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Abstract

The focal point of this study is to present theultssof empirical research
concerning operation of supervisory boards in thacfice of companies listed
on the Warsaw Stock Exchange (WSE).

The main subject of interest concerns two researehs: the character of
the relationship between as well as the methods tuds employed in
communications between a supervisory board and gemant. The research
paper consists of theoretical concepts regarding shpervisory boards’ tasks
and the relationship between a supervisory board anmanagement board.
Moreover, another area of interests concerns legjigé changes that, according
to the author, have had a great influence on fuimetig of supervisory boards in
the practice of WSE-listed companies.

The conclusions presented in the paper have beswliated on the basis of
a review of the literature, analysis of pertineegulations, and a questionnaire
survey of members of supervisory boards which weaslucted in September,
October and November 2011 (the data was obtaineddans of postal surveys).
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1. Introduction

Corporate governance plays an important role inntleglern free-market
economy. What's more, it needs to be kept in mhrat torporate governance,
together with an appropriate level of financialctisure and high standards of
financial reporting, is one of the engines of modeapital markets’ development.
According to C. Mallin (2002, pp. 254-255), if avgh country is not perceived as
one in which good corporate governance practicedafiowed, capital will flow
to other countries instead. If investors believat tine disclosure level or when
a certain country has low accounting and repodiagdards, capital also flows to
other countries. All companies in a given countryo-matter how professional is
the practice of individual companies — suffer tbasequences of such a situation.
In Poland, the development of corporate governateetures has run parallel
with the growth of the young capital market.

A significant link in corporate governance, espfcia the two-tier model, is
the supervisory board. It plays the role of anrm@eand independent guardian of
a company’s interests. What's more, due to thendiiah scandals of the early 21
century and the economic crisis, business and nadtitegislators, as well as
international organizations, impose requirementste® to the operation of
supervisory boards and to some extent they traresponsibility for the security of
business transactions onto supervisory bodies. grbisess is reflected in, among
other things, the imposition of responsibility fttre accuracy and reliability of
financial statements onto supervisory boards.

At the same time it should be stressed that irytheng Polish free-market
system, where a two-tier governance model is ukedple of the supervisory board
is not precisely specified. As J.za& (2010, p. 53) notes (...) there is a need in
Poland to elaborate a new model of corporate games) comprising revaluation of
supervisory bodies’ functions and fundamental nicatibn of their methods and
style of work’. This problem also exists in otheuntries where the two-tier model
is in operation (Hopt and Leyens 2004, p. 141).ddeempirical research into the
activities of supervisory boards seems very timahyl necessary. It should be
emphasised that there is a vast body of scieméfiearch concerning some aspects
of the functioning of supervisory boards. Studieshis area have been conducted
both in Polish and foreign research units (IFAC20vrau and van den Berghe
2007; Urbanek 2008; Opalski 2006a; Opalski 2006&gk12005; Hilb 2005; Jak
2004; Zalega 2003; Millstein 1995; Zahra 1990; fefedind Salancik 1978).

The purpose of this present study is to presentrdalts of empirical
research concerning operation of supervisory boardlse practice of companies
listed on the Warsaw Stock Exchange, with partrdaleus on the character of the
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relationship between the supervisory board andriaeagement of a company,
as well as the methods and tools employed in corzation between them.

This paper presents theoretical concepts regatmgupervisory board's
role in the functioning of a company and discusssscted legislative changes
relevant to the practices employed in publiclydistompanies.

The conclusions presented in the paper have beewnléied on the basis of
a review of the literature, analysis of pertineagulations, and a questionnaire
survey of members of supervisory boards that waduied in September, October
and November 2011 (the data was obtained by méausial surveys).

2. The relationship between the supervisory board rad the management
board in a two-tier governance model — review of t& literature

Two governance models, i.e. a one-tier (unitarydl &mo-tier (board)
system, are presented in the literature on thigtdp both models supervisory
and management functions are present. In a unitasglel, the supervision
function is devolved upon the board of directorbereas in a two-tier system it
is performed by the supervisory board. The boardlicgctors (in a unitary
system) as well as the supervisory board (in thetter system) are both called
into being by the shareholders. In both modelsethmsdies are responsible for
the establishment, repeal and determination of gensaremuneration, as well
as ensuring the integrity of financial reports aahtrol systems (European
Commission 2002). However, the involvement of tleard of directors in the
functioning of a company in the one-tier systenfialsgreater than that of the
supervisory board in the two-tier model.

In a two-tier system, which is of particular in&rén this article, problems
arise regarding the distribution of tasks betwe®n dupervisory board and the
management board. As K. J. Hopt and P. C. Ley&®1(%. 141) observed, ‘while
the clear responsibility of the management boatllesunning of the business, the
role of the supervisory board is not easy to descriThe problem boils down
mainly to the fact that in practice the processugervision over a company quite
frequently contains an unidentified list of tasks.the literature on the subject
attempts have been made to systematise and grewgugiervisory boards’ tasks.
Researchers dealing with corporate governanceedividse obligations/functions
into control, personnel, motivational and advisay, well as strategic tasks (see
Haus 1999, p. 21; Opalski 2006a, p. 333). Therlatitegory particularly concerns
activities that influence the operation of a conyparthe long-run.
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The difficulties in precisely defining of supervigdoards' list of tasks result
from, inter alia, the various expectations of the capital markdh wespect to
supervisory bodies in public companies. It is Hardlearly determine whether, and
if so to what extent, the supervisory board, togethith management, should be
involved in the development of a company’s strategy

Three basic approaches can be traced in the literaff the subject, i.e.
a traditional approach, an approach of increaseddfitrast to the traditional one)
board activity, and the last one assuming a key @bla board in establishing the
strategy of a company (see Gad 2011, pp. 44-48aréib 2008, pp. 178-183;
Millstein 1995, pp. 1427-1443; Zahra 1990, pp. 129: Fama and Jensen 1983,
pp. 301-325; Fama 1980, pp. 288-307; Pfeffer andnS& 1978). The first
approach is connected with the principles of agdhepry, the latter in turn is
consistent with the principles of stewardship tlgeor

The traditional approach is associated with theekivlevel of supervisory
board engagement in the process of the companyaegy formulation.
According to this concept the supervisory boarthes leader of a company and
does not engage either in its current affairs atsistrategy. The adherents of such
modus operandi define the role of a board as &esvaimed at the representation
of the stakeholders (ancillary role) and contropésed at securing their business
by monitoring managers’ decisions (control rolegrfa 1980, pp. 288-307; Fama
and Jensen 1983, pp. 301-325; Urbanek 2008, ppl838

In accordance with the second approach, the sgpeyudoard should display
increased activity in evaluation of the companyrfategy. Members of the board do
not shape a new strategy but they participatedrptbcess by means of: suggesting
improvements in strategic plans, verifying findirggmcerning the company and its
surrounding accepted by managers, and controlltmgy process of strategy
implementation (Pfeffer and Salancik 1978).

The last approach advises partner cooperation batthe management and
the supervisory board in preparation of strategiections that a company should
follow. The supervising body is not restricted esolely to approving decisions
made by managers, but it can initiate and devéiepekisting modifications in the
strategy (Millstein 1995, pp. 1427-1443; Zahra 198f. 109-117). As was
observed by A. Opalski (2006b, pp. 353-354), ‘tingesvisory board should support
managers in establishing goals of the company afthimh ways to their
realisation, so it should play the role of an tm&bnal advisor and the
management’s partner. Counselling is a specifim fof supervision, which allows
strengthening its effectiveness’.

As regards the supervisory board’s involvementhim dperation of their
company, including its strategy construction, iogld be remembered that
certain proportions need to be maintained. In Wetier model the body that is
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responsible for management of a company is the geament board, therefore
the supervisory board participation in strategy ed@yment may cause
competence conflict. As is noticed in the literatuthe conflict can be levelled
when the supervisory board conceives of their edean agency assessing the
rationality of actions performed by the managenier# limited way; the board
should counsel the management rather than extoticyar actions (Opalski
2006a, p. 512). At the same time the supervisogrdahould control if the
management follows the law and provisions of th&las of association, and
the implemented strategy.

The effectiveness of any supervisory board act®datermined by the
attitude of the managers and specificity of the pany operations, as well as
the level of preparation and experience of boardhbmes. Only a competent
supervisory board can take proper care of a compdmnuginess affairs and also
may provide support for the management board. Eleionship between the
chief executive and the chairman of the supervidwgrd is of considerable
significance. As various authors note, ‘the two-tards are, however, only
effective where there is an effective relationshgiween the chief executive,
heading the management board, and the chairmamingeshe supervisory
board’ (Solomon 2007, p. 79).

3. The change in supervisory board’'s role caused byew regulations
incorporated into Polish law

As it is noted in the literature, currently, in tbe-called post-Enron age we
have to deal with the process of global convergesfc@arious concepts of
corporate governance. Additionally, increasinglypariant become solutions
derived from the Anglo-Saxon system which is allsaracterized by the one-tier
model of governance. Increasingly, we are dealiitly the implementation of the
solutions derived from the Anglo-Saxon system letgal systems of continental
Europe (e.g., into Germany, Austria, France, ardrie (Jeak 2014, p. 377).

The legislative changes concerning corporate g@aver® undertaken at
the beginning of the 21st century in the US%came an inspiration to develop
a comprehensive legislative initiative in the Ewap Union (European
Commission 2003). The provisions of the EU direxdivin regard to various
aspects of corporate governance have been intrddunte the Polish legal
system (Gad 2010, pp. 23-41). The author belielwas garticularly significant
changes refer to:

! For instance Sarbanes-Oxley Act.
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 extended responsibility of supervisory board mesibmrthe content of financial
statements and activity reports (Article 4a offlaish Accounting Act),

« obligation to create audit committees in publi@rest entities (Article 86 of
the Polish Act on Statutory Auditors, Their Selfs@ming Organisation,
Entities Authorised to Audit Financial Statementd an Public Oversight),

» compulsory additional disclosures included in attiveports (8 91. 5 point
4 of the Polish Ordinance of the Minister of Finaran current and periodic
information provided by issuers of securities andditions for recognizing
as equivalent information required by the law ofoa-member state),

* restrictions regarding regulations imposed on teeteral process and contract
termination of a statutory auditor (Article 66 bétPolish Accounting Act).

The most significant legislative change, drawn fithe solutions adopted in
the one-tier model, is the extension of the respiitg of supervisory board
members for the content of financial statementsaatidity reports. According to
the Accounting Act, supervisory board membersiat#d to assuring that financial
statements and activity reports are consistent pyithisions of the aforementioned
Act. The extended supervisory boards’ responsésiliire associated with a range of
new actions that the body needs to take, as welithsncreased involvement in the
running of the accounting system (Gad 2009, pp-228).

The Act on Statutory Auditors, Their Self-Governi@gganisation, Entities
Authorised to Audit Financial Statements and onliPubversight places public
interest entities (e.g. issuers of security) unither obligation to establish so
called task force units, i.e. audit committees inithe structure of a supervisory
board. The main aim of this unit is to monitor fim&ncial reporting process and
the effectiveness of internal control systems, rirak audit system and risk
management. The committee should be comprised &faat one independent
supervisory board member being competent in thé&lsfieof finance and
accounting. It seems that audit committees are gntie® most important tools
in monitoring the accounting system.

Another important tool that allows the supervisdryard to fulfil the
responsibility of maintaining financial reports egtity is the supervision over
the process of external audit. According to thedrtding Act, the entity that is
to investigate or to have insight into financigbogs cannot be chosen by the
management board. The choice of such an entitysreln approval by a general
assembly of shareholders or, if the articles ob@aon or an agreement state so,
the supervisory board.

This provision aims at preventing a situation inichhthe management
can pressurise the auditor to formulate a pos#éieuation due to the fact that
they have made a decision on the auditor's emplayme addition to that, in
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accordance with the provisions of the Act on StatutAuditors, Their Self-
Governing Organisation, Entities Authorised to Augihancial Statements and
on Public Oversight, the recommendation regardivey ¢hoice of a statutory
auditor can be made by the audit committde such a case the supervisory
board members become a sort of an intermediarydsgtithe supervisory board
and the statutory auditor.

The emphasis should be put on the fact that sir@@®9,2issuers of
securities are obliged to disclose particular reztfons in the activities reports
that concern i.a. information on utilisation of porate governance and on main
characteristics employed in the process of thernatecontrol and risk
management in relation to the process of finamejabrts creation. It needs to be
stressed that the main objectives of the audit cidi@en revolve around
supervising the internal control system and riskaggment. The provisions in
guestion constitute another mechanism used to wspdhe process of financial
reporting. The WSE listed companies present inftionaon control over
financial reporting within the 10 main groups o$dosures: (1) Characteristics
of internal control and risk management systemy;IT2Tools; (3) Risk; (4)
Managerial Accounting; (5) Preparation of finangtdtements; (6) Regulations;
(7) External audit; (8) Audit committee; (9) Setyrand data protection; (10)
Internal audit (Gad 2014, p. 143).

There is no denying that the legislative changestiomed above are
a milestone in the direction of professionalizatidisupervisory boards. It appears
that the changes might influence the strengtheafritpe supervisory process in
public companies (see Figure 1).

2 The statutory auditor should systematically infobmard members of any anomalies.
However, any differences of opinion between theitandand management concerning the
application of accounting principles and auditingnslards may not constitute valid grounds to
terminate the contract.
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Figure 1. Strengthening the supervisory process ipublic companies by means of legislative
changes

Legislative changes

Increasing the responsibilities of a supervisorgrido
for financial statements and activity reports

Obligation to establish an audit committee in the
supervisory board

Strengthening Management exclusion from entities choosing

the supervisory a statutory auditor
process in public The choice is on a supervisory board (if articles o
companies association or agreement state so)

Obligatory additional disclosures in activity refsor
concerning i.a:
— corporate governance
— control system and risk management in relation
to the process of financial reporting

Source: (Gad 2012, p. 781).

Yet the crucial point that needs to be borne indmithat a supervisory
board needs an appropriate information supportesdise its responsibilities.
What is meant here is mainly information about tmenpany itself and its
environment—information ex post and ex ante aliksupervisory board should
be in possession of financial and non-financial.(erganization of work,
employment structure, markets) information.

Realisation of duties regarding maintaining intggadf financial statements
and activity reports and their compliance with artting law demands creation of
appropriate  communicative channels and tools betwibe management and
supervisory board. Such a role could be playednbipfarmation packages system,
by means of which the management would forwardairerinformation about
current affairs and activities, as well as notifimas concerning the accounting
system, or finally those dealing with forecastingsuanptions. The efficient
communication system between the management andsupervisory board
developed in a company makes it possible to readiseresponsibilities of the
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supervisory board connected with ensuring accogisstem reliability. Moreover,
effective communication between the bodies in ap@om may contribute to
creation of an added value to the company by thersisory board.

It should be noted that a two-tier model of govaoasais practiced not only in
Poland but also in Germany and Austria and doegumriantee the members of the
supervisory boards the access to full informatiorthe company. Members of the
supervisory board coming from the outside of thengany often do not have
enough knowledge about the company. Therefore, ¢dhapot effectively control
the activities of the management board nor adviigerak 2014, p. 375).

4. The relationship between the supervisory board ral the management
and the process of their communication in the lighof empirical research

Research organisation

The operation of the supervisory board was the estibpf empirical
research that was conducted in September, OctalsteNavember 20F1 The
research group was made up of members of supgnbsards of Warsaw Stock
Exchange listed companies. During the conduct ®fréisearch, the questionnaire
interview was employed, while the tool utilised gather data was a postal
survey. The research had anonymous character. The cagjani®f the research
disabled identification of persons taking parttin i

In the research process the following questiongwasked:

1. What is the experience and substantial preparafiotnembers of supervisory
boards of WSE listed companies?

2. What is the nature of the relationship betweenrstipervisory board and the
management in WSE listed companies?

3. What issues arise most frequently during superyidgmrard meetings in
WSE listed companies?

4. Are the issues raised at supervisory board meeimiggted by its members
in the practice of WSE listed companies?

% A similar study was carried out in September, ®etaand November 2009.

4 37 questionnaires were received from 383 subnmissfone questionnaire was sent to each
company). The low rate of questionnaire return¥®.does not allow generalization of the results
to the entire community. It seems, however, thatabtained results can be an important signal for
the operation of the supervisory boards of Poligblip companies.
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5. Should the supervisory board’s responsibilitieduithe monitoring the scope
and compliance with the actual state of informatiimelosed by a company?

6.In what way is the communication process betweenstipervisory board
and the management organised in WSE listed comgianie

7. What tools are utilised in the process of commuicicdetween the supervisory
and the management board in the practice of W&ig ledompanies?

Quialifications and experience of supervisory boarenembers

The majority of respondents were experienced mesnbérsupervisory
boards. More than 76 percent of them sat on at tease supervisory boards.
Only for 17.6 percent of the surveyed the compamywhich they were
supervisory board members was their first compaeg (Table 1). Therefore it
can be supposed that the opinions voiced in thearel are based on extensive
professional experience of the respondents.

Table 1. Respondents' experience in the role of segvisory board members

Question: What is your experience in holding tHe af a supervisory board’s members?
A L Percentage distribution
nswer options: .
of answers:
This is the first company where | am a member pesuvisory 0
board 17.6%
This is the second company where | am a memberp#rsisory o
board 5.9%
| have been a supervisory board member in at theest companie$ 76.5%

Source: own study.

The supervisory board members who took part instheey reported that
they had no (36.1 percent) or little qualificatig@2.2 percent) in the field of human
resources. Similarly, they had little (30.6 perfentno (27.8 percent) qualifications
in the field of production and technology. The masspondents regarded
themselves as experts in management science —pditent stated that they had
very extensive or extensive (36.1 percent) expegién management. Only 11.1
percent of the survey participants reported highlifigation in the field of law and
administration, 25 percent said they had no backgtan law and administration,
and 30.6 percent had very little experience inftbid (see Table 2).
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The most significant qualifications appear to benazted with accounting:
15.2 percent of the respondents regarded theirifigatbns in finance and
accounting as very extensive, over 30 percenttasgixe, and one quarter of all the
respondents admitted that they had no qualificatiothis field (see Table 2).

Table 2. Selected qualifications of supervisory bad members

Question: Are you qualified in the following fieldls

Level of qualification

Field: none ‘ low | average ‘ extensive very extensive
Percentage distribution of answers:

Finance and Accounting 25.0% 13.9% 16.7% 30.6% %5.2

Law and Administration 25.0% 30.6Y 19.49 13.9% 9.1

Management 8.3% 2.8% 5.6% 36.1%) 47.2%

Production 27.8% 30.6% 2.8% 25.0% 13.9%

Human resources issues 36.1% 22.2% 11.1% 27.8% 2.8%

Source: own study.

Relationship between supervisory board and managemein the practice
of WSE listed companies

In this study, the respondents were presented dliffarent types of the
relationship between the supervisory board andntheagement: (1) very close
cooperation between the management and the suggriassard, in which the latter
plays the role of the management's advisor, (2) dhpervisory board is only
a supervisory body, (3) the supervisory board iisangaged administrator of the
company'’s affairs, (4) a compromise option, in \Whiee supervisory board plays the
role of a supervisory body and is the managemadt/sor only on some aspects.

Nearly 46 percent of the respondents answeredirthtieir companies
supervisory boards inspected the management’s nactamd only in some
matters they assumed the role of the advisor. Mbam 21 percent of the
interviewees said that the supervisory board oesrsthe actions of the
management in their companies. Results of the m&dsesdnow that supervisory
boards act as advisors in almost 30 percent ofuheeyed companies. Only 2.7
percent of the respondents stated that the supeyvimard in their companies
performs the function of the administrator (seel@&).

The results show that the relations between theagement and the

supervisory board vary widely in the companies thadre surveyed and
a dominant model of the relationship cannot berlgledentified. Nonetheless, the
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majority of the interviewees indicated that in theompanies the compromise
model is in use, i.e. the supervisory board plhgsrole of a supervisory body and
is the management'’s advisor only in some aspects.

Table 3. Character of the relationship between supeisory board and management in the
surveyed companies

Question: How would you characterize the relatignstetween the supervisory board and the
management in your company?
. Percentage distribution
Answer options: ;
of answers:
Members of supervisory board act as advisors anthganent’s 29.7%
partners )
Members of supervisory board mainly inspect actiminmanagemen 21.6%
Members of supervisory board inspect actions ofagament and 45.9%
act as advisors only is some aspects )
Members of supervisory board perform the role ahimistrators 2.7%
None of the above 0.0%

Source: own study.

Main areas of supervisory boards' activities

The issues that were most frequently addressegbangsory board meetings
were the company's current affairs that calledtlier board’s resolution. Such an
answer was given by 100 percent of the respon@szesTable 4).

As much as 94.7 percent of the interviewees saitidbring the meetings
the supervisory board dealt with evaluation of theults of the company’s
operations. Supervisory boards also were frequeotigcerned during the
meetings with realisation of the financial plangamr given by 86.7 percent of
the respondents).

At the meetings, supervisory boards relatively @@ldlealt with establishing
the goals of a company (answer given by 16.2 peafahe respondents) and with
initiating and formulating the strategy (answer egivby 35.4 percent of the
interviewees).

The survey reveals that during the meetings supenywiboards were more
concerned with current affairs than with issuesatmey to evaluation or
formulation of a company’s strategy. It can alsocbacluded that supervisory
boards in the companies that were surveyed maietfopned the monitoring
functions, and to a lesser extent acted as managedeisors.
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Table 4. Issues most frequently addressed at supésery board meetings

Question: Which of the issues are most frequemttiressed at supervisory board meetings?
Answer options: Percentgge distribution of
answers:
Formal evaluation of management activities 59.8%
Adoption of financial plan 60.0%
Control of financial plan implementation 86.7%
Evaluation of company’s results 94.7%
Strategy initiation and formulation 35.4%
Strategy evaluation 57.0%
Formulation of company’s goals 16.2%
f;(;g]ﬂz(r;)r: s current affairs requiring supervisory loégr 100.0%
Discussion on general direction of company’s dgwelent 70.4%
Other 19.4%

Source: own study.

More than 61 percent of the respondents statedinhtteir companies
supervisory board members quite often raised issoese addressed at the
meeting. In case of 5.6 percent of the compankesritiative in bringing up
matters to be dealt with at the meeting has aleajenged to supervisory board
members. None of the respondents indicated thairimbers never initiate
issues being the topic of the meeting (see Table 5)

Table 5. Supervisory board members' initiative in mising matters dealt with at meetings

Question: How often matters dealt with at supernyismard meetings are brought up
by its members?
Answer options: Percentage distribution of answers:
Never 0.0%
Rarely 13.9%
Occasionally 19.4%
Frequently 61.1%
Always 5.6%

Source: own study.

Almost 57 percent of the respondents stated tleastipervisory board’'s
responsibilities in their company included monmgrithe scope and compliance
with the actual state of information disclosed bg tompany. 13.5 percent of
the interviewees did not have an opinion on thigtengsee Table 6). Nearly 30
percent said that in their opinion the supervidmogrd's responsibilities did not
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include monitoring information disclosed by a compalt needs to be stressed
that in accordance with the European CommissionoRetendation of 15
February 2005, supervisory boards should monittiabiity of information
disclosed by a company, especially financial infation>

Table 6. Monitoring the scope and compliance with @ual state of information disclosed
by company as supervisory board’s responsibility fom the respondents’ perspective

Question: Do the supervisory board’s responsibgitn your company embrace monitoring
scope and compliance with actual state of inforamadlisclosed by company?
Answer options: Percentage distribution of answers
Yes 56.8%
No 29.7%
Hard to say 13.5%

Source: own study.

Almost 60 percent of the respondents totally disagrith the claim that
the supervisory board is responsible for operati@téivities of a company,
while 34.4 percent of them tend to disagree witls g8tatement. None of the
interviewees answered that they completely agréle this claim. The answers
confirm that the respondents view the supervisagrth's role in a company in
an appropriate way (see Table 7) — organisatioopefational activities is the
management’s domain.

Over 18 percent of the respondents completely agnge39 percent of
them tend to agree with the statement that the nodénof supervisory boards is
formulation of the rules and directions of managetiseactivities. As much as
24.2 percent of the interviewees could not deciarmswer to this question (see
Table 7). Only 6.1 percent of the respondents arexihat they totally disagree
with the claim that the role of a supervisory boardo formulate directions of
management’s activities. The interviewees’ answaggest that in some of the
surveyed companies (24.2 percent) the relationsdaet the supervisory board
and the management in respect of determining thectitins of management's
activities are not fully explicit.

The majority of the respondents (54.1 percent)ngfisoagree and 32.4
percent of them tend to agree with the statemeattttie best way to evaluate
a company’s condition is a continual dialogue betwé¢he supervisory board
and the management (see Table 7). Only 2.7 peodehe interviewees totally
disagree with this statement.

5 European Commission Recommendation of 15 Febru#0§ @n the role of non-executive or
supervisory directors of listed companies and encttmmittees of the (supervisory) board.
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Table 7. Selected responsibilities of supervisoryoard from the respondents’ perspective

Question: Do you completely agree with the follogvstatements?

| totally Itendto | Itis hard | | tend | completely
disagree disagree | to say to agree| agree

Percentage distribution of answers:

Supervisory board is
responsible for operational 59.4% 34.4% 3.1% 3.1% 0.0%
activities of a company

Supervisory board’s role is to
formulate rules and directions 6.1% 12.1% 24.2% 39.4% 18.2%
of management’s activities

Most efficient way to

evaluate a company’s
condition is a continual 2.7% 5.4% 5.4% 32.4% 54.1%
dialogue between supervisory
board and management

Source: own study.

The answers above indicate that the respondeiatscivpenmunication with
the management as a significant tool of supervision

Principles and tools of communication between managnent and supervisory
board

The research area concerning communication betwe=management
and the supervisory board is of paramount impogadecess to information
determines the effectiveness of the supervisorydhoas is highlighted in the
literature, ‘The success of both stronger involvetria management decision
and strengthening of control efficiency as a whddpends foremost on the level
of information’ (Hopt and Leyens 2004, p. 147).

The vast majority of the respondents (89.2 percamywered that
communication between the management and the ssggrboard took place not
only at the meetings but also outside of themhdutd be noted that 10.8 percent of
the interviewees said that those two bodies i t@npanies communicated only
during the meetings (see Table 8).
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Table 8. Organisation of communication between margeement and supervisory board in the
surveyed companies

Question: In what way is communication between rgangnt and supervisory board
organised?

Answer options: Percentage distribution of answers:
At the meetings 10.8%

Outside the meetings 0.0%

At the meetings and outside the meetings 89.2%

Source: own study.

The answers given by the respondents regarding nile¢hods of
communication between the management and supgnheard indicate that in
the majority (64.9 percent) of cases, the managem@vides the supervisory
board with information on selected areas of a camisaoperations without
specific request, while other information is praddonly when asked for. Most
of the respondents pointed out that in companiewlvch they serve as
supervisory board members, the management proinftasnation of their own
initiative only to a limited extent. Therefore theis a certain degree of risk in
those companies that the management may hold béwknation adverse to the
supervisory board. In such a case the supervisogrdo may not demand
particular information due to the fact that it mag oblivious of its existence.
Such organisation of the communication system reaylt from the fact that the
management does not want to burden the supervismayd with information
that is not crucial from the perspective of the pamy’s functioning. It needs to
be stressed that 27 percent of the respondentseagdthat the management
provides the supervisory board with informationhweiit specific information
demands from that body (see Table 9).

Table 9. Rules of communication between managemernd supervisory board in the
surveyed companies

Question: In what situation does management prostgervisory board with information?
Percentage
Answer options: distribution

of answers:

Without demands from supervisory board memberghigrinformation 27.0%

Only when supervisory board members demand paatiénformation 8.1%

Concerning specific areas of company’s functionimighout demand from

supervisory board members for this information, wheén the board 64.9%

demands particular information

Source: own study.
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The answers given by the respondents suggest rthidiei case of 24.3
percent of the entities, the management providesstipervisory board with
information mainly in the form of financial statemis. The majority of the
supervisory boards members (62.2 percent) whocjaated in the research
communicate with the management by means of infibomgpackage generated
by their company (see Table 10).

Table 10. Communication tools between management drsupervisory board in the surveyed

companies
Question: What is the form of information that mgement provides to supervisory
board members?
N Percentage distribution of
Answer options: i
answers:
Studies on the content and structure defined by 10.8%
management '
Mainly in the form of financial statements 24.3%
Information package generated by the company 62.2%
None of the above 2.7%

Source: own study.

It was specified in the questionnaire what is ustterd by information
package. According to that definition, it is a sdtinformation with fixed
content and structure transmitted to the superyisomard periodically by the
management. Its content is agreed upon by thelmatles.

The practical use of information packages indicdket the process of
communication between the supervisory board and ri@nagements is
conducted in a professional way. Yet, one hasrwemaber that the efficiency of
the supervision process depends on the contehedhformation packages.

5. Conclusions

The role of supervision in the modern global ecopas continually
growing. Particularly important, especially amormgnpanies listed in continental
Europe, is the action of the internal corporateegoance mechanisms. These
mechanisms include, among others, control exedoyethe supervisory board.
The kind of relationship between the supervisorarboand the management
board has a large impact on the efficiency of tygesvisory board's work. It is
also important to clearly define its powers, duéied responsibilities.
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Changes in regulations introduced in the last deqade a real challenge
for members of supervisory boards operating unidercurrent two-tier model,
e.g., in Poland and Germany. The purpose of theaages was to increase the
professionalization of this body. The functioninysoipervisory boards is also
strongly affected by expectations of economic pecactCorporate scandals of
the early twenty-first century made capital marlggrticipants pay more
attention to the activities of supervisory boarustfie two-tier model) or the
boards of directors (in the one-tier model).

As noted by J. Jak (2014, p. 377), the supervisory boards operating
Poland are characterized by a weaker formal andl lpgsition than the
supervisory boards operating within the same motigbvernance (two-tier) in
Germany. Both in Poland and Germany, supervisogrdso are required to
approve selected actions of management board. im&wy, the list of these
actions is definitely longer. Additionally, in Pold, when the supervisory board
refuses to approve certain actions of the managebward it may request the
approval of the general assembly of shareholddns makes the position of
supervisory boards in Poland worse than in Germany.

Owing to the empirical study we gained new insighits the functioning of
the supervisory boards of companies listed on tlaes¥w Stock Exchange. The
results of empirical studies indicate that the stipery boards in the surveyed
companies dealt mainly with the supervision overdhtivities of the management
boards, and only in certain areas acted as theisaad. It should be noted that one-
third of respondents indicated that their compampesvisory board acted as adviser,
a partner of the management board. This clearlywshthat the solutions
characteristic of the one-tier model, in force gy in the Anglo-Saxon system,
permeate into a two-tier model, characteristicaonttinental Europe.

The significant involvement of the supervisory laban the process of
supervision is manifested by the fact that superyiboards in most of the surveyed
companies affected the agenda of their meetingPefmb and F. Neubauer (2001,
pp. 158, 160) confirmed in their studies that tineoivement of the supervisory
board in the development of the agenda of its mgefis regarded as an important
mechanism to control the flow of information to theard.

In the majority of the surveyed companies, memlmrssupervisory
boards engage in supervision of the company’s otradfairs. Supervisory
boards’ responsibilities include the monitoring thie scope of information
disclosed by a company.

The active role of the supervisory boards in thecess of communication
with the management board is reflected by the tlaat most of the surveyed
companies have a system of information packageglaeed jointly by the
management board and the supervisory board. Iti@ddn most of the surveyed
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companies this package was supplemented when pegvisory board declared
a definite demand for information. It appears thit way of communication within
the structures of a company enhances the effeetigenf the supervision process.
As indicated by the results of research carriedbgub. Johanson (2008, p. 372)
information package as an oversight tool is alsgortant in the case of a one-tier
model. The results of D. Johanson's (2008, p. 8&&arch indicate that in the
process of supervision particularly important, tuéhe reliability, are the financial
data which are subject to external control camwigicby the statutory auditors.

According to J. Jak (2014, pp. 378-379) the two-tier system of suipien,
mandatory also in Poland, loses its importanceontt in the world but also in
continental Europe. ,A convergence of the moniatid dualistic systems that has
been visible in Europe for some years now as vgetha evolution of the dualistic
system in Germany should become an impulse forrilegarom the existing,
conservative approach to the separation of mars@erd supervisory functions in
the Polish commercial law” (dak 2014, p. 378).

It seems, therefore, that due to the continuousliiye and economic
changes problems presented in this article reduitker research and analysis.
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Streszczenie

RELACJE MI EDZY RAD A NADZORCZA | ZARZ ADEM
ORAZ PROCES ICH KOMUNIKACJI W PRAKTYCE
SPOLEK PUBLICZNYCH W POLSCE

Celem gtéwnym niniejszego opracowania jest prezgatavynikow badania
empirycznego dotygeego dziatalnéci rad nadzorczych w praktyce spétek notowanych
na GPW.

Przedmiotem szczeg6lnego zainteresowania w ranma@jszego artykutugdwa
gtowne obszary badawcze: charakter relacjieday rad; nadzorcz i zarzzdem oraz
sposoby i narzia komunikacji ngdzy tymi organami spétki. W artykule zaprezentowano
rézne koncepcje teoretyczne dotymz zada rad nadzorczych oraz relacji edizy rad
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nadzorcz i zarzzdem. Co wicej, w artykule wskazano zmiany legislacyjne, kadi@niem
autora, miaty najwikszy wptyw na funkcjonowanie rad nadzorczych wtpcakspotek
notowanych na GPW.

Prezentowane w niniejszym artykule wnioski sformatee zostaly na podstawie
studidw literaturowych, analizy regulacji oraz wgdu kwestionariuszowego dokonanego
wsrod rad nadzorczych na przestrzeni wrea i listopada 2011 r. (technikgromadzenia
danych byta ankieta pocztowa).

Stowa kluczowerada nadzorcza, zagzl, nadzér korporacyjny, komunikacja



