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INTRODUCTION

The Polish energy sector is facing many challenges emerging from the need
to modernize, among others, the existing transmission infrastructure as well as
the construction of new energy sources. The European Union's requirements for
reducing greenhouse gas emissions are a special challenge to meet. Due to the
desire to halt global warming and the growing concern for the climate change,
renewable energy sources are considered the future of energy. Poland
is pursuing an energy policy in line with the European Union strategy, based
on a steady increase in the share of energy produced from renewable sources,
but lignite and hard coal still play a major role in ensuring energy security. The
total installed capacity in coal-fired power plants accounts for over 69% of the
installed capacity and 72.3% of the available capacity, while the production
of electricity from these sources accounts for over 83% of the total production.
In turn, renewable sources account for just over 7% of electricity production
(Szczerbowski, Ceran, 2017). In accordance with Poland's energy policy, up
to 2040, eight lines of action are planned (Olkuski, Grudzinski, 2019):

1. Optimal use of energy resources.

2. Development of electricity generation and network infrastructure.

3. Diversification of gas and oil supplies and development of network
infrastructure.

Development of energy markets.

Implementation of nuclear energy.

Development of renewable energy sources.

Development of heating and cogeneration.

Improvement of the energy efficiency of the economy.

The guestion arises whether the ongoing discussion on the above-mentioned
issues, for example, the development of renewable energy sources and the
diversification of the Polish energy sector are reflected in the annual financial
reports of the key companies of the Polish energy sector. Do investors, based
on financial statements, have the opportunity to obtain information about areas
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of diversification as well as assess the profitability of these areas and related
risks? In order to meet investors' information needs regarding the valuable data
presentation in the financial statements , there has been implemented, among
others, the reporting obligation by operating segments.

The purpose of this study is to examine the content of financial statements
regarding segment information and assess its suitability for shareholders. The
assessment of segment disclosures was carried out in relation to the mandatory
segment reporting requirements under International Financial Reporting
Standards (abr. IFRS), particularly IFRS 8 “Operating segments”.

METHODOLOGY OF RESEARCH

The study uses content analysis of the literature and legal acts. The empirical
part uses the qualitative research method based on multiple case studies.
A case study is a research method used to describe and test, and generalize
the theory, thanks to which such features as innovation, testability and empirical
validation due to the link with practice are obtained (Eisenhardt 1989).

In addition to the introduction, the structure of the study includes a description
of reporting principles based on segments in accordance with IFRS and
a summary of challenges facing the energy sector in Poland.

The empirical part of the paper analyzes the consolidated financial statements
for 2018 of 10 company groups covered by the WIG ENERGY Index. Particular
attention was paid to notes regarding operating segments and they were
analyzed from the point of compliance with the requirements of IFRS 8. The area
of analysis was also disclosed in terms of the risk of doing business in various
areas.

SEGMENT REPORTING BACKGROUND

The financial statements present the outcomes of measuring the results
achieved by reporting entities and are prepared, among others, to meet the
information needs of investors and capital owners. Despite legal regulations
determining the scope and detail of disclosures, the reporting policy depends on
the company's Management Board, which, having the opportunity to choose the
principles and methods of shaping business transactions and estimates, affects
the quality of the financial statements (Sulik-Goérecka, Strojek-Filus,
Maruszewska, 2017).

Pursuant to the Regulation of the European Parliament and of the Council on
the application of international accounting standards (European Parliament,
2002) a requirement was introduced for all EU listed companies regarding the
preparation of consolidated financial statements in accordance with
International Financial Reporting Standards (IFRS), starting from 2005
The purpose of the regulation was to improve the transparency and
comparability of company accounts. The effect of increasing comparability was

L IFRS together with International Accounting Standards (IAS) constitute a set of accounting standards,
related interpretations and conceptual frameworks issued by the International Accounting Standards Board
and implemented for the use in many countries.



396 New Trends in Production Engineering —Volume 3, issue 1, 2020

to increase the efficiency of market functioning and reduce the cost of raising
capital for companies, which increases competitiveness and stimulates
economic development in the European Union.

The scope of reports prepared according to IFRS is wider than those prepared
according to the Polish Act on Accounting (2019). IFRS 8 “Operating segments”
was issued by International Accounting Standards Board on 30 November 2006
and replaced previously binding IAS 34 — Interim Financial Reporting. IFRS 8
is mandatory for annual financial statements for periods beginning on or after
1 January 2009 (IFRS 8, 2006). According to IFRS 8, entities with publicly traded
securities are required to include in the financial statements information about
their operating segments, products and services, the geographical areas
in which they operate, and their major customers. It should be noted that this
information may be obtained from internal management reports.

The purpose of IFRS 8 was to provide users with information convergent with
the information generated for the needs of the management board, i.e. from the
management accounting system. The condition for separating segments
according to IFRS 8 is also regular monitoring of segment results by the main
responsible authority, which may be, but does not have to be, the entity's
management board. The structure of the assessed financial data of operating
segments is the factor affecting the form and scope of disclosures about
segments in the financial statements. The negative effect of the adopted
approach according to segments distinguished for operational needs is the
diversity of reporting, which may hamper comparability for potential investors.
The problem of quality of segment disclosure was widely analyzed in the
literature (Bens et al, 2011; Nichols et al, 2012; Blanco et al, 2014, Zimnicki
2017).

There are two types of segments that IFRS 8 distinguishes: operating segments
and reportable segments. An operating segment is defined as: “a component
of an entity that engages in business activities from which it may earn revenues
and incur expenses (including revenues and expenses relating to transactions
with other components of the same entity) whose operating results are reviewed
regularly by the entity's chief operating decision maker to make decisions about
resources to be allocated to the segment and assess its performance and for
which discrete financial information is available” (IFRS 8.2).

Reportable segments are operating segments or aggregations of operating
segments that meet specified criteria (IFRS 8.13) Segments are distinguished
when the value of sales revenues to external customers and between segments
is at least 10% of the total value of revenues of all operating segments.

If quantitative criteria are not met for a given segment, it may be separately
disclosed in the financial statements unless the management board decides
otherwise. Legal regulations allow aggregation of segments into one, under
certain conditions. The report should disclose the nhumber of segments so that
the sum of their revenues corresponds to 75% of the company's revenues.
It should be emphasized that if this condition is not met, additional segments
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must be distinguished, even if the quantitative criteria for them are not satisfied
(IFRS 8.15).

Two or more segments can be combined into one operating segment if the
segments contain similar economic features and are similar in terms of analyzed
issues (IFRS 8.12).

The basic parameters and requirements which, according to IFRS 8, should
be disclosed in relation to each reporting segment are presented in Table 1.

Table 1 Disclosures regarding reporting segments in accordance with IFRS 8

Disclosure type Main Requirements

General — method of identifying operating segments, e.g., by products
information or services, geographical areas;

(IFRS 8.22) — type of products and services on which the reporting

segment generates its revenues;
— judgments made by management in applying the aggregation
criteria to allow two or more operating segments to be

aggregated.
Information about | — revenue from external customers and from transactions with
the profit or loss other segments,
for each — interest revenue and expense, depreciation and amortization,
reportable — income tax expense or income and material non-cash items
segment — ameasure of total assets and total liabilities for each
(IFRS 8.21(b), reportable segment,
23, 24) — amount of investments in associates and joint ventures
Explanation — accounting policies for all transactions between reporting
of the principles segments,
used — nature of any differences between the measurement of profit
to measure or loss of reporting segments and the measurement of the
information entity's gross profit or loss,
on operating — nature of any differences between the measurement of the
segments assets of the reporting segments and the measurement
IFRS 8.27 of the entity's assets,

— nature of any differences between the measurement
of liabilities of the reporting segments and the measurement
of the entity's liabilities

— nature and effect of any unsymmetrical allocations regarding
reporting segments

Reconciliations — reconciliations of the totals of segment revenues, reported
to the financial segment profit or loss, segment assets, segment liabilities
statements and other material items to corresponding items in the
IFRS 8.21(b) entity's financial statements

and 28

Entity-wide — information about each product and service or groups
disclosures IFRS of products and services,

8.32, 33,34 — analyses of revenues and certain non-current assets by

geographical area,
— information about transactions with major customers
Source: own elaboration based on IFRS 8

Although the format of the disclosed data structure is not imposed by IFRS 8,
reconciliations with other data from the financial statements should be disclosed,
inter alia, in the scope of total revenues of reporting segments with revenues
of the entire entity as well as total values of segment assets and liabilities with
the value of assets and liabilities of the entire company.
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It should be noted that companies listed on the Polish stock exchange are
required to publish non-financial information from 2018. This is the result of the
implementation of Directive 2014/95/EU (European Parliament, 2014). The
presentation of non-financial data may take the form of integrated reports. The
idea of integrated reporting is to create one, joint report, which aims to indicate
the process of creating value in the company (Chojnacka, 2014; Walinska et al.,
2018; Piotrowska 2017). The main energy groups present in Poland are
generally vertically integrated entities, controlling the full value chain from coal
mining to the sale of energy, following global trends, they should be obliged
to be responsible in every area of activity and to present comprehensive
information on conducted activities (Wozniak, 2018).

The integrated reports may contain disclosures about the business model of the
group and the identified operating segments; however, the integrated report
should not replace the information required by IFRS 8.

ANALYSIS OF SEGMENT REPORTING IN COMPANY GROUPS FROM THE
WIG_ENERGY INDEX
In the face of the challenges, the energy sector companies are increasingly
trying to diversify their activities. In order to examine the usefulness
of information on the lines of diversification for the users of financial statements,
the financial statements of companies listed on the Warsaw Stock Exchange
included in the WIG_Energy index were analyzed. To prove the assumptions
underlying this paper, the analysis carried out takes into account the
consolidated financial statements for 2018 of the following groups of companies:

Company Group Elektrocieptownia “Bedzin” SA (BEDZIN, 2018),

CEZ Group (CEZ, 2018),

Company Group ENEA (ENEA, 2018),

Company Group Energa SA (ENERGA, 2018),

AB INTER RAO Lietuva (INTERAOLT, 2018),

Company Group Polenergia S.A. (PEP, 2018),

Company Group M.L. System S.A. (MLSYSTEM, 2018),

PGE Polska Grupa Energetyczna S.A. (PGE, 2018),

Company Group Tauron Polska Energia S.A. (TAURONPE, 2018),
. Company Group Zespét Elektrowni Pgtnéw-Adamow-Konin S.A. (ZEPAK,

2018).
The purpose of the analysis was to verify whether the listed companies apply
the principles used in internal reporting for management purposes to segment
disclosures. In addition, the scope of disclosures about segments in the
analyzed statements with the guidelines in IFRS 8 was compared.
Analyzing the information presented on the identification of segments, it should
be noted that the most of the segments were identified in the CEZ and PEP
groups — 6 each. The smallest number of segments was separated in the
BEDZIN group — only 2. In several groups there are very similar segments
regarding: generation of energy, mining, distribution and sales.
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In some groups, the segment of energy generation is divided into production
of energy from conventional sources and renewable sources as well. Separate
segments of energy generation from unconventional sources were identified in
the following analyzed groups: CEZ, INERAOLT, MLSYSTEM, PGE, PEP.
Other often identified segments are shared services centers, e.g., IT,
accounting, finance, logistics. In accordance with IFRS 8, the report should
specify the rules for measuring information on operating segments. This
obligation was not fulfilled in the following audited entities: BEDZIN, CEZ, ML
SYSTEM, PGE, TAURON, ZEPAK. According to PEP disclosure: “The basis for
assessing performance is operating profit or loss plus depreciation, which are
measured differently from profit or loss on operating activities in the consolidated
financial statements.”

In the remaining audited entities, the rules used to measure the assets and
liabilities, and performance of segments are “consistent with the principles
applied for the purpose of preparing the consolidated financial statements”
(ENEA, ENERGA, INTERAOLT). The requirements for the presentation
of geographical segments are met by all entities except for ML SYSTEM. The
most geographically dispersed activity is conducted by CEZ (Czechia, Germany,
Poland, France, Romania, Bulgaria) TAURON (Poland, Czech Republic,
Slovakia, the UK, Luxemburg, Austria, Hungary) and PGE (Poland, the EU,
other).

Undoubtedly, the synthetic financial information presented in Table 2 Part 1 and
Part 2 shows the greatest information value for shareholders.

Table 2 Selected segment disclosures in financial statements

of WIG Energy companies Part 1
Financial Data Ratios
Company Number Net Return Return

group of segments | Revenues Assets | Liabilities on
Income on sale

assets

1. Energy
segment
(generation

of energy from
BEDZIN PLN | conventional
thousand sources)

2. Finance
segment
(leases of
tangible assets)
1. Generation -

182947 119775

31860 370570

Traditional 87388
Energy
CEZ CZK ﬁ'efvegﬁ;?gsn 6099 27392 o data 20.9%
milion 3. Distribution 40944 109741 | 2vallable 25.9%
4., Sales 85693
5. Mining 9532 20062
6. Other 16518 9286
1. Sales 8968988 1466651 457893
ENEA PLN 2. Distribution 2727891 525925
thousand 3. Generation 7171146 950997
4. Mining 1756673 105448 | 3025897 294605 6.0% 3.5%
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5. Other, eg.:
maintenance
of road lighting
equipment,
transport
services,
construction
services

603504

280701

ENERGA
PLN milion

1. Distribution
2. Sales

3. Generation
4, Other
(shared
services
centres, eg.:
IT, accounting,
finance,
logistics)

4028
5529
1256

629

INTERAOLT
EUR
thousand

1. Purchase
and sales of
electricity

2. Production
and sales of
electricity
(electricity is
produced by
wind turbines)

283913

4356

PEP PLN
thousand

1. Wind
energetics

2. Conventional
energetics,
heat and
electricity
production

3. Marketing
and sales

of energy

4., Distribution

5. Biomass,
eg.: pellet
production from
energy crops

6. Developer
activities, eg.:
construction

of wind farms
and power
plant

149093

348104

2843241

86181

17821

900184

267236

814570 770389 -0.8%

126648 71368 9.3%

5694 -183.2%

Source: Own elaboration

It should be noted that CEZ and ZEPAK do not disclose information about the
liabilities of individual segments, which does not allow investors to find out about
the debt of individual areas, and only ENEA disclosed financial liabilities
attributable to individual segments. ZEPAK also did not disclose data on the
value of assets involved in individual segments, which is not in line with IFRS 8.
PGE presented segment assets without trade receivables. There are differences
in the presentation of profit. The net sales result for ENEA, operating profit
segment for INTERRAO, gross profit for Polenerga, EBIT for PGE were

disclosed.
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Table 2 Selected segment disclosures in financial statements
of WIG Energy companies Part 2
Financial Data Ratios
Company Number Return
group of segments | Revenues | | Mo\ | Assets | Liabilities | [oort | on
assets
1. Production,
service related 21611 2501 0
MLSYST | to photovoltaics
EM 2. Production,
PLN service related 104543 76171 8.4% 6.1%
thousand | to photovoltaics
3. Research and
development 5045 ‘ 1829 ‘
1. Conventional
energetics, eg.: 16644 10959
extraction of brown
coal
2. Generation
PGE of renewable energy 839
PLN 3. Sales 14377
milion N
4. Distribution 5878
5. Other (shared
serylces centres, 615
eg.: IT, accounting,
finance, logistics)
1. Coal mining 1266024 1589823 | 851497
2. Generation
of energy from 4638494 | 196658 | 12712861 | 1299850
renewable and non-
TAURON | renewable sources
PE PLN 3. Distribution 6158215 2152473 7.7%
thousand | 4, Sales 14074115 | 306481 | 3379688 | 1753298 2.2%
5. Other eg.: stone
mining of limestion
for energetics, 857462 410567 5.4% 7.9%
metallurgy,
construction
1. Electricity
generation from 2096382 -9.9%
conventional sources
and from biomass
JEPAK | 2- Lignite mining 814506 | soe%
PLN 3. Renovation eg: avaiable | avaiiabl available
thousand | services in the area 276327 -0.1%
of construction and
renovation services
4. Sales 575831 -2.5%
4. Other 168719 | 33% | |

Source: Own elaboration

Comparing the value of assets involved in individual types of segments, in such
groups as CEZ, ENEA, and PGE, the highest value of assets is involved
in segments related to traditional energy. At TAURON, ENERGA and
INTERAOLT, most of the assets were involved in the distribution segment. Only
PEP presented the highest value of assets involved falling to the "Wind Energy"

segment.
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Analyzing the value of achieved profits, the most of the profits were realized
in energy generation segments from traditional sources in such groups
as: BEDZIN, ML SYSTEN, PEP. It should be noted that the PEP profit realized
on the production of energy from wind is at the level of 60% of the profit realized
from the production of energy from traditional sources. In groups such
as TAURONPE, PGE, ENERGA and ENEA, the distribution segment generates
the largest profits. Only MLSYSTEM, focused on other energy sources than
traditional, realized the largest profit, for example, on production, service and
commercial activities related to photovoltaics. A negative result on the
production of energy from unconventional sources was shown by PEP (biomass
segment) and ZEPAK only, in which the entity generally realizes a loss on all
segments. Negative or very low results were shown in mining related segments,
this applies to entities such as: TAURONPE, ZEPAK, CEZ, ENEA. The
segments identified as "sales" showed negative results in such groups as:
ENEA, ENERGA, PEP.

For the purposes of the study, the return on sales ratio was calculated,
measuring the value of the result presented in the segment to the sales
revenues of this segment. Profitability ratios for sales of segments related
to energy production from traditional sources range from minus 9.9% in the loss-
making ZEPAK, 2.7% in BEDZIN, 3.4% in PGE, 7% in ENEA 24.4%
in ENERGA, 24, 8% in PEP up to 29.7% in CEZ.

Profitability ratios for sales of segments related to the production of energy from
unconventional sources are the highest in PEP — 34.4% (Wind energy segment)
and PGE - 24.4% and in CEZ — 20.9%. Profitability ratios of distribution
segments are from 9.3% in PEP, 16.1% in ENERGA, 21.1% in ENEA, 23%
in TAURONPE to 41.9% in PGE.

Asset profitability ratios were also calculated, which often take the highest
values for sales related segments, e.g., 35.6% in INTERAOLT, 79.8% in CEZ,
17% in PGE, 9.1% in TAURONPE.

It is difficult to find information on the identified risks assigned to the segments
in the notes covering segment data. Such disclosure is provided by BEDZIN,
where the main risk was identified in the form of sales to one main customer
which is TAURONPE as well as seasonality in energy sales, heat sale price risk
for the energy generation from conventional sources segment. Moreover, the
main risk for finance segment providing leases of tangibles was connected with
leasing receivables.

The financial statements of PGE drew attention to factors affecting the technical
and economic conditions for the production and distribution of energy carriers,
and thus affecting the financial results obtained. These factors include:
atmospheric factors (air temperature, wind strength, amount of precipitation),
socioeconomic factors (number of energy consumers, prices of energy carriers,
economic development of GDP) and technological factors (technological
progress, technology of product manufacture). In the heat sales segment,
seasonality effects are more important for households than for the industrial
sector. Meteorological conditions are particularly important for energy
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production in the renewable energy segment, where electricity is generated from
natural resources such as water, wind, sun.

However, the other financial statements disclose risks for the entire company
group that arise from certain areas of business. For example, CEZ identifies the
operational risk of nuclear and fossil power plants operation in the Czech
Republic as well as the risk of provision for mine reclamation and mining
damages and waste storage reclamation. As part of market risks, financial risk
(e.g. currency, interest and stock price), risk of commodity prices (e.g. electricity,
emission allowances, coal, gas, crude oil) and risk of volume (e.g. volume
of electricity produced by wind power plants).

The ENEA group disclosed risks in another context, primarily identifying credit
risk associated with the potential inability to obtain receivables from contractors.
The factors affecting this risk include, first of all, a large number of recipients
facing difficulties in assessing the creditworthiness of contractors and the
amount of costs of controlling the date of receipt and the cost of collecting debts.
The specific risk is also generated by legal conditions of the conducted activity,
defining, among others, the performance of the function of a reserve seller or an
ex-officio seller, mandatory connection of entities from a given distribution area
as well as the rules of suspending the supply of electricity due to non-payment.
In the ENEA group, a significant commaodity risk is caused by the fact that the
Group buys energy at market prices, while it calculates its tariff based on costs
recognized by the President of the Energy Regulatory Office as justified and
taking into account the margin (in turnover) planned for the next tariff period.
There is a limited possibility of transferring unfavorable changes in the costs
of its activities to final consumers of electricity. Due to the need to purchase CO»
emission allowances and the provision of services by contractors whose
prices/costs are denominated in Euro, the group is also exposed to the currency
risk.

Risk disclosures in the ENERGA group relate primarily to the risk of changes
in WIBOR interest rates, mainly related to long-term financial debt. The Group
also identifies the risk of changes in electricity purchase prices and certificates
of origin on the wholesale market.

CONCLUSION

The purpose of IFRS 8 is to provide information in a manner that allows users
of financial statements to evaluate the type and financial effects of economic
activities in which the entity is involved and the economic environment in which
it operates. The issues are particularly important for enterprises in the energy
sector, which are somewhat forced to diversify their activities towards, e.g.,
production of energy from renewable sources. Despite the requirements arising
from the EU law and the Polish Energy Policy, for the analyzed companies from
the WIG_ENERGY index, the segments of energy generation from conventional
sources (BEDZIN, ML SYSTEN, PEP) and distribution (TAURONPE, PGE,
ENERGA and ENEA). Profitability ratios for sales of segments related to the
production of energy from unconventional sources are, however, at a fairly high
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level, e.g., in PEP — 34.4% (wind energy segment), PGE — 24.4% and in CEZ —
20.9%. A negative result on the production of energy from unconventional
sources was shown only by PEP (biomass segment) and ZEPAK, in which the
entity generally realizes a loss on all segments. It is a mining related segment,
generating negative or very low results (e.g. TAURONPE, ZEPAK, CEZ, ENEA).
As a result of the analysis, it was found that, a large variety of information
on published segments should be stated, despite the fact that the audited
company groups belong to one sector. Differences were observed in both
segment identification, segment measurement principles, presentation of assets
and liabilities. Some of the requirements of IFRS 8 were not met at all. The
business risk is only slightly disclosed in relation to the individual segments
identified. Such diversity may cause difficulties in making comparisons between
companies as well as in making investment decisions by shareholders.
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Abstract.

Conventional energy sources dominate in the Polish energy sector, which is a huge risk to
meeting environmental protection requirements. Polish energy companies are facing
challenges related to meeting the requirements of the European Union and the National
Energy Policy. The paper attempts to answer the question whether the ongoing discussion
on the future of the energy sector, dealing with such issues as development of renewable
energy sources is reflected in the annual financial reports of companies listed on the Warsaw
Stock Exchange and covered by the WIG_ENERGY index. This study contributes to the
extant literature on financial disclosures in several ways. First, the examination of compliance
of segment reporting of selected companies listed on the Polish stock exchange with
International Reporting Standards (IFRS) was carried out (particularly IFRS 8 — Operating
Segments). Second, the information value of disclosures for investors in the energy industry
was assessed. The empirical part was preceded by a description of segment reporting
principles in accordance with IFRS 8 and the summary of challenges facing the energy sector
in Poland.
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