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Abstract: The objective of the research was to verify whether the financial information presented in
other comprehensive income has a material impact on the statement of total comprehensive income and
financial statements viewed as a whole. The research focused primarily on the presentation requirements
defined by the International Accounting Standard IAS 1 Presentation of Financial Statements and study
of the annual reports filed in 2014-2016 by the WIG 20 constituent companies listed on the Warsaw
Stock Exchange. In order to assess whether the impact of the financial information reported in other
comprehensive income is material, relevant concepts of materiality were applied. It was tentatively
assumed that the financial information presented in other comprehensive statement will be material.
The results of the conducted research study confirmed in general this assumption.
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1. Introduction

Objectives, assumptions, methods used and their limitations

Other comprehensive income is the change in equity that results from revenue,
expenses, gains, and losses during a period, as well as any other recognized changes
in equity that occur for reasons other than investments by owners and distributions
to owners [Wiley GAAP 2016, p. 50].

Based on the conducted research, it was concluded that the importance of other
comprehensive income is relatively rarely discussed in the scientific publications.
These infrequent publications tend to focus either on other comprehensive income
in certain types of industry (such as construction [Xiuping, Mingzhu 2017] or the
banking industry) or its predictive potential [Sajnog 2017, pp. 376-386].

The objective of the research was to verify whether the financial information
presented in other comprehensive income has a material impact on the statement of
total comprehensive income and financial statements viewed as a whole.
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It was assumed that the financial information presented in other comprehensive
statement will be material, because other comprehensive income is an obligatory
component of the statement of total comprehensive income under International
Financial Reporting Standards.

The research focused primarily on the regulations of the IAS1 Presentation of
Financial Statements and the study of the annual reports filed in 2013-2016 by the
WIG 20 constituent companies listed on the Warsaw Stock Exchange.

Given the empirical nature of the study, priority was given to the reading and
analysis the International Financial Reporting Standards, professional literature and
selected annual reports. Consequently the study concentrates less on theoretical
studies and publications.

2. Presentation of the financial statements

The International Accounting Standard IAS 1 Presentation of Financial Statements
requires an entity to present a complete set of financial statements at least annually,
with comparative amounts for the preceding year (including comparative amounts
in the notes). Financial statements are a structured representation of the financial
position and financial performance of an entity. The objective of financial statements
is to provide information about the financial position, financial performance and
cash flows of an entity that is useful to a wide range of users in making economic
decisions (IAS 1.9). To meet this objective, financial statements provide information
about an entity’s:

e assets;
e liabilities;
*  equity;

* income and expenses, including gains and losses;
» contributions by and distributions to owners in their capacity as owners;
» cash flows.

This information, along with other information in the notes, assists users of
financial statements in predicting the entity’s future cash flows and, in particular,
their timing and certainty.

In accordance with TAS 1, a complete set of financial statements comprises (IAS
1.10):

» astatement of financial position as at the end of the period;

» astatement of profit or loss and other comprehensive income for the period;

* astatement of changes in equity for the period;

» astatement of cash flows for the period;

* notes, comprising significant accounting policies and other explanatory
information;

* comparative information in respect of the preceding period; and
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* a statement of the financial position as at the beginning of the preceding
period when an entity applies an accounting policy retrospectively or makes
a retrospective restatement of items in its financial statements, or when it
reclassifies items in its financial statements.
An entity may use titles for the statements other than those used in IAS 1. For
example, an entity may use the title ‘statement of comprehensive income’ instead of

‘statement of profit or loss and other comprehensive income’.

It can be assumed that all financial statements and their components, such as other
comprehensive income, are important to their users, otherwise the International
Financial Reporting Standards would not require their presentation or disclosure.

3. Other comprehensive income in financial reporting standards
and annual reports

3.1. Statement of profit or loss and other comprehensive income
in financial reporting standards

Single statement

In accordance with IAS 1, an entity may present a single statement of profit or loss
and other comprehensive income, with profit or loss and other comprehensive income
presented in two sections (IAS 1.10A). The sections shall be presented together, with
the profit or loss section presented first followed directly by the other comprehensive
income section.

Separate statements

An entity may also present the profit or loss section in a separate statement of profit
or loss (IAS 1.10A). If so, the separate statement of profit or loss shall immediately
precede the statement presenting comprehensive income, which shall begin with
profit or loss.

The statement of profit or loss and other comprehensive income (statement
of comprehensive income) shall present, in addition to the profit or loss and other
comprehensive income sections (IAS 1.81A):

* profit or loss;

» total other comprehensive income;

* comprehensive income for the period, being the total of profit or loss and other
comprehensive income.

If an entity presents a separate statement of profit or loss it does not present the
profit or loss section in the statement presenting comprehensive income.

Statement of profit or loss

In addition to items required by other IFRSs, the profit or loss section or the statement
of profit or loss shall include line items that present the following amounts for the
period (IAS 1.82):
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* revenue, presenting separately interest revenue calculated using the effective
interest method;

» gains and losses arising from the derecognition of financial assets measured at
amortised cost;

e finance costs;

e impairment losses (including reversals of impairment losses or impairment
gains) determined in accordance with IFRS 9 Financial Instruments;

» share of the profit or loss of associates and joint ventures accounted for using the
equity method;

» ifafinancial asset is reclassified out of the amortised cost measurement category
so that it is measured at fair value through profit or loss, any gain or loss arising
from a difference between the previous amortised cost of the financial asset and
its fair value at the reclassification date (as defined in [FRS 9);

» ifafinancial asset is reclassified out of the fair value through other comprehensive
income measurement category so that it is measured at fair value through profit or
loss, any cumulative gain or loss previously recognised in other comprehensive
income that is reclassified to profit or loss;

* tax expense;

» single amount for the total of discontinued operations (as defined in IFRS 5).

Other comprehensive income

The components of other comprehensive income include (IAS 1.7):

» changes in revaluation surplus (see IAS 16 Property, Plant and Equipment and
IAS 38 Intangible Assets);

* remeasurements of defined benefit plans (see IAS 19 Employee Benefits);

* gains and losses arising from translating the financial statements of a foreign
operation (see IAS 21 The Effects of Changes in Foreign Exchange Rates);

» gains and losses from investments in equity instruments designated at fair value
through other comprehensive income in accordance with IFRS 9;

* gains and losses on financial assets measured at fair value through other
comprehensive income in accordance with IFRS 9.

» the effective portion of gains and losses on hedging instruments in a cash flow
hedge and the gains and losses on hedging instruments that hedge investments in
equity instruments measured at fair value through other comprehensive income
in accordance with IFRS 9 (see Chapter 6 of IFRS 9);

» for particular liabilities designated as at fair value through profit or loss, the
amount of the change in fair value that is attributable to changes in the liability’s
credit risk (see Chapter 6 of [FRS 9);

» changes in the value of the time value of options when separating the intrinsic
value and time value of an option contract and designating as the hedging
instrument only the changes in the intrinsic value (see Chapter 6 of IFRS 9);

and
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» changes in the value of the forward elements of forward contracts when separating
the forward element and spot element of a forward contract and designating as
the hedging instrument only the changes in the spot element, and changes in
the value of the foreign currency basis spread of a financial instrument when
excluding it from the designation of that financial instrument as the hedging
instrument (see Chapter 6 of IFRS 9).

Income tax and reclassification adjustments (recycling)
An entity shall disclose the amount of income tax relating to each item of other
comprehensive income, including reclassification adjustments, either in the statement
of profit or loss and other comprehensive income or in the notes (IAS 1.90).
An entity may present items of other comprehensive income either (IAS 1.91):
e net of related tax effects,
or
* before related tax effects with one amount shown for the aggregate amount of
income tax relating to those items.

If an entity elects to present items before related tax effects, it shall allocate
the tax between the items that might be reclassified subsequently to the profit or
loss section and those that will not be reclassified subsequently to the profit or loss
section.

Reclassification adjustments

In accordance with IAS 1, an entity shall disclose reclassification adjustments
relating to the components of other comprehensive income.

Other IFRSs specify whether and when amounts previously recognised in
other comprehensive income are reclassified (recycled) to profit or loss. Such
reclassifications (transfers) are referred to in IAS 1 as reclassification adjustments.
A reclassification adjustment is included with the related component of other
comprehensive income in the period that the adjustment is reclassified to profit or
loss. These amounts may have been recognised in other comprehensive income as
unrealised gains in the current or previous periods. Those unrealised gains must
be deducted from other comprehensive income in the period in which the realised
gains are reclassified to profit or loss to avoid including them in total comprehensive
income twice.

An entity may present reclassification adjustments in the statement(s) of profit
or loss and other comprehensive income or in the notes. An entity presenting
reclassification adjustments in the notes presents the items of other comprehensive
income after any related reclassification adjustments.

Examples of items that are reclassified

Reclassification adjustments arise, for example, on the disposal of a foreign operation
(see IAS 21) and when some hedged forecast cash flows affect profit or loss (see
IFRS 9 in relation to cash flow hedges).
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Examples of items that are not reclassified

Reclassification adjustments do not arise on changes in revaluation surplus recognised
in accordance with IAS 16 or IAS 38 or on remeasurements of defined benefit plans
recognised in accordance with IAS 19. These components are recognised in other
comprehensive income and are not reclassified to profit or loss in subsequent periods.
Changes in revaluation surplus may be transferred to retained earnings in subsequent
periods as the asset is used or when it is derecognised (see IAS 16 and IAS 38).

In accordance with IFRS 9, reclassification adjustments do not arise if a cash
flow hedge or the accounting for the time value of an option (or the forward element
of a forward contract or the foreign currency basis spread of a financial instrument)
result in amounts that are removed from the cash flow hedge reserve or a separate
component of equity, respectively, and included directly in the initial cost or other
carrying amount of an asset or a liability. These amounts are directly transferred to
assets or liabilities.

3.2. Statement of profit or loss and other comprehensive income
in annual reports of WIG 20

Approach

In order to assess whether the impact of the financial information reported in other
comprehensive income is material, annual reports of WIG20 constituent companies
were collected and analyzed.

Sales revenues (or its equivalent, such as for example interest in banking
institutions), net income, equity and other comprehensive income details were then
extracted and analyzed further.

In the context and for the purposes of this research, concepts of materiality as
defined both in local legislation (Polish Accounting Act) and International Standards
of Auditing were applied.

In accordance with art. 4.4a of the Polish Accounting Act, financial information
is material when their omission or misstatement affects decisions of their users.

Similar to that, in accordance with the International Standard on Auditing ISA
320, Materiality in Planning and Performing an Audit, misstatements, including
omissions, are considered to be material if they, individually or in the aggregate,
could reasonably be expected to influence the economic decisions of users taken
on the basis of the financial statements (ISA 320.2). In accordance with ISA 320,
determining a percentage to be applied to a chosen benchmark involves the exercise of
professional judgment (ISA 320.A4). There is a relationship between the percentage
and the chosen benchmark, such that the percentage applied to profit before tax
from continuing operations will normally be higher than the percentage applied to
total revenue. For example, the auditor may consider 5% of profit before tax from
continuing operations to be appropriate for a profit-oriented entity in a manufacturing
industry, while the auditor may consider 1% of total revenue or total expenses to be
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appropriate for a not-for-profit entity. Higher or lower percentages, however, may be
deemed appropriate in the circumstances (ISA 320.A8).
For the purpose of this research materiality was established follows:

* inrespect of sales revenues =>0.5% or more,
* inrespect of net profit => 5% or more,
* inrespect of equity => 2% or more.

Consequently, if other comprehensive income constituted less than 0.5% of
sales revenues, 5% of net profit or 2% of equity, then its impact was assessed to
be immaterial (the impact of the negative percentage was ignored, for example the
result of —7% was assessed as material based on net profit criterium).

Results

The results of the research for the financial year ending 31 December 2014 are
presented in Table 1.

The results of the research conducted for the financial year ending 31 December
2014 proved that in 16 of the 20 WIG 20 companies, other comprehensive income
proved to be material based on the sales revenues criterion (0.5% or more) and in
17 of the 20 companies based on the net income criterion (5% or more). However it
should be noted that only in seven of the 20 WIG 20 companies other comprehensive
income proved to be material based on the equity criterion (2% or more). In all
of these seven companies other comprehensive income proved also to be material
based on the sales revenues criteria and on the net income criteria or consequently
based on all three criteria.

In 16 of the 20 companies other comprehensive income proved to be material
based on the sales revenues criterion and the net income criterion (or based on two
criteria), while only in one company (EUROCASH) other comprehensive income
proved to be material based on one criterion.

Only in three of the 20 companies (CCC, CYFRPLSAT and PZU) other
comprehensive income was not material based on the sales revenues criterion (less than
0.5%), the net income criterion (less than 5%) and the equity criterion (less than 2%).

The results of the research for the financial year ending 31 December 2015 are
presented in Table 2.

The results of the research conducted for the financial year ending 31 December
2015 proved that in 10 of the 20 WIG 20 companies other comprehensive income
proved to be material based on the sales revenues criterion (0.5% or more) and in
11 of the 20 companies based on the net income criterion (5% or more). However it
should be noted that only in five of the 20 WIG 20 companies other comprehensive
income proved to be material based on the equity criterion (2% or more). In all of
these five companies other comprehensive income also proved to be material based
on the sales revenues criterion and on the net income criterion or consequently based
on all three criteria.
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In 10 of the 20 companies, other comprehensive income proved to be material
based on the sales revenues criterion and the net income criteria (or based on two
criteria), while only in one company (ORANGEPL) other comprehensive income
proved to be material based on one criterion.

In 2015 in 9 of the 20 companies other comprehensive income was not material
based on the sales revenues criterion (less than 0.5%), the net income criterion (less
than 5%) and the equity criterion (less than 2%). Compared to three companies in
2014 this was an increase of six companies (ALIOR, ENERGA, EUROCASH, JSW,
PGE and PKOBP).

The results of the research for the financial year ending 31 December 2016 are
presented in Table 3.

The results of the research conducted for the financial year ending 31 December
2016 proved that in 15 of 20 the WIG 20 companies other comprehensive income
proved to be material based on the sales revenues criterion (0.5% or more) and in
15 of the 20 companies based on the net income criterion (5% or more). However it
should be noted that only in four of the 20 WIG 20 companies other comprehensive
income proved to be material based on the equity criterion (2% or more). In all of
these four companies other comprehensive income also proved to be material based
on the sales revenues criteria and on the net income criteria or consequently based
on all three criteria.

In 14 of the 20 companies, other comprehensive income proved to be material
based on the sales revenues criteria and the net income criteria (or based on two
criteria), while only in two companies (JSW and ORANGEPL) other comprehensive
income proved to be material based on one criterion.

In 2016 in four of the 20 companies other comprehensive income was not material
based on the sales revenues criterion (less than 0.5%), the net income criteria (less
than 5%) and the equity criterion (less than 2%). Compared to nine companies in
2015 this was a decrease of six companies (ALIOR, ENERGA, JSW, PGE, PKOBP
and PZU) and an increase of one company (PKNORLEN).

4. Conclusion

The presented research confirmed that in 2014-2016 in more than 50% of the WIG
20 companies, the financial information reported in other comprehensive income
was material based on the sales revenues criterion (0.5% or more), the net income
criterion (5% or more) or based on the equity criterion (2% or more).

Even if the number of companies varied from year to year and across industries,
in general the impact of other comprehensive income measured using sales revenues
and net income criteria was still material or in line with the thesis of this research.

However it should be noted that when the equity criteria were applied, other
comprehensive income proved to be material only in 20% to 35% of the companies
in 2014-2016. The detailed reasons for this (such as the possible overcapitalization
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in comparison to earnings) as well as the relative fluctuation of other comprehensive
income were however not covered in this research and are expected to be a subject
of further study. That study can also be extended to include the WIG 40 or WIG 80
or smaller entities.

The importance of other comprehensive income in the annual financial statements
of the WIG 20 companies should potentially be considered by local regulators and
legislative bodies with a view of its adoption to the local reporting requirements in
Poland, in order to provide better information to the users of the financial statements.
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ROCZNE SPRAWOZDANIE FINANSOWE, WPLYW SPRAWOZDANIA
Z POZOSTALYCH CALKOWITYCH DOCHODOW

Streszczenie: Celem przeprowadzonych badan byta weryfikacja, czy informacje finansowe prezento-
wane w pozostatych catkowitych dochodach majg istotny wptyw na sprawozdanie z catkowitych do-
chodoéw i sprawozdanie finansowe jako cato$¢. Badania koncentrowaty si¢ przede wszystkim na anali-
zie wymogow zdefiniowanych w Migdzynarodowym Standardzie Rachunkowosci MSR 1 Prezentacja
Sprawozdan Finansowych oraz analizie raportow rocznych za lata 2014-2016, opublikowanych przez
spotki notowane na Gieldzie Papieréw Wartosciowych w Warszawie i wchodzace w sktad indeksu
WIG20. W celu dokonania oceny, czy wptyw informacji finansowych prezentowanych w pozosta-
tych catkowitych dochodach jest istotny, zastosowano powszechnie stosowane koncepcje pomiaru
istotno$ci. Przyjeto teze badawcza, ze informacje finansowe prezentowane w pozostatych catkowi-
tych dochodach sg istotne. Wyniki przeprowadzonych badan potwierdzity, co do zasady, poprawnosé¢

przyjetej tezy.

Slowa kluczowe: pozostate catkowite dochody, sprawozdanie finansowe, sprawozdawczo$¢ finansowa.
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