdesulting tasks to be carried out. Ac-
cordingly, when talking about competences in thekwocess, it is necessary to take into
account the demands made by it. At the same timeenéed to achieve specific goals and
objectives relating to the organization in the @edimension should be taken into account.

Competence is understood as the ability to useagptly knowledge in professional
aspects. It is a cluster of an individual's alafitto work effectively, to achieve goals and to
comply with the required performance standards.

Regardless of the differences in the aforementiamedtrends, the vast majority of
authors struggle with the need to define competenogonents. They ultimately make up
the general potential that characterizes each ishat that is observable in his work and
allows him to perform his work at the right levélrinstrong, 2007). The potential of a
human being can be identified with competencies theble people to achieve the
goals/goals and the organization in which they watks can be understood by the follow-
ing motto: the quality of the employees shows thality of the enterprise. These words
illustrate not only competence but the functionafgan employee in the enterprise. Con-
ducting competence analysis is part of the softpmiitiveness of enterprises and soft
management (Lsmiewski, 2015).

An appropriate point of reference for specifyingaplized competence components is
the following typology (Sajkiewicz, 2002):

1. talents,or the condition of the individual's capital theflect his development po-
tential. These include, among others, acquiring aeevimproving the existing com-
petences,.

2. skills —knowledge of specific issues and proficiency imtedl tasks. These include
communication, conceptual, technical, organizaficarad business skills, staff's
attitudes towards clients, their attitude to woals, well as leadership skills and
managing the staff,

3. knowledge #nsight into and understanding of theories, procesiufacts concerning
the specificity of a given position, occupatiorg.et

4. physical condition physical requirements for a specific position. héxlude,
among other things, good physical condition, psyghgsical ability or sharpness
of the senses,

5. work style -competences that relate to the way the tasks e¢edrtis the employee
are performed. Work styles are divided into the leyge and managerial ones,

6. personality -a collection of individual characteristics of a hammbeing,

7. values and principles beliefs of the individual influencing determinardf his
behavior at the workplace,

8. interests -individual preferences of employees that influetigr chosen educa-
tional and professional career path.

Considering the currently existing market realttye development of competences is

a process forced on the present day enterprisesréfated to the synchronization of inter-
nal policy, strategic and operational goals, dioers of expansion, taking into account
external and internal conditions. Undoubtedly, dnganization shaping and verifying its

mission and strategy is obliged to recognize pésgitmblems in a very dynamically chang-

ing environment and to adapt the competences — gritemther assets — of persons em-
ployed to the existing conditions.
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In order for competences to bring benefits to peapid organizations, they must be
associated with various aspects of the organizataevelopment. Competencies are asso-
ciated not only with finance, marketing, logistastechnology, but also with competitive-
ness, where, thanks to employees' competencies;amereate such a potential that will
allow one to achieve a competitive advantage. irtkebletween competences and compet-
itiveness is reflected in the soft competitiverrasslel by Michat Adam L&niewski (2015).

The development of competences is associated, aothags, with the methodology of
designing competence models. The portfolio of caempaes should be understood as a set
of competences selected in such a way that theiatsork could maximize the probability
of effective, effective and appropriate performantéasks by employees, and fulfill their
functions in the organization and their positiomp@nding on the organization, competen-
cies should be shaped in different ways so that tiemsider the specificity of the work.
For example, a scientist should demonstrate competi@ creating concepts and ideas, and
should publish his work results in various publigas (in monographs, articles etc.). How-
ever, a person working in the company as a marstgmrld demonstrate competence in
assessment, should help subordinates and shoualdi®éo cooperate within the structures
of the enterprise, etc. Depending on the orgaminatiompetences are shaped in a way that
they find their recognition in the specifics ofigen economic entity. Figure 1 presents the
general interpersonal relationships of the managermpetences.

Figure 1. General Interpersonal Relationships efMlanager's Competencies
Ogolne Relacje Midzyludzkie Kompetencji Menegdra — a conceptual model

Manager’s knowledge Manager’s experience Managartswvledge of the
organization's resources

Manager-subordinate| Relationships with other| External relations of the mana-

relationship managers ger with other organizations
Manager’s intellectual| Manager’s behaviorality Manager’s abilities
abilities
Manager’s perception Manager’s assertiveness Manrageach

General Interpersonal Relationships of the Manages Competencies (ORMKM) |

Legend: Vertical double-sided outward arrows méwa &ll the factors of the model must be synergiomple-
mentary to each other and constitute a compactewhol

Source: own study.

The model presented in Figure 1 looks at the imtesgnal relationships and the man-
ager's competencies in an integrated manner. Ttherawof the model distinguish between
two categories of interpersonal relationshipgeneral interpersonal relationshigsdre-
lationships with other peopl&eneral interpersonal relationshigre interactions main-
tained by employees within the organization andidetof it. They fall into the broadly-
understood category of relationships. On the dtlaad, the category oélationships with
other peopléncludes detailed forms of relationships sucthasmhanager's relationship with
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subordinates, relations with other managers, theager's external relations with other or-
ganizations. Yet another approach that has begutedion Figure 1 is the joint approach to
interpersonal relationships and managerial compéterin the form of general interper-
sonal relationships of the manager's competenterplersonal relations that shape mana-
gerial skills are the starting point of the preseinnodel. The general interpersonal relations
of the manager's competences are developed byetiera factors that were presented in
the model in Figure 1. The order of the factorgrislevant. There should be interaction
between the factors to achieve the effectivenedsitiency of the presented model. The
factors of the model should be considered in tesfrguality, because the quality of these
factors determines the success in developing thidetn No organization is about the num-
ber of relationships, but about their quality besmathey result from quality. The quality of
model factors is visible, for example, in the gtyadif knowledge, the quality of experience,
the quality of relationships or the quality of thrganization's resources. The word “quality”
can be added to every factor of the model: thenessef the word is hidden in the structure
of the given factor The authors of the model assthaethe quality of each factor is the
starting point for the development of the organaatEach model can be interpreted, which
means that the success or failure of the implentientaf this model depends on the quality
of the manager. In the opinion of the authorsjitiq@ementation of this model requires the
implementation of a qualitative approach becausethployee's quality is the starting point
for any changes.

4. SUMMARY

Interpersonal relationships are the basis for anpdn-initiated action in and outside
the enterprise. The development of the organizatanbe seen through relationships ex-
isting between people. These relationships cartemssitive bonds — and these have been
the subject of this study — as well as negativesolbe manager must create positive inter-
personal relationships, not only with other manadert also with subordinates. Positive
interpersonal relationships between the managetrendubordinates are at the root of the
enterprise’s development. The analysis of inteigeabrelationships supports the view that
these relationships tend to change their characgedynamic way. Although relationships
can be built quickly, they can be destroyed jushatantly by the wrong approach to the
employee. As previously stated, interpersonal icahips are the basis of various activi-
ties of the organization and contribute to shagiogpetences. In this study, interpersonal
relations are focused on the manager's competefcgise managers will always listen to
employees and will draw conclusions that will affeis decisions. Literature review along
with logical thinking confirms the adopted resedngpothesis, which takes the form of the
following thesis: (T1) interpersonal relationshigusd managerial competencies form the
Interpersonal Relationships of the Manager’'s Compeés. The research problem formu-
lated in this paper may serve as the basis fondurtheoretical or empirical research (the-
oretical-empirical) and strengthen the processuafity management of human resources
in the enterprise.
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CONVERGENCE, SAFETY AND STABILITY OF THE
CONTEMPORARY BANKING SYSTEM — SELECTED
ISSUES

The study is descriptive-systematizing. Selectsedes related to the convergence, security
and stability of the modern banking system andnfona innovations were made. The phe-
nomenon of convergence and institutional-structieatures of the models of the financial
system were discussed. It also presents the ingbacinvergence in the financial system on
its stability in the theoretical perspective, witarticular emphasis on the factors of financial
instability in the shot of H.P. Minski. It seemdildaly to analyze changes in financial systems
in a holistic way in terms of their similarity. ik more appropriate to analyze modifications,
including similarities and differences in financ®istems of different countries through the
individual elements of these systems. This pasitulapplies to financial innovations in the
product, process and organizational dimensionak noticed that the elements of the finan-
cial system seem to evolve in such a direction fimaincial innovations show significant
similarities in countries with diverse financialssgms.

Keywords: financial system convergencability of banking system, safety of banking sys-
tem, models of banking system, deregulation.

1. INTRODUCTION

The global financial crisis that began in the @diStates in 2007 is one of the biggest
crises in the history of the global economy. Itarse can be traced to the model of invest-
ment imbalance and financial instability of H. Mkys|t seems that today in the conditions
of existing interdependencies between countriestia@aonvergence of financial systems,
the international transmission of financial cris&® consequence of progressive conver-
gence.

The aim of the study is to descriptively-systesmtihe concept of convergence and
security of the banking system, and thus to makeeskind of introduction to the issue of
convergence and its impact on the stability ofrtftelern banking system. The considera-
tions undertaken are a contribution to the furthralysis of the problem, including describ-
ing and examining the dependencies and their direcbetween convergence and financial
stability. Due to the breadth of the notion, theaficial system in the elaboration is limited
to the banking system, which in the continental elasl its main element, and universal

1 Kinga Stpien, PhD, Jarostaw fbrowski Military Technical Academy in Warsaw, Detpaent of
Logistics, Institute of Security and Defense Systegen. Sylwestra Kaliskiego 2b Street, 00-908
Warszawa 46; e-mail: kinga.stepien@wat.edu.pl. ORODO0-0001-6564-3574.
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banks accumulate a significant part of the asddteentire financial systehThe study is
the author's starting point for a comprehensivdyaigof the impact of financial conver-
gence on the stability of the banking system. Tdsearch method used in the preparation
of this study was the analysis of domestic andidoréterature.

2. CONVERGENCE OF FINANCIAL SYSTEMS AND INSTITUTION AL-
-STRUCTURAL FEATURES OF MODELS OF THE FINANCIAL SYSTEM

The national financial systems in recent decade® been influenced by such factors
as globalization, deregulation and liberalizatiang the development of information and
communication technologies. Financial deregulatiod innovations introduced in the last
two decades of the 20th century stimulated the ldpweent of financial markets.

The elimination of barriers between types of ficiahintermediation and financial ser-
vices leads to the similarity of financial produetsd markets. In this sense, one can talk
about the convergence of financial systems, whiehs&rongly differentiated and protec-
tionist, evolving towards the single market. A sigihconvergence is the increasing im-
portance of the capital market in the accumuladiod allocation of capital in the economies
of countries in which the continental model of fimancial system has developed and the
increase of universalism of financial intermediafieading to the unification of their prod-
uct offerings and organizational structures.

In the considerations on the convergence of filsystems one can distinguish sev-
eral threads, which in the most general terms rteféhe causes of this phenomenon, the
strategy and organizational forms of financial imediaries and potential threats and risks
resulting from the similarity of financial systendgan der Berghe, Verwiere, Carchon,
1999). In the last case, the phenomenon of “fireizetion” and the financial crisis of 2008
are widely considered (Kgiyk [red.], 2013). One of the currents of the debate
on the convergence of financial systems is to ctarsihe consequences of globalization
and financial deregulation for the internationdiiza and harmonization of the financial
sector regulation system, and thus the model oftfoning of financial intermediaries.
t. Jabtaski points out that the convergence of the regwyaphere can be treated as
a process of countries becoming similar in ternfsioétioning socio-economic institutions,
including formal institutions, which are undoubtgdinancial intermediaries and central
institutions of the financial system (Jaffii, 2012). From the previous considerations on
the convergence of financial systems, it followast tthe discussion focuses on attempts to
answer the questions of what are the convergewtera how it is approached, and how to
measure the degree of modeling of the financiatesysmodels (Berger, Boot, Thakor,
1997; Mester, 2003; Bos, Kolari, van Lamoen, 2013).

One of the spheres of the market economy in whictvergence takes place is the do-
mestic financial system. In general terms, it &tof commercial institutions and mecha-
nisms allowing the accumulation and allocationin&iicial capital in the economy. Thus,
it is an infrastructure enabling the meeting offiy@nd demand for capital (the entity side)
as well as standards and financial instrumentsatetised for this purpose (subject). The
functions of the financial system are classifiethia literature using various criteria. Apart

2 Banking systems in individual countries show hiffedences. This is a consequence of the regula-
tion that these systems are subject to.
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from the deliberations on the differences betwédenfinancial system and financial mar-
kets, it can be assumed with some simplificatiat the functions of financial markets are
identical to those of the financial system becdhe& implementation by the financial sys-
tem supports economic developmesiderowicz, 2001)

The literature on the subject shows that therebasgcally three perspectives for de-
scribing and analyzing the financial system: ingitinal approach, financial intermediation
and functional. The institutional analysis is doatad by a descriptive approach focusing
on describing the institutions of the financialteys and their activities. A frequently ac-
cused allegation is that it is incomplete, but mehedess sufficient to characterize the struc-
ture of the national financial systems and to diffetween them. In the second case, the
involvement of banks and other financial institnsdn the process of financial intermedi-
ation is highlighted, taking into account varioygéds of transformations and mitigating the
conflict of interests between the capital providand the borrowers. The key role is played
by financial intermediaries (financial institutign@nd among them the most important
function is fulfilled by banks that transform thegaired funds into long-term capital. It
seems that the progressive integration of the fonstof financial institutions requires a
functional approach that overcomes the limitatiohboth previous ones. In this case, the
emphasis is put on the functions that the finansjatem implements for the economy
(Marton, Bodie, 1995; Schmidt, Hacketthal, Tyrdlf99; Bodie, Merton, 2000; Allen,
Chui, Maddaloni, 2004).

The reasons for the convergence of financial systean be seen in the processes of
consolidation of financial institutions, intenséiion of cross-border financial operations,
technical and technological progress as well asitinersalization of banks' offer and cre-
ation of financial conglomerates. In addition, lie tderegulation and liberalization of most
economies and financial innovations, in particitaasset securitization. These factors af-
fect the financial systems in a combined way (Kuka2008). As a result, the modern
capitalist economy aims at a model that would comlbhe features of the financial systems
of the most developed world economies, i.e. systenvergence.

Taking into account the stages of the evolutiotheffinancial system, at the level of
significant generalizations, two basic models @dirg capital can be indicated. The crite-
rion for distinguishing these models is the domtrigipe of financing in a given economy:
direct based on financial markets and indirect wlih dominant role of financial interme-
diarie$. On this basis, a market model is distinguishedeld on financial markets with
a significant role of the capital market and, caustly, financial institutions and instru-
ments characteristic of this segment of the finainciarket (Anglo-American model) and
a banking model in which universal banks throudfaak loan provide capital to economy
(German-Japanese modelJhe presented classification, despite the faattithis probably
the most used one, did not resist criticism. Théroajections formulated in its direction
is the limitation of a group of countries on thesisaof which the model of the financial
system is determined to the United States of Amesitd the United Kingdom in the case
of the market model (Anglo-American) and Germang dapan in the German-Japanese
model, and also a false assumption about the existef two ideal models of the financial
system while in practice both forms may occur irefial (Matysek-ddrych, 2007). In ad-

3 The model is characteristic of the economy ofuis#\ and Great Britain.
4 A model characteristic of continental Europeanntdes and Japan.
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dition, international surveys emphasize that altfiothere is evidence of a relationship be-
tween the degree of development of the financistesy and the level of economic growth,
there is no confirmation that any of the modelgheffinancial system separated on the basis
of this classification has a better impact on eooicogrowth (Levine 2002; Demirguc-
-Kunt, Huzingo, 2000; Solar2005).

A characteristic feature of the continental madehe acquisition of external financing
by enterprises primarily in the form of bank lognanted to them by universal banks. This
determines the model of the banking system, whictieiveloped countries is highly con-
centrated and based on universal banks. Other tfffesncial intermediaries are less de-
veloped (eg investment funds, such as ventureatdpitds). In this model, universal banks
play a dominant role in the financial market ane af particular importance for ensuring
efficient, proper, effective and safe functionirfgtee entire financial system and, as a con-
sequence, of the economic system. In an indiregt when deciding on the availability of
financing sources, banks influence the implemematif investment projects. In the conti-
nental model there is also a proper form of corgogmvernance (corporate governance)
consisting in the monitoring of ventures and bormby banks.

In the market model, enterprises acquire financagdital primarily through issues of
transferable financial instruments (mainly shar&$le supply of liquid instruments com-
peting with the classic forms of investing the rateeturn on capital is an impulse for the
development of this market. As a result, the ligyiénd depth of the capital market in-
creases and contributes to easier obtaining ohdiila capital from this market and to the
development of investment funds. They offer investbe opportunity to reduce the invest-
ment risk while ensuring a return rate higher thank deposits. The liquidity characteristic
of the stock market creates impulses for obtair@ing analyzing information, which in-
creases the probability of achieving profits froompleted transactions. The increase in the
role of investment funds limits the importance afuersal banks, which mainly perform
payment and settlement functiom®egelopment of the financial system2014).

The structural features of this financial systeodsi include the financial market as the
dominant form of the institution and a clear sphgiaf financial institutions, including
banks that display the profile of a deposit andlittgank or an investment bank. The degree
of concentration of the banking system in the Ap§toerican model is low, while the
segments of the financial market are charactetizeligh degree of liquidity. In addition,
the capital market strengthens corporate governamtéacilitates mergers and acquisitions
of enterprises.

There is no evidence in the literature for thestice of an advantage of any of the
financial system models discussed. It turns out tha impact on economic growth has
a degree of development of the financial systemitsistructure (Demirguc-Kunt, Huzingo,
2000; Demirguc-Kunt, Feyen, Leviy2011). In practice, you can talk about a certaonie
plementation” of both models in different propontsoand the following relationships:

» the high-growth and liquidity stock market can effshe negative effects of the

banks' advantage over enterprises,

» banks and markets provide financing for diversitieiness entities.

A cross-sectional study on the convergence offife systems in Europe in the period
1980-1998 shows that it was impossible to talk affinancial systems becoming similar.
The German financial system was close to the cental model with the dominant role of
universal banks, while the structure of the finahsiystem in the United Kingdom demon-
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strated the characteristics of the market modelvéd@r, the changes in the structure of the
financial system in France have been noticed, wisiclifficult to clearly identify as a con-
tinental or market one (Schmidt, Hackethal, Tyr2llp1). This statement is confirmed by
more recent studies, which are a comprehensivenatienal comparative analysis of the
structure of the financial system. It shows that fgroups of countries can be distinguished
due to the criterion of financial market dominancéanks in the financial system (Bijlsma,
Zwart, 2013). Firstly, countries with market financial &yms (the Netherlands, the United
Kingdom, Belgium, Finland, France and Sweden), sdlgocountries with a model of
a financial system dominated by banks (Austria, Dark, Germany, Greece, Italy, Portu-
gal, Spain), then the financial system of the coestof Central and Eastern Europe (Bul-
garia, the Czech Republic, Estonia, Hungary, Latvihuania, Poland, Romania, Slovakia
and Slovenia) and others (Ireland, Malta, Cyprussdmbourg), which are characterized
by a very large banking sector and a high ratilmafs to GDP.

A general analysis of the structure of the finahsystem in Poland leads to the conclu-
sion that it is close to the banking model. In éissets of the financial system, the largest
share is held by banks (around 85% of GDP), whiehtlae main providers of capital for
the enterprise sector. In recent years, howevearitbe noted that the importance of banks
in the financial system is reduced in favor of otfigancial intermediaries (insurance com-
panies, pension and investment funds) active incdptal market. This is probably the
result of the growing level of development, highiguidity and depth of the Polish capital
market.

3. STABILITY AND SECURITY OF THE BANKING SYSTEM

The stability of the banking, financial and ecomosystem gained in importance at the
beginning of the 21st century. This was mainly thuéhe negative effects of the financial
crisis 2007-2008, which severely affected many tes at different levels of develop-
ment. Comparative arguments from international canaifive studies suggest that the effi-
ciency of institutions creating and operating witliie banking and financial system sig-
nificantly determine the functioning of the econorsystem per se on the one hand, and on
the other is an important factor stabilizing theise of real economic processes, ie growth
and economic development (Barlevy, Tsiddon, 20@60B, Meissner, 2011; Beer, 2012).
Negative experiences of this crisis have showndmsatiptions in the area of stability may
cause disturbances on the financial markets arkdeimeal economy. Therefore, the effi-
ciency of banking and financial systems is or stidnd the goal of not only the institutions
of the state acting as a macroregulator of realgeges, but also institutions that are part of
the financial sphere of the economy.

The experience of banking indicates the existeficependence between the reliability
and good condition of banks and economic efficieftye efficiency of the banking system
determines the functioning of modern economiess Theconfirmed by the relationship be-
tween the degree of development of financial marleetd the economy (Levine, 1996;
Wojtyna, 1997; Summers, 2000; Kose, Prasad, RoWdéf, 2006). A. Wojtyna explains
that theoretical and empirical studies seem toioonthe hypothesis about the significant
influence of modernity and the stability of thedintial system on the rate of economic
growth. With the increase in real national incomee gapita, the share of financial institu-
tions in creating national income (financial degpghincreases. In practice, this means
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that an increasing portion of assets takes thadiaaform. In the conditions of rapid eco-

nomic development, the increase in the averageevafiassets of financial institutions to

national income is also faster. Therefore, it gitlmate that in each state, due to the func-
tions performed, the efficiency of the banking eed$ an essential factor in the develop-
ment of the entire economy. Disruptions in the fioming of the banking system may jeop-

ardize the stability of the entire economy, inchglby disrupting the process of collecting

funds and allocating them for investment. Centealking system institutions play an unri-

valed role in ensuring the stability of the banksygtem. Against the background of the
2007-2008 crisis, it can be said that the shapesldement and functions of the Financial

Safety Net (SBF) should adapt to the changing ¢mmdi of the internal and external envi-

ronment.

In the literature on the subject, there is a dismn on the concept of financial stability.
The conclusions from it lead to the conclusion thatissue of defining financial stability
can be approached in two ways: specifying whatniancial stability or by defining the
opposing concept — financial instability (Zygierewi 2013). The existing definitions em-
phasize the relationship between the financialesysind the real sphere of the economy:
on the one hand, the condition of the economy dépen the efficiency of the financial
system, and on the other hand the state of theoetpmay be the source of external shocks
that disturb the system. At the same time, thenfifed system alone is able to prevent crises
(Szczepaska, Sotomska-Krzysztofik, Pawliszyn, Pawlikows¥04). The stability of the
financial system is also defined as a state in Wwihe financial system performs all its
functions in a continuous and effective mannerpewethe event of unexpected and unfa-
vorable disturbances on a large scale (Solarz,)2@04 noted that in conditions of banking
system stability there may be incidental problemsame institutions, changes in asset
prices or bank failure. However, as long as theyaiothreaten the entire banking system,
the stability of the banking system is still beitigcussed.

The financial crisis of 2007—2008 has significagthntributed to the attempt to redefine
the security and financial stability and the rofehee SBF institution in its provision. The
analysis of the literature, however, leads to otite that attention is focused on systemic
risk and providing prudential solutions adequatéggacale. Attempts are made to identify
and classify sources of financial instabilit§l¢bal Financial Stability Report, 2008;
Bullard, Neely, Wheelock, 2009).

4. CONSEQUENCES OF FINANCIAL SYSTEM CONVERGENCE FOR
SECURITY AND STABILITY IN THE THEORETICAL PERSP ECTIVE

The financial convergence that has taken plagdénbanking system in the last two
decades of the 20th century and at the beginnitigeo?1st century, beyond the undisputed
positive influence, also caused threats to itsisigcand stability. Most of these threats may
be associated with the already mentioned procedsgsbalization, financial liberalization
and progress. technology. The IMF surveys show ttiede threats can be divided into:
macroeconomic sources of instability and sourcesifp to the banking sector (sector-
specific sources). One of the economists who thgitjuexamined and comprehensively
explained the crisis phenomena in the economyudtiiey the reasons for the instability of
the financial system was H.P. Minskvirfsky, 1986) In his research he paid attention that
the economically dramatic events of the Great Degpoe and the Second World War fol-
lowing them, resulted in the development of sai@bgization mechanisms in the American
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economy. However, the stable structure of the firnsystem being a legacy after the
Second World War and the financial conservatismeltgped as a consequence of the
“Great Depression” disorders (which together ctwiied to the stability of the system),
over the years lost their importance under theigrfte of new economic trends. As a result,
the deregulation of the 1980s has evolved a newetsire of the financial system, on the
one hand more flexible, with significant benefitg fnarket participants with an open ap-
proach to innovative market practices, on the otierd more complex, less stable and
more prone to crisis. As Minsky rightly pointed ot different periods the economy oper-
ates differently and its mechanisms are subjetitdampact of diverse conditions. For ex-
ample, the American economy of the 1970s and 1@88@smore volatile than it was in the
1950s, in the early 1960s and even in the 19605 tha should be attributed to, among
other things, changes in the structure of finari@ailities and in changing financial stand-
ards. The financial standards are reflected inctiveditions for settling liabilities. These
conditions reflect the current trends in the finahenarkets and expectations as to their
future changes.

According to Minsky, one of the important reasdoisthe sensitivity of the modern
financial system can be considered changes inttbetsre of financing enterprises and
households. Today, to a much greater extent than afew decades ago, both enterprises
and households finance their current projects (@opdion) and investment projects from
external funds obtained on the financial markee gteater than ever exposure of compa-
nies and individuals to the financial market, intthg in particular its debt segment, makes
the financial condition of these entities to a ¢ge&xtent dependent on the current condi-
tions on the financial markets and vice versa —dfability of the financial market to
a greater extent than ever before depends on thditmm of enterprises and households
participating in operations on this market. As &eotreason for the greater vulnerability of
the modern financial system to crisis phenomenastwoeld indicate changes in the struc-
ture of liabilities of business entities; in recelgcades, the share of short-term liabilities
has been gradually increasing at the expense gftlerm liabilities. It results from the ten-
dency to finance long-term investment undertakiofggompanies with short-term indebt-
edness, which is then rolled up. The main reasothf® more risky deviation from long-
term financing to short-term financing includesteg costs of servicing long-term debt,
whether in the form of loans or issuance of debtigges. Under normal conditions, short-
term interest rates are lower than long-term rates,to the risk of financing, higher in the
long run. The consequence of changes in the steuctuliabilities is related to another
reason for the sensitivity of the modern finansigtem, namely the repayment of liabilities
from the ability to incur new ones. Nowadays, pdgdiabilities, both in their interest part
and in the capital part, are regulated by fundeged internally by the company (eg rev-
enues from the sale of goods or services) or bgdimaids (remuneration), while the form
of regulating matured liabilities due to their refhcing, ie the repayment of liabilities from
funds obtained from a new loan (rollover), is becggmmore and more popular. The reason
for susceptibility to crisis phenomena of the madfénancial system can also be seen in
the dynamic development of the segment of “exdfiicdncing instruments. Because the
“inventors” who are rewarded with the interest eguers and investors and finally addi-
tional revenues for the creation and successfuldawf a new generation financial instru-
ment, entire staffs of professionals and finaneraineers are working on more and more
exotic and dynamic solutions for the financial nerk
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Deregulation also introduced changes in the canaiegegulating the financial market.
Modern “legislative thought” aims at influencingog@@mic processes to a minimal extent,
only in what it is necessary to stimulate econognawth. Legislation also affects the mech-
anisms of the financial market (through legal @&td central bank policy) and attitudes of
participants in this market, but the legislativéiative in the field of financial market is
undertaken mostly only in those areas in whichniaeket directly affects the real economy.
As Minsky pointed out, one of the most importarssens for the greater crisis threat of the
modern financial system is the increase in risketipppamong financial institutions. Banks,
like most business entities, are institutions geaoeprofit in their operations. Banks also
have their owners — shareholders who in returrpforiding capital institutions (through
the purchase of shares) have specific expectati®tsthe rate of return on this investment.
Because the relationship between risk and returimegstment has a positive slope, only
by accepting a higher level of risk, banks are ablgenerate high returns on capital for
their owners. It can also be said that the growémglency of banks to risk in recent decades
was “supported” in the past by government inteneenimeasures in critical moments for
the banking sector; Bankrupt banks on the verdemokruptcy received government assis-
tance.

5. SUMMARY

The article attempts a descriptive-systematizipgraach to the phenomenon of con-
vergence, security and stability in the bankingtesys and thus introducing the issue of
convergence and its relationships with the mentiaceegories. On the basis of the con-
siderations, some observations may be made, wihiskever, are not general conclusions.
These require further research into the relatiggssbf financial convergence with the se-
curity and stability of the banking system.

First the issue of financial stability and segudan be considered from the perspective
of institutional, functional and regulatory changexlerstood as convergence. Models of
financial systems are constantly changing undeimtfhgence of conscious or unintentional
actions. In addition to shocks and technologicalnges, the evolution of national coordi-
nation mechanisms (macroregulation, economic pplityese models are subject to modi-
fications, especially under the influence of glakeation resulting from the expansion of
global capitalism.Financial stability is a publiogg in a market economy. Secondly the
importance of financial stability results from tlwe and functions of financial institutions
in the economy, regardless of the model of thenfired system. There is agreement that the
stability of the banking system is a sine qua nomdé@ion for maintaining the stability of
the entire financial system, which together with security determines the smooth and
proper functioning of financial markets. Thirdlywas noted that the definitions of financial
stability underline the relationship between thadition (safety, situation) of the financial
systemand the real sphere of the economy. This sniket the economic situation may
cause disruptions in the functioning of the systelowever, it should be emphasized that
the financial system may operate even under camditdf individual disturbances (inci-
dental problems in some institutions, changes $etgsrices), as long as they do not desta-
bilize the whole financial system. Fourthly, thengergence in the financial system, except
for the positive phenomena, also brought aboutrdtiveats that can be divided into: mac-
roeconomic sources of instability and sources $igeo the banking sector. According to
H.P. Minsky deregulation in the 1980s has develapadw, more flexible structure of the
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financial system, which provides benefits for magsrticipants with an open approach to
innovative market practices. However, due to itmplex structure, it is less stable and
more vulnerable to the occurrence of crises. Ingmdrteasons for the possible instability
of the modern financial system include changehérstructure of financing enterprises and
households, making repayment of liabilities comuditil on the ability to incur new ones and
an increase in risk appetite among financial ingtns.
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AN ANALYSIS OF THE COSTS OF THE INITIAL
PUBLIC OFFER ON THE POLISH MARKET
AS DETERMINAL OF THEIR OF THEIR BEHAVIOURS

Undertaking the decision to carry out the publifenfig requires maturity and great
knowledge regarding the complex time- and capitasisive IPO process from the owners.
The main purpose of the deliberations conductedrbguthor is to define the concept of the
initial public offering, the characteristics of tadvantages and disadvantages, with particular
emphasis on its costs as well as factors determithi@ success of the initial public offering
on the stock market in Poland in the years 2008220he calculations were based on infor-
mation included in the current reports that — adicagy to the binding law in Poland — the
entity introducing securities to trading on thei@#l stock exchange market is obliged to
publish after subscription or sale of shares.

Keywords: first public offer, market, direct cost, indiresist, stock exchange, share.

1. INTRODUCTION

Among an increasingly broader range of financinggialities, implemented invest-
ment activities, a wide offer in this area is offgby the regulated stock market. This mar-
ket, also subject to the international competitimomcentrates the demand for financial in-
struments offered by issuers more and more effegtivt is a place for raising capital on
more and more competitive conditions. As compacedthers, alternative sources of fi-
nancing, including private placements on a regdlaarket, it is easier to find investors
and get a higher sale price of the offered seestifThese securities are usually of a share
or debt nature. Skillful use of the public markéepenables to provide the company with
funds for development, to improve its market positjradually, find a strategic investor or
create an attractive image among clients and ottons(Wista, 2007).

The decision on the company's debut in the stogkenh& not strictly a financial choice,
resulting only from the need to obtain funds neagséor its development, however, it
undoubtedly has a strategic dimension. Making th@pany public makes is connected
with the necessity of its earlier creation of tleed image that will attract the interest of the
investors and — as a consequence — will bring alfuitthe company. The success of the
Initial Public Offering (IPO) is largely dependestt the quality of the conducted process,

1 Elzbieta Wana, PhD, The Institute of Economics and ManageniEm, Bronistaw Markiewicz
State University of Technology and Economics mdaw, ul. Czarnieckiego 16, 37-500 Jarostaw;
e-mail: ela.wazna@op.pl. ORCID: 0000-0002-9174-4376.
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the involved entities and efficient communicatioithwthe participants of the capital market
through a wide range of the information channeigifanik, 2017).

The main purpose of the author's deliberation® iddfine the concept of the initial
public offering, the characteristics of the advgetaand disadvantages, with particular em-
phasis on its costs and factors determining theesscof the initial public offering on the
stock market in Poland in the years 2008-2017.r&€kearch period which was chosen by
the author was dictated in particular by eventd thak place in 2008 when the global
financial crisis broke out and the crisis phenomarestill present in the economic and
financial reality of the world. This will allow u® answer the question whether joint-stock
companies in Poland also decided to conduct thialipiublic offering during the time of
crisis and how the direct costs of raising caghabugh the IPO were changing.

2. THE CONCEPT AND THE ESSENCE OF THE INITIAL PUBLI C OFFERING

Pursuant to the definition included in the ActPublic Offering and Conditions Gov-
erning the Introduction of Financial Instrumentmanized Trading and Public Compa-
nies (Act of 25 July 2005...), ‘a public offer is piding access to at least 150 people or to
an unlimited addressee, in any form and manneoyhmdtion about securities and condi-
tions of their acquisition, constituting a suffiotebasis for the decision to acquire these
securities’. An important element of this definitithat determines that the offer is ‘public’
is a wide circle of its addressees. All offers added to designated recipients, the number
of which does not exceed 149, are legally treasgorizate offerd In addition, all offers in
which the addressee is unmarked are treated ak pfiters. All offers whose information
is disseminated via mass media, including the ieterare of such nature and the infor-
mation about a particular offer is available tamtiérested investors. At this point it is worth
noting that conducting a public offer does not alsvhave to be related with introduction
of shares into organized trading, and in partictilair introduction to trading on a regulated
market. The mechanisms of the initial public offigrin specific countries differ taking into
account the manner of valuing shares and its fudhecation, the role and share of the
issuer, the underwriter and the investor. Fromigheer’s point of view, the optimal mech-
anism of this offer is one that enables to maxinttee income from the issue of shares
(Draho, 2004).

Currently, Polish law defines only the conceppoblic offering and it does not define
the concept of the original public offering. Howevi is easy to say that this is public
offering that is being carried out for the firsh8. This means that before this offer is con-
ducted, the company is non-public, i.e. the grolscshareholders is limited. In the case
of public offers, it is important to provide invess$ with all the information that will allow
them to assess the investment risk adequately.iSfgs important in the aspect that the
offer can reach investors who do not have broadvedge and experience in the capital
market (Sieradzki, 2016). The issue of new shaagsbe carried out according to three
main models:

» closed subscription, by directing shares only twent shareholders by implementa-

tion of their pre-emptive rights,

2 In the period covered by the study, the criteddthe number of entities determining whether the
offer was treated as public or as private has@bdnin the period from January 2003 to July 2005.
this limit was 300 people, in the period from AsgA005 to April 2013 it was 100 people, and after
that period 150 people.
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 private subscription, by submitting an offer to arked recipient, most often a stra-
tegic investor,

e open subscription, by raising capital on the opearfcial market.

Under the terms of a closed subscription, thecigsice determined by the current own-
ers will take into account both the capital neddbh®company and the financial capabilities
of the shareholders. Possible underestimationeof/#tiue of shares (relative to book value
and market value) and expectation of higher cajgighhs, discounting ones, e.g. earlier
decisions regarding the distribution of net prafiay be in their interest. This group of
investors interested in the purchase of sharesraiataining their position in the company
also expects future participation in the benefisuiting from the implementation of the
anticipated investment projects covered by the iaedwcapital. It has the most comprehen-
sive range of information about the company's itid@is, as a result the scope of asymmetry
of information, which does not always limit confboof interest between owners and man-
agement is the lowest here.

Resignation of subscription rights by shareholded other mode of issuance may oc-
cur in cases when the market prices the comparhehig relation to the estimated value
of the investment projects. This may also applywite following are expected:

« significant dispersion of shares to secure theidiyof the market, acquisition of

a larger block of shares by the owners than itlteétom pre-emptive rights,

» obtaining significant financial resources in therést possible time, gaining strate-
gic investors, with possible appointment of engitiesponsible for the implementa-
tion of the development strategy,

 creating the possibility of setting the issue pxizethe market (e.g. making the issue
public).

It is vital to pay attention to the situation irhieh the issue of shares is directed to

a strategic investor that is supposed to ensurengmthers, access to specialist know-how,
more effective management methods, improve the etitiye position on the market, often
secure the implementation of a specific developrs@mategy or reduce the dominance of
the founders of the company. In this case, it issfile to negotiate the issue price that is
favourable to the investor and the company direetlth its possible possibly increase for
additional privileges (e.g. in the field of divid#sor voting rights).

An open subscription requires market verificatifrthe company's operations, and in
this case a wider assessment of numerous facttmsmring the expected and actual share
issue price is necessary. It is essential to payton to the highlighted stage of enterprise
development and the adopted development strateyy. i3 always related to additional
elements of risk and uncertainty, the need foraekiformation about investment plans,
assessment of the future structural changes, whahreduce the chances of optimal de-
termination of the issue price. The issuer expiittsnarket acceptance of the assumptions
of the development strategy, securing capital needsaccepting the expected benefits re-
lated to this. Two situations which may determirte a different extent — the final level of
the issue price should be distinguished:

1. The company is a public company and previoasssissues are traded on the market

and may constitute a possible basis for compaffigodetermining the price.

2. The initial public issuing of shares is madé @ossible comparison with similar
companies is possible (with the assumed comddyatriteria).
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In these cases, investors' assessments are maeleconditions of a more or less effec-
tive market, different access to the market infdromeand possibility of assessing the actual
and future economic potential of the issuer as altlifferent levels of expected and ac-
cepted risk. Therefore, it is important to know asdess the factors that determine the final
determination of the issue price which securesettpectations of both the issuer and the
investor.

3. FACTORS DETERMINING THE SUCCESS OF THE INITIAL P UBLIC
OFFERING AS WELL AS ITS ADVANTAGES AND DISADVAN TAGES

The success of the public offering measured bytmepany’s accomplished valuation,
the scale and variety of demand for shares anduitdic reception is closely related to
numerous factors influenced mainly by the issusrmianagement and shareholders, but
also professional advisors involved in the prepamadf the transaction. In the literature,
examples of these major elements influencing thel lef the issue price include (Lukasik,
2010):

« the impact of the share issue on the company's mhipestructure and the form of

their subscription,

» size and type of capital needs of the company dsaweapital management,

« the stage of the company's current developmerfyritiser development strategy,

« planned investments and the accompanying risk,

« the company’s position on the market.

The fact that assessment of issuers and invastarade in the conditions of a more or
less effective market, with a diversified accesmformation (asymmetry of information)
regarding the current and future potential of dipalar company is also of great importance
while determining the share issue price (Golec, Wka, 2014).

D. Sukacz divides the factors determining thedsgtice into internal ones, directly
related to the condition and perspectives of thapany's development and other factors
which include primarily the situation on the equitarket, the condition where a specific
industry is located, the size of the public offgrisize and frequency of the public offers
made by companies in the industry in which the camypoperates (Sukacz, 2005).

U. Malinowska also emphasizes that both in theigmf issuers and investors, success
depends on familiarization with the mechanismshefdapital market functioning and ac-
quisition of relevant knowledge regarding the fastofluencing the changes in share price
levels (Malinowska, 2011). Furthermore, the intetiseelopment of the financial markets
and the turbulence occurring on it have causedtti@tomplex process of determining,
forecasting stock prices should include the fundatadeand market factors as well (Fig. 1).

That determine effectiveness of business entitidsrEluence its economic value (eco-
nomic added value) while assessing the risk ofsitets and actions taken. The fundamen-
tal determinants of setting the issue price caodmsidered in two perspectives:

* retrospective, including the current economic posibf the company,

« prospective, including the impact of the compangjsital development on its market

value.

In the first case, the current situation of theypany, its financial condition, operational
and financial risk and payment capability basedbasic information included in financial
reporting are analyzed. The fundamental factothénretrospective approach refer to the
current economic position of the company and asseissof the basic financial values,
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synthesizing past choices and actions (e.g. bohleyaapital and property structure, cash
flow). At the same time, it is a preliminary assaest of securing the economic interests
of the owners and the degree of the risk taken.

FACTORS SHAPING THE SHARE ISSUE PRICES

v
FUNDAMENTAL FACTORS MARKET FACTORS
¢ ¢ Current condition of the stock malr;
ket h
RETROSPECTIVE PROSPECTIVE — —
¢ D||'Igct|ons of changes in fmanm4
policy

Related to the assessment | Assessment of th
the issuer's current economi income value of th
position (including the strug{ issuer (related to th
ture of capital, the current gf| capital developmer
fectiveness of operations, fil of the company) Competitiveness of other financigl
nancial liquidity) Investments

Current market quotations of t
company and similar companies

Expectations

A

— (@D P

Figure 1. The scope of factors determining thellefiéhe share issue price

Assessment of the current dividend policy, usirgnieasures expressing: the level of
dividend per share, the dividend rate, dividendecage ratios may complete the analyses.
However, attention should be paid to the varioagtiens of investors to the information
on the applied dividend policy depending on thadtire of shareholders, preferring cur-
rent benefits to a varying extent (the so-calleddnd Magnetism) or future capital gains
(the so-called profit magnetism).

In addition to retrospective factors, the informatregarding the changes in the com-
pany's income position related to its capital depelent, the way capital is used and the
change in the market position play an importarg neldetermining the amount of the share
issue price. The issuer will try to report the &sguice to the expected income taking into
account the fact that it ‘sells’ the right to paigpiate in the economic effects of the company
to future owners. However, this does not mean dsaessment of the company's income
value made by an issuer will be concurrent withithvestor’'s assessment. The latter may
strive to select companies that are undervaludlgeinnvestor’s assessment as compared to
the companies falling into a similar risk class.eTprognostic assessments are difficult,
requiring access to a wide range of the informa#ibout factors shaping the future eco-
nomic value (economic added value) and risk ati@agnjunction with the assessment of
effectiveness of the future investment plans fieahby the raised capital (Karfska,
2009).

Among the market factors, it should be emphasikatithe choice of the right moment
of the market determines the level of the issueepaccepted by the market. Setting the
correct issue price requires consideration ofstatd dynamic factors, using financial mar-
ket analysis, matching technical and fundamentahehts as well as the factual expecta-
tions and preferences of the investors. This isffcat problem as decisions are made
under conditions of uncertainty, it is necessanak® into account numerous elements that
can occur with varying intensity at the momenthaf &ctual market introduction and market
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verification of the earlier arrangements. The agipnation of the issue price to the market
price, i.e. the price accepted by market partidipamrequires a comparison and assessment
of the profit rate expected by investors, with ehg@ected profitability of the purchase of
shares and the market interest rate. This is am @fréhe conflict of interest between the
issuer and the investor that increases the cdsspénce and directs the investors' interest
in other securities. The maximum share purchasee gtetermined by the investor in the
primary market, providing the expected rate of metdoes not have to correspond to the
minimum price accepted by the issuer. The issoat®ns may be different. On the one
hand, it is possible to lower the issue pricefl@zible shaping depending on development
of the market situation, assess the ratio of thewarhof expected capital to the identified
needs or resign from raising capital in this segnedrihe financial market. On the other
hand, appointment of the underwriter obliged tetaker the shares that do not find buyers,
and thus the risk of a deposit on the market witbctic financial consequences for the
issuer. Acceptance of the lower issue price magefarchange in the direction of allocation
of the acquired capital into areas ensuring higlvenomic efficiency. This is particularly
important in the implementation of development psses where capital budget settlements
may limit the possibilities of free shaping thedéand cost of the acquired capital.

Table 1. The most important advantages and disaalyes of conducting IPO and listing on the
regulated market

Advantages Disadvantages
Access to a wide range of investors that enaplése debut of the stock market is connected with
to obtain large amounts. the costs of conducting the offer and maintain-

ing the shares on the regulated market.
Better perception of the company by finangiéflaintaining shares in the stock market requ(res
entities (banks, venture capital funds), which|akgular informing investors about the issuer's
lows easier and cheaper acquisition of fupdstivity in the form of current, quarterly and an-

outside the stock market. nual reports.
Increasing the company's credibility among|iSonducting the offer involves the disclosureg of
contractors. significant data about the company's activities

to which their competition has access.
Regular and free advertising of the company e sale of a large block of shares to investors
the media. may mean a partial or total loss of control oyver
the company by its current shareholders.
Implementation of IPO is often associated with

the restructuring of the company which leads to

increased efficiency of its operation
No need to reward shareholders for shared ¢api-
tal. Share capital does not require regular, ohlig-
atory liquidity in the form of interest.

Source: (Sieradzki, 2016).

From the point of view of the (existing) companyrass, conducting the first public
offering and introducing the shares to trading lom érganized market has numerous ad-
vantages, yet, it also has certain drawbacks. @grtghe biggest advantage of this process
is the possibility of acquiring large funds duethe potential unlimited number of stock
investors who can purchase the offered sharesbifuyest disadvantages of maintaining
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shares in trading on the regulated market inclbdenecessity to publish the financial data
and all other relevant information that the compampmpetitors also have access to as
well as investors. Furthermore, maintaining sharébe stock market involves the neces-

sity to pay fees to the trading organizer, seasitiepository and market maker if the one
has been contracted. The main advantages and digades of conducting the IPO and

listing of shares on the regulated market are ptesen Table 1.

A thorough analysis of the advantages and disadgastof introducing the company's
shares to trading on a regulated market is veryitapt and the management boards of
companies often repeal the initial decision. Thisnost frequently related to the concerns
about the possibility of losing control over thenqmany or even its hostile takeover as well
as loss of the current market position due to #eessity to publicize the sensitive market
and financial data. These factors certainly hav¥emint meanings for individual compa-
nies. For those of them that have no other podsilbd obtain financing, they will be of
secondary importance (Sieradzki, 2016).

4. COSTS RELATED TO THE CONDUCTING THE INITIAL PUBL IC OFFERING

In addition to numerous benefits, the decisionaycout an IPO involves the costs. In
the subject literature, the cost classificationpmsed by Ritter is known that distinguishes
three cost groups (Ritter, 1987):

a) costs resulting from the underestimation of thadssricé,

b) underwriting costs (the gross underwriter spread)

c) other expenses, e.g. expenses related to legaleadaidit and printing related pro-

spectus (Wawryszuk-Misztal, 2015).

In the empirical studies, the costs of stock ergeadebuts are usually classified as
direct and indirect costs.

Pursuant to the Polish law, direct public offestsosshould be made public in the form
of the current report which includes, among othes,information on the number of shares
covered by the offer, issue price, value of inflowadues and types of offer costs consisting
of:

a) the costs of preparing and conducting the offer,

b) costs of remuneration of underwritgrs

¢) costs of drawing up the prospectus, including ctiasay costs,

d) costs of offer promotion. In addition, the issukowld provide the information re-
garding the method of settlement of these costhénaccounting books and the
manner of their inclusion in the financial statem@®egulation of the Minister of
Finance of 19 February 2009, par. 33 section 1 it2jn

3 One of the methods of measuring the underestimati the share issue price is the original rate of
return measured as the difference between the phiageon the first trading day and the issue price
divided by the issue price (Mamcarz, 2010).

4 These are costs resulting from the signed und@émgiagreement. The Public Offering Act distin-
guishes between two types of underwriting agreesnesgrvice and investment [art. 14-15]. The
subject of the service sub-service agreement iadhaisition by the underwriter of the service on
its own account of all or part of the securitiesagfiven issue in order to further their sale.he t
case of an investment sub-issue, the underwritgertakes to purchase, on its own account, all or
part of the offered securities for which no sulisishs have been submitted within a specified
period.
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Indirect costs are the benefits lost by the s@ltassuer of shares when the share price
on the first trading day is higher than the isstieepor the selling price. Underestimation
of the price of offered shares is a common phenomem the financial markets and con-
stitutes a kind of incentive to purchase sharespnblic offer.

The most important costs of conducting the putsiering include remuneration of ad-
visers helping the company at all stages of thegs®. This group includes an investment
firm (a brokerage house or bank conducting the énade activity) that primarily works
pursuant to a commission on the value of placedeshguccess fee) as well as a legal
adviser who is usually responsible for drawing lup legal documentation (including, first
of all, the prospectus). Furthermore, it is the ketipractice to employ an image advisor
(public relations /investor relations) who is expaced in the proper communication with
the media and with individual investors. After {ihgblication of the prospectus, companies
usually conduct an advertising campaign in the médiainly press and the Internet) in
order to attract a wider group of the potentialrshalders with their shares. Subsequently,
the company must be prepared to pay fees to thehPBinancial Supervision Authority
(approval of the prospectus and to cover the aafstsipervision over the capital market),
the National Depository for Securities (dematezition of securities) and the WSE (ad-
mission and introduction to trading).

Generally, the higher the offer, the higher itsabte costs. At the same time, they
constitute — of course — a much smaller value agened to the value of shares issued than
those in very small offers (up to 10 million PLN).

The statistical combination of values and numkbfetP® of the new issue shares is
shown in the chart 1.
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Chart 1. The statistical combination of values anohiner of IPO of the new issue

Source: author’s own elaboration based on data fhrenWarsaw Stock Exchange, PwC, IPO
Watch Europe, report for 2017.
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In 2018, 20 initial offers were recorded on thergéav Stock Exchange (which means
a decrease in 7 offers as compared to 2017), lreof took place on the main market. The
total value of IPO in Warsaw amounted to only 81liam EUR, which means the weakest
year in terms of the value of the offers since 200% low activity on the primary market
on the Warsaw Stock Exchange last year is partigwisible in comparison with the rec-
ord year 2017 when the total value of IPO reacheddvel of 1.8 billion EUR (the offer of
the company Play Communications SA worth 1 billEldR was the largest debut).

In order to obtain the status of the listed conypar2009, it was necessary to pay ap-
proximately 10.4% of the value of the offer, whighs a record sum in the analyzed period.
The average cost was significantly raised by, anmthgrs, GPM Vindexus, specializing
in receivables and debt collection services — timapgany obtained 1.75 million PLN from
the issue bearing the cost of approx. 0.9 millithNR51.5%) (Kwiatkowska, 2010).

5. ANALYSIS OF THE COSTS OF THE INITIAL PUBLIC OFFE RING
OF SHARES IN POLAND IN 2008-2017

The analysis includes 100 domestic companies wticiducted the IPO on the main
share market of the WSE in 2008-2017 (Table 2). fduthe necessity of the accurate
estimation of the costs of obtaining own capitad #meir structure in the research group,
only companies whose public offer included only is&ue of new shares were taken into
account. The research did not include the entttias — as part of the public offering —
simultaneously issued new shares and sold existiages.

Table 2. The number of debuts on the domestic egghanarket in 2008—-2017

Year 2008 | 2009| 2010 2011 2012 2013 2014 2015 2Dp1®172
The number

ofdomestic | 555 | 354 | 373| 387| 395 403 420 433 434 4B2
joint-stock
companies
Number of
listed com- 374 379 400 426 438 45( 471 487 487 482
panies

The number
of debuts

Foreign 25 25 27 | 39| 43| 47 51 54 53 5(
debuts

Number of
withdrawals

33 13 34 38 19 23 28 30 19 1§

10 8 13 12 7 11 8 13 19 20

Source: author’'s own compilation on the basis ¢& dl@m WSE.

The calculations were based on information inaLithethe current reports which — ac-
cording to the binding law in Poland — the entityroducing securities to trading on the
official stock exchange market is obliged to pubkdter subscription or sale of shares.

The costs of share issue are largely fixed cdsrce in the case of emissions with
a significant value, the share of emission costi®ial inflows is relatively low. For this
reason, the surveyed group of companies was divitedwo groups: companies raising
up to 50 million PLN of capital and above 50 mifli®LN. For each of these groups, share
issue costs were analyzed separately, using désgergiatistics methods (Table 3).
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Table 3. Average inflows from issue and issue costsrms of value in the period 2008—2017

Year | Issuevalue| Noof| Average Average | The average cost The average
compa- value of cost of of preparing cost of the
nies | inflows from | issuein |a prospectus and offerin
issues in |thous. PLN| consulting in thous. PLN
thous. PLN thous. PLN
2008 <50 min PLN 12 12,308 957 327 266
>50minPLN 4 628,772 9,178 3,376 2,451
2009 <50 min PLN 7 9,883 1,091 570 175
> 50 min PLN 2 3,248,405 25,391 5,751 1,659
2010 <50 min PLN 6 18,858 2,322 1,320 234
> 50 min PLN 3 89,904 5,169 1,668 289
2011 <50 min PLN 3 32,154 2,457 1,207 534
> 50 min PLN 1 118,500 6,372 1,263 782
2012 <50min PLN 4 18,054 3,251 1,235 504
> 50 min PLN 0 - - - -
2013 <50 min PLN 7 18,987 1,148 351 169
> 50 min PLN 2 98,730 5,365 1,906 445
2014 <50 min PLN 3 14,526 1,134 358 141
> 50 min PLN 1 50,520 2,961 2,247 193
2015 < 50 min PLN 3 60,543 3,421 1,342 539
> 50 min PLN 2 16,573 2,465 467 1,342
2016 <50minPLN 4 4,325 2,579 1,372 690
> 50 min PLN 2 3,567 968 2,682 489
2017 <50 min PLN 3 3,890 1,896 478 2,412
> 50 min PLN 1 7,320 1,248 493 689

Source: Author’'s own compilation based on WSE peosyses.

The table above shows that 432 companies debutbe iyears 2008—2017, 50 foreign
entities introduced their shares to trading onviHgE market, of which 41 companies car-
ried out a new share issue. The majority of foreigmpanies were the entities that chose
the WSE as the only place of quoting their shafés. factor conducive to the increase in
the number of foreign entities on the WSE was emiity EU structures. First of all, these
were companies from other EU countries that intoediushares to trading on the WSE.

Poland's accession to the European Union imprdwedhtage of our market in the eyes
of foreign investors, which contributed to a greatflow of foreign capital into the stock
market. The stock exchange is often referred tthasconomy barometer. Therefore, if
indeed the trends prevailing in the stock marketcaused by the economic situation of a
specific country, enterprises operating in this ketialso experience these changes. Con-
sequently, the macroeconomic situation changesitooeconomic. However, the market
value of the company is not only a reflection af tharket situation. To a large extent, it is
shaped by decisions made within the organizatidwe 3kills of the management and the
level of business risk of the enterprise are otieduimportance. However, it should be
noted that the level of risk is affected not onfyrhicroeconomic factors but also macroe-
conomic factors, such as (Szyszko, 2000):

 unfavourable economic situation,
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« imprecisely estimated level of inflation,

 rapid changes in the market situation,

« changes in the fiscal and monetary policyzRéor, 2008).

The analysis allows to state that in the casesafes up to 50 million PLN, statistically
significant differences were noticed only in thee®f the issue price and the cost of pre-
paring the prospectus, i.e. those costs were higtigrin the years 2008—-2015. In the same
period, one can notice a reduction in the promotiosts of the offer, which may be the
result of a crisis, however, this change is natigtteally significant. While analyzing the
cost structure, the following are noted: the insesia the share of the costs of preparing the
prospectus, the reduction in the share of the afgiseparing the offer and its promaotion,
although these differences are also not statitisanificant. A similar situation also ap-
plies to companies raising more than 50 million Rifftapital.

The analysis allows to state that in the casesafes up to 50 million PLN, statistically
significant differences were noticed only in theeaf the issue price and the cost of pre-
paring the prospectus, i.e. those costs were higtigrin the years 2008-2015. In the same
period, one can notice a reduction in the promotiosts of the offer, which may be the
result of a crisis, however, this change is natigtteally significant. While analyzing the
cost structure, the following are noted: the insesi the share of the costs of preparing the
prospectus, the reduction in the share of the aigiseparing the offer and its promotion,
although these differences are also not statifisainificant. A similar situation also ap-
plies to companies raising more than 50 million Rifitapital.

The range of the results obtained in the analyzztb@ can also be explained by the
fact that since 2007 we have had to deal with aifsigint and long-lasting upward trend in
share prices, which not only encouraged companiester the stock market, however, it
also enabled the investors to achieve high rateb@day of their debut. In 2008 when the
stock exchange already had a complete financisilsgithe situation was not as favourable
as before. Undoubtedly, this year, companies wese &ble to use the underestimation of
the share issue price as a signal. In contraketgaar 2007, sending a stronger signal would
require determining the lower share issue pricéschlivwould reduce revenue from issu-
ance. The situation in this respect is improvin@@99, however, the number of debuting
companies was still small.

The financial crisis significantly changes the @tigrg conditions of enterprises and —
as a result — influences their decisions (PoradehBp 2013). The effect of the crisis is
usually a limited access to capital. Enterprisestgmme investment projects while waiting
for more favourable conditions when it is easieraige capital and the number of the prof-
itable investment projects increases (Putawski3201

On the financial markets during the crisis thera sgnificant reduction in the number
and value of IPOs (Henry, Gregoriou, 2014), whi@swlso the case at the Warsaw Stock
Exchange (Putawski, 2013). In this context, thestjoa arises as to whether and how in
the aftermath of the financial crisis the direcdtsoof raising capital through the IPO change.
It can be assumed that in the conditions of ascti® tendency of enterprises to incur op-
tional costs, for example related to the promotibrthe offer, is changing. At the same
time, entities cooperating with the company in the-up to their debut on the WSE may
be tempted to reduce the fees charged as a résb# ceduced demand for their services.
It is also impossible to ignore the fact that timafficial crisis negatively affects the amount
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of inflows from the issue of shares and the retetfop between expected and actual in-
flows.

6. ENDING

The initial public offering and introduction of gles to stock exchange trading enable
companies to take full advantage of the opportesmitiffered by the stock market. Not only
do the companies collect the necessary capitaiuftiher development but also they un-
doubtedly gain credibility and prestige, which ovsrand managers of companies are in-
creasingly dependent on (to improve the competitigsition in the target market). The
issue of shares via the stock exchange also operpoissibility of benefiting from subse-
quent issues of securities in the future. Obtaitimegstatus of a listed company also enables
wider access to funds that are in the possessianafje number of entities actively oper-
ating on the trading floor.

The obtained results allow to state that the objectet at the beginning of the work
was accomplished. It should be emphasized thatesudt of the financial crisis the costs
of issuance of shares under the IPO increased.phii@somenon can be observed only in
the case of issues with a value of 50 million PLthwegard to ‘large’ emissions.

At the same time, it is worth noting that the sebjg undervaluation of the initial offers
is so extensive that it requires further work beeaa significant part of the factors deter-
mining the success of the public share issue magxbgenous, not always dependent on
the issuer's activities. It may also be a consecpi@f an information gap on the part of
investors, treating it as an additional investmiesht In the situation of a public share issue,
this may also indicate a lack of the appropriatévdies of the issuer in the area of active
investor relations. Therefore, the needs of theanodarket require active communication
with the market, increase its information efficignevhich will allow the to set the issue
price of the shares properly at the stage of olmigithe capital, taking into account the
investor's and issuer's expectations and limiptienomenon of undervaluation (re-evalu-
ation) of public offers. The conducted analysis aléswed to draw the following conclu-
sions:

« the number and value of the issue of new sharesemgtive to changes in the stock

market situation,

« the costs of public subscription of shares in retato the issue value are relatively

high in the case of smaller emissions and decr@afiee value of the issue increases,

« the companies, while conducting a public subsaiptif shares, relatively rarely use

the services of investment underwriters.
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EXTENSION OF LNG TERMINAL IN  SWINOUJSCIE.
CHALLENGES AND BENEFITS

The purpose of this paper is to show what challersgel benefits are related to the extension
of the LNG terminal. Further development of theilfgcis a result of the increasing demand
for natural gas in Poland. The author describesstments which are part of the LNG termi-
nal extension (development of the LNG regasifigasystem, construction of an additional
tank, expansion of the railway infrastructure andding of a new wharf). According to the
author, the expansion of the gas terminal includirggintroduction of innovative solutions
and improvements, may result in significant redutf natural gas imports from Russia to
Poland. The extended gas terminal, together wétetisting Baltic Pipe and interconnectors,
may not only decrease the amount of gas delivered Russia, but after 2022 also lead to
resigning from a new long-term gas contract witlt ttountry. Enlarged terminal with more
capacity as well as the option to import gas frarious directions, often based on long-term
contracts, make creation of a gas hub in Polane feasible.

Keywords: LNG terminal,Swinoujicie, development, logistics.

1. INTRODUCTION

The creation of the LNG Gasport$winoujscie should be considered as an important
event which increases Poland's gas security. TNiS IGasport is a source of additional
supplies of raw material from anywhere in the wollde investment contributes clearly to
the diversification of natural gas supplies to Rdlabeing an alternative to the import of
this raw material through pipelines, especiallyrirRussia.

Soon after the construction of the Gaspo$nnoujscie was completed, the decision
was made to develop the terminal further, whicthes most important part of the entire
facility. According to the plans the extended Gasgbould significantly increase its ca-
pacity, satisfying even half of Poland's demandgfs. This is crucial for the energy secu-
rity of the state.

The purpose of this paper is to show what cha#erand benefits are related to the
extension of the LNG terminal. As part of the pmhlanalysis following research questions
need to be considered: what infrastructure shoeldrbated as a result of the development
project and how will the extended Gasport incraéheegas security of Poland.

The paper includes mainly description requiregresent the meaning and characteris-
tics of the terminal's extension. Additionally, grastic method which is crucial when

1 tukasz Wojcieszak, DSc PhD, Associate Piéielce University of Technology, al. Tygilecia
Paistwa Polskiego 7, 25-314 Kielce; e-mail: Iwojcidg@gu.kielce.pl ORCID: 0000-0002-9166-
-4464.
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predicting the possible results of the extensisnyall as the comparative method and the
praxeological approach have been used.

2. THE ROLE OF THE GASPORT

Polish authorities have desired to diversify searof natural gas supplies since years
and the LNG Gasport iSwinouicie is a way to achieve these aspiratidtsand has been
dependent on gas import from the Russian Feder&irotiecades, which wasn't a perfect
situation as Russia as the main gas supplier qmutiggressure on the importer. Therefore,
mainly in the first and second decade of the nemiwg, Polish authorities searched for
alternative sources of ga¥arious contracts and investments, in partic@asport in
Swinoujscie, enabled gas supplies to Poland from non-RuskiactionsHavingthe LNG
terminal Poland can purchase the required nataslay competitive prices. Should the
terminal be further developed, Poland could eveigrefrom supplies of the Russian raw
material which is sometimes the declared goal diER@nergy policy.

Natural gas is a strategic raw material in Poland annual demand of the country for
this energy source exceetlg billion n? (Piszczatowska, Kadej, 2018}as extracted in
Poland coveraround 25% of its demand, hence the raw materkadiisg imported from an
increasing number of countries. The gas import grae/a consequence of the rapidly in-
creasing demand of the Polish market — the consampf this resource increased from 15
billion m®in 2015up to 17 billion nd in 2017 Konsumpcja gazu w Polscesnie. .., http).

In August 1993 Poland and Russia signed an impoagreement on the construction of
a gas pipeline system to send raw material to We&tarope as well as gas supplies to
Poland. In 1996 the so-called Yamal contract waglcoled on the import of Russian gas
into Poland for the period of 25 years, which imeal the construction of a gas pipeline
crossing Poland from the East to the West. Anatigeeement concluded in October 2010
stipulates that Poland will annually buy 11 billiod of gas imported from Russia till 2022
(Wojcieszak, 2012)This strong dependence on Russian gas encouradgtiRo look for
diversified sources and directions of gas suppdylteng in alternative pipeline projects,
interconnectors with neighboring countries, as wsllithe construction of a Gasport The
latter investment started 2011, however the fiest garrier came in December 2015 only
due to some delays with commissioning the facility.

Liquefied natural gas is transported by speciak tships to terminals, where the raw
material goes through the regasification processcgss of converting liquefied natural gas
[LNG] back to natural gas). Afterwards, the raw em&l is distributed via pipelines to re-
cipients. The LNG terminal iSwinoujscie is a key investment increasing the gas security
of Poland and enabling the import of gas from argsehin the world. It is also a pioneering
venture of that kind in Central and Eastern Eurapewell as in the Baltic Sea region.
According to the project of the investment, the Lk&Bminal should have a capacity to
receive 5 billion fiof LNG per year in the first phase. In the nezagst, the regasification
capacity is planned to increase up to 7.5 biliwn(Swiatkowska, 2013).

Poland imports LNG mainly from Qatar and the US#jch are the main LNG export-
ers in the world (next to Australia). The USAidiani, 2016)becomes the leader in this area
with their key supplier, Cheniere Energy, whichngd a long-term contract with Poland
on LNG delivery. The contracts with American LNGpexters will provide PGNIG (Pol-
skie Gornictwo Naftowe i Gazownictwo SA — the Plolitate-controlled, largest oil and
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gas exploration and production company) with adddl 7.3 billion m3 of gas after regasi-
fication for the period between 2012 and 2082raz wecej LNG zamiast gazu z Rosiji...,
http). The LNG terminal is an important part of #®called North Gate, which facilitates
the transmission of gas along the North-South mel not from the East to the West as it
has been for decades. Gas pipeline network whinhexdis the Central and Eastern Europe
will significantly increase the level of Polandiscarity, integrating at the same time the
European gas transmission system. This is in liitle thhe concept of the so-called Three
Seas Initiative which encourages cooperation betwsmuntries located in the Baltic,
Adriatic and the Black Sea region.

The Polish Gasport, before it is further develgmemsists of an LNG terminal, a break-
water in the Baltic Sea and a connecting gas pipdkbout 6 km long) as well as a trans-
mission pipeline (about 74 km long) — the lattemmects the LNG terminal with the national
transmission system (Kubiak, Janik, Szulc, 2016 ferminal is built on the Wolin Island,
covers 48 ha and is situated 750 meters from theaast (Gatczski, Zajdler, Ruszel, ed.,
2017). The facility increases the scope of techgiold processes which can be managed
there: upload LNG from a tanker at the unloadingkd@ NG storage in tanks, LNG regas-
ification, gas dispatch to the national transmisssgstem and loading of LNG on tank
trucks and ISO tank containers. The terminal hascwogenic containers for LNG storage,
which have capacity of 160 thousand m? edarrfiinal LNG wswinoujsciu..., http).

According to Wojciech glrzejewski building of the terminal iBwinoujscie and the
subsequent increase of energy security may resulesecuritization of gas issues. Once
this area is desecuritized it will be possibledol at the economic aspect of natural gas
trade and consider economic profits rather thaitigall benefits (ddrzejewski, 2013). The
LNG terminal, in particular after further developmewill at the same time facilitate gas
supply not only to Poland but also to other coastof Central and Eastern Europe. Over
the years Poland has transmitted gas from thet&ds¢ West only, which was a weakness
of the Polish gas pipeline network. The terminal change this and introduce the North-
South transmission route. The development of gasstnission infrastructure impacts
Polish-Russian relations. Since Poland reduceddtsendence on the gas imports from
Russia both energy as well as political relatioetween those countries can change
(Ksigzopolski, 2013).

3. REASONS FOR EXPANDING THE LNG TERMINAL

Poland plans to expand the terminal to increasedicurity of its gas supply, as well as
to adapt the facility to the requirements of thereany. Larger terminal is needed to satisfy
growing market demand for imported gas. The terimivih be expanded by additional
wharf, to make the port more flexible and abledose as a LNG supply center for smaller
Gasports that are being built and are planned toubieon the Baltic Sea. Increasing termi-
nal’'s capacity to load LNG on truck and rail tardesis part of the PGNIG strategy based
on the so-called ‘island gasification’ to delivexsgto the places located far from the trans-
mission network. According to the ‘island gasifioat concept regasification station and a
local distribution network need to be built and faes in liquefied form will be supplied to
this station via LNG trucks or rail tank cars (Muetivski, 2018).

New functionalities and services based on LNG Ielgevelopghe natural gas market
in Poland. The decision to extend the terminal based on the results of the feasibility
study from August 2017. According to the plans ecojwill utilize EU funds from Opera-
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tional Programme ‘Infrastructure and Environmeextension of the terminal by another
wharf is planned to be finalized in 2024/¢p6Inie na rzecz rozbudowy http) (the invest-
ment will be implemented according fe'sign—build’ method). Call for bids has been an-
nounced for key works related to the extensiorefgas terminal iSwinoujscie. Experts
estimate the cost of the investment for one billRiriN (Malinowski, 2018)

The LNG terminal can currently store 5 billior? of gas, which is enough to cover 1/3
of Poland's needs. Once the third faiskbuilt, the terminal will have capacity to curatd
an amount of gas that will satisfy even half thendad of the country

The extension of this largest terminal on the iB&ea is part of a comprehensive de-
velopment strategy of the Gaz-System group, gasitnéssion operator who finances this
investment. Thdurther development of the terminal is planned ¢ocompleted in 2022
(Rudnicki, 2017) Project works have already started, 2019 the toact®on works will
commence (Gonera, 2018).

In November 2017 the Agreement was signed in tieodeship office between repre-
sentatives of the company Polskie LNG (Gaz-Systemuf® and the management of
Szczecin an@winoujscie Seaports to build another wharf in the termihatesult the par-
ties will cooperate exchanging information and doeatation related to the construction
of the second wharf//spélnie na rzecz rozbudowy Terminalu LN®winoujsciu...,http).

4. DEVELOPMENT PLANS

The company Polskie LNG has published a periatfizrimation to inform the market
about proceedings planned in the nearest futurediiat finding a contractor for further
development of the LNG terminal iSwinoujscie (Polskie LNG przygotowuje proces
przetargowy...http). The extension of the terminal will increasseregasification and re-
loading capacity to ensure best utilization of theility's potential and create good envi-
ronment for market development in the coming yelaosir projects are planned to extend
the LNG terminain Swinoujscie:

1. SCV (Submerged Combustion Vaporizgnpject — covers further development of
the existing LNG regasification system based on &dditional Submerged Com-
bustion Vaporizers with a maximum vaporizing dufyapproximately 328,000
Nm?h gas as well as associated installations.

2. Tank —includes a new complete LNG full containntank with a gross volume of
180,000 m, with required equipment and installations enapfinl service of the
new tank and its cooperation with two existing &nk

3. Railway project — covers building of a completdwaly siding with turnouts and an
access railroad with equipment required to opdted NG rail loading facility for
rail tank cars and ISO tank container, consistiigw@lve LNG loading stations.
This facility introduces new service of the termjrenabling loading of liquefied
gas into rail tank cars and 1SO tank containerhenland part of the porPplskie
LNG przygotowuje proces przetargowyhttp).

4. Building of a new wharf in the Gasport along witie tsystem tdunker and reload
the LNG from tanks to ship¥his is a sea-related part of the extension pteybch
will be implemented independently to the other ectg, in cooperation with the

2 |t was not certairfior a long time if the third tank will be built atl (see M. Galczfyski, Zajdler,
Ruszel, ed., 2017).
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management of Szczecin afdinoujscie SeaportsRusza przetarg na rozbudew
terminalu...,http). New wharf will introduce additional services, ileading and

unloading of small- and medium-sized tankers, shipgnent of LNG (from the ship
at the unloading wharf to the ship at the trangsieint wharf), loading of LNG
bunkering vessels and natural gas bunkerdagszek2018)

The project on the extension of the terminal wiasubssed in April 2018 during tech-
nical consultations — meetings to give the ordefagy an opportunity to learn about the
best solutions available on the market. Represeasbf the construction companies took
part in the meetings as well. The construction wa@agsume a comprehensive execution of
the project including project plan, design and ¢tamsion (Ciepiela, 2018)n June 2018,
parliamentary representatives from the Committe&fergy, Treasury and Environmental
Protection, Natural Resources and Forestry promsedpport the draft amendment to the
act regarding the investment in the Gaspor$winoujscie. The existing legal solutions
were considered insufficient and not permittingessary investments to be made within
the required timeframe to ensure stable and safglpuas well as transmission of natural
gas (anuszek, 2018).

5. BENEFITS OF THE EXTENSION

Theamount of imported liquefied gascreased athe end of the second decade of the
21st centuryAccording to PGNIG, LNG volumes of gas import fr@gatar, Norway and
the USA increased then times faster than gas imgmin RussiaThe increase in LNG
imports compared to gas delivered from Russia ugtseh. Between January and July 2018
PGNIG imported about 0.6 billion cdhmore LNG than in the same period in 2017. At the
same time, gas imports from Russia in the peridaidsen January and July 2018 increased
by less than 0.4 billion cubic meters comparethéosame period of 2017 (which constitutes
a growth of 6%)The percentage of gas delivered from Russia droppath to 75% of the
whole gas imported by PGNIG between January ang 200 8. At the same time LNG
import maintained an upward trend and, in thisqukrincreased by 6% to 19% of the whole
import (Konsumpcja gazu w Polscesrie..., http).

PGNIG makes preparations to start supplying tHesiPonarket with gas extracted in
Norway, which would be sent via the Baltic Pipes(g#peline connecting Poland and Den-
mark) and is planned to begin end 2022 a result of the long-term contracts which Poland
negotiates with various countries, starting 2022\ will have an annual portfolio of
over 4 million tones of LNG delivered from the US$&pproximately 5.5 billion rhof gas
after regasification){onsumpcja gazu w Polscesrie. .., http).PGNIG signed a long-term
agreement to ensure LNG supplies from USA for #iad B4 years — the contract guarantees
deliveries of 0.7 billion mgas after regasification between 2019 and 2022aamand 39
billion m® between 2023 and 204ia. October 2018 PGNIG concluded two long-term con-
tracts for the supply of the liquefied gas. As mdréach agreement the company will buy
around 1 million tones of LNG (which makes abo@&lbillion n¥ of the raw material after
regasification) per year for the next 20 yedise gas is planned to be delivered through
pipes which will be available in 2022 and 2023dhéiest, once the Yamal contract reaches
its end. Poland seeks to conclude contracts for Ishi@plies with gas producers from var-
ious parts of the world. In particular, the agreatreggned with Qatar is crucial (with a
significant annex from May 2017Jdkobik, 2018), buhe potential import of raw material
from other directions is also important.
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Currently the LNG-powered machines become moreraactk important, especially
considering the low-emission standards. This nautus to further increase the volume of
LNG supplies as well as expand the gas distributetavork. According to the president of
Polski LNG, Pawet Jakubowski, the terminaBininoujscie could become a gas hub in the
Baltic Sea region. In the gas hub concept, thematerial could even be delivered to places
where there is no traditional transmission infractiure. The LNG fuel is used in maritime
transport which constitutes another impulse togase regasification capacity of the termi-
nal. The Sulphur Directive forces companies toificantly reduce the amount of this ele-
ment in fuels; therefore LNG — powered ships becargeod, environment friendly, alter-
native for maritime transporPezes polskiego LNG.http).

After extension of the terminal Poland will be @b import 50% more LNG gas than
before. When exploring new functionalities of tlaeifity, prospects for the development
of the LNG market not only in Poland but also ie fBentral and Eastern Europe will be
taken into consideration. Moreover, the extensiothe terminal which boosts its regasifi-
cation capacity to 7.5 bcm, considerably incredise $evel of gas security in Poland. Using
the current technological improvements in the LM@uistry and implementing innovative
solutions the Gaz-System company will be able toosk the most optimal path for the
development of terminal’s infrastructure and sergjamaking full use of the market poten-
tial in the region at the same time (Furman, 2017).

Expansion of the terminal will result in an incsed gas supply in Poland, which in turn
will lead to price drop of this raw material foretlfinal consumerPGNiG reloads the im-
ported LNG to tank trucks, delivers it to smallasijication stations and from there the raw
material is sent via gas pipelines, providing siggpbn a particular area only. The company
would like to use the additional quantities of LX&supply industrial customers as well as
deliver LNG to ships, cars and small LNG terminialthe Baltic Sea region. LNG from the
Gasport inSwinoujscie is transported by road tank trucks to Estoaial is used there as
fuel for ferries built in the Gdesk shipyard Furman, 2017).

6. CONCLUSION

The Gasport needs to be further developed tofgdttis growing demand for the raw
material as well as accommodate the increase imgasts toSwinoujscie. The investment
will follow the “design-build” methodThe Gaspori in Swinoggie provides diversification
of gas supplies to Poland, even before it got edddnThe LNG imported to terminal can
compete with gas delivered from Russia, which hamidated in the Polish market for
years.The first years of the LNG Gasport's operation taerefore be considered as the
time to reduce the dependence on one key suppli¢he same time, however, the amount
of gas imported via the terminal is still relatigalmall compared to the volumes imported
via pipelines, especially from the Russian Fedenati

The conclusion after analysis of the first reskaragestion is that the expansion of the
LNG terminal inSwinoujscie should consists of four important investmeniitier devel-
opment of the regasification system, additionakt&xpansion of the railway infrastructure
as well as construction of a new wharf are sigaificinitiatives that clearly increase the
capacity of the facility. Considering the expedteetease in the volume of imported gas, it
is particularly important to establish a second L& sshipment point, as well as to in-
crease the regasification capacity of the termiA#ter construction of another tank the
facility will have more bandwidth.
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The analysis of the second research questionramnthat expansion of the gas terminal
may leadto a significant reduction of natural gas importni the Russian Federation to
Poland.When the Gasport is further developed, the Balipe s operational and other
investments (in particular interconnectors) arelénmented, theoretically it could be even
possible to resign from the gas imports from Ruds@eased capacity of the gasport makes
creation of a gas hub in Poland more likéfyrthermore, it is possible that Poland will
significantly reduce the dependence on gas impdrted Russia, in particular even resign
from signing a new long-term gas contract with Rars§ederation.

Further development of the Gasport will strengtRetand's gas security. This is im-
portant because the demand for raw materials iwiggoboth in Poland as well as in the
Three Seas region. At the same time, after 202ar@olill no longer be so heavily de-
pendent on gas supplies from Russia as the existinfyact may not be extended; this will
create opportunity to buy more raw material frorheotdirections. Particularly large
amounts of gas are planned to come from the USA.t&hminal, which gets extended in
the early twenties of the 2tentury, can significantly contribute to the rdalersification
of gas supplies to Poland. In the future the Gdsgor be further developed if required.
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