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AUTORYZOWANY DORADCA - JAKO SPOLKA ZAUFANIA PUBLICZNEGO
NA ALTERNATYWNYM RYNKU OBROTU GIEEDOWEGO NEWCONNECT

Stowa kluczowe: audyt, standardy etyczne, naduzycia.
Klasyfikacja J E L: G180.

Abstrakt: W artykule dostrzegamy, iz Autoryzowani Doradcy petnig role audytoréw
wewnetrznych w spétkach notowanych na NewConnect. Z zatozenia emitentami sa
mate i $rednie przedsiebiorstwa, ktore oczekuja odpowiedniego wsparcia i pomocy.
Doradcy odpowiadajgc za prawidtowe wprowadzenie i obstuge spétek na rynku musza
oczywiscie podlega¢ odpowiednim regulacjom prawnym. Jednakze z zatozenia alter-
natywny system obrotu akcjami matych i §rednich przedsiebiorstw podlega pewnym
uproszczeniom, ktére powodujg, iz nie wszystkie kwestie dotyczace odpowiedzial-
nosci Autoryzowanych Doradcéw zostatly jeszcze uregulowane. Wprowadzanie coraz
bardziej szczegétowych przepiséw przyczynia sie do zwiekszenia przejrzystosci ryn-
ku oraz do zapewnienia wiekszego bezpieczenstwa jego uczestnikom, a nieetyczne za-
chowania eliminujg podmioty, ktére nie powinny pojawi¢ sie na li§cie autoryzowanych
doradcow.

Translated by Bozena Kotosowska, Grazyna Voss

[ | INTRODUCTION

The profession of an auditor reaches back into the ancient history and its ori-
gin is estimated for approx. 3000 BC and relates to the civilizational develop-
ment of Mesopotamia. The need of introducing control became the answer to
the growing need for such type of supervision in the Mesopotamian mansions
and estates. At that time, the internal control applied was based on marks, dots
and dashes.

As a result of development over thousands of years, two types of audit can
be distinguished: the so-called business audit, i.e. external and internal (Moe-
ller 2011, 25). External auditor is a statutory auditor who in many countries
obtains his authorisations issued by a national authority and is included in an
appropriate professional registry. The external auditor carries out examina-
tions of the financial reports presented by a business unit and expresses his/
her opinion together with publishing a report.

An internal auditor is an employee of the company and he/she carries out
independent examination in the scope of applying correct procedures, both in
the area of finance and the operational activities of the enterprise. In its sim-
plest form, the internal audit takes place when an employee reviews the carried
out actions in order to find out whether these could be carried out “more effi-
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ciently or better”. By engaging more people, or an external company, in these
activities, the audit becomes broadened with the evaluation by given persons
of certain tasks, taking into account the correctness and effectiveness of the
performed tasks. In small enterprises the owner can carry out such a review of
actions by himself, but when the business unit is complex and covers many ar-
eas of activities, it is worth to commission such reviews to specialised and ad-
equately prepared employees.

In modern understanding, the internal audit fulfils a role of evaluating the
mechanisms of the management control and has an advisory function. The in-
ternal audit focuses on the shortcomings of the systems’ functioning and also
on advising and supporting the management staff in the scope of operational
control’s effectiveness and efficiency (Winiarska 2013, 17).

THE RESEARCH METHODOLOGY AND THE COURSE OF THE RESEARCH PROCESS

The aim of this paper is to present the role an Authorised Adviser fulfils in the
process of introducing companies to the market in the Over-The-Counter (OTC)
exchange, fulfilling the companies’ information duties and advising them on
the functioning of the instruments in this system. The paper also showcases
the importance of ethical behaviour regarding the entities joined through this
exchange - issuers, investors and the OTC organiser, who is the Warsaw Stock
Exchange; and whether the regulations of “Good Practices of the Authorised
Advisers in NewConnect OTC” constitute legal protection against the occur-
ring improprieties.

The basic methods used in the process of writing of this report were: analy-
sis and critical assessment of legal acts, the literature, the available studies car-
ried out also by other authors, and relating to the study area. The design of the
series, postulates method was also used deduction.

CAUSES OF INTERNAL AUDIT’S DEVELOPMENT IN THE 20™ CENTURY

It should be noted that the development of internal audits in the ancient times
was serving different objectives than the ones faced by internal auditors at the
beginning of the 20" Century. The perception of internal auditors changed si-
gnificantly in 1934 when the Securities and Exchange Commission (SEC) was
created in the United States (www.sec.gov). The effects of the Great Depression
of 1930s caused that the actions carried out by the SEC lead to the requirement
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of financial reports being examined by independent external auditors. The re-
quirements introduced by the SEC also obliged the companies to appoint inter-
nal audit cells in which the applied procedures have significantly increased the
trust of investors in the issuers emerging on the stock exchange.

The tasks of internal auditors in the first half of the 20" Century included,
among others, to carry out examinations in order to identify errors in account-
ing (Meigs 1960, 377). In 1942 the 1IA (Institute of Internal Auditors) was es-
tablished in New York, which supported internal auditors in their professional
development and which in time became an international organisation. In the
1990s the companies working in the field of external audit (in the scope of fi-
nancial reports) also begun to take on some of the duties of internal audits (re-
garding financial audit). In American companies this idea was very much sup-
ported by the management staff. Initially the IIA was against such solutions,
but the problem of outsourcing came into existence after the bankruptcy of En-
ron, where the whole internal audit department was moved to an auditing com-
pany A. Andersen. The occurring conflict of interest introduced changes and in
the process of internal audit it was decided that the company of the statutory
auditor cannot simultaneously offer internal audit services (SOK). The solution
which separates the internal audit and requires it not to be joined with the ex-
ternal audit is in place until today.

In the Polish economy the internal audit is of an optional character, but ac-
cording to the Public Finance Act the duty of audit occurs only in the units with-
in the public finance sector (Kotosowska B., Bartoszewicz A. (2014) Art. 272-
-296, Chapter VI of the Act from 27 August 2009 on Public Finance). In this pa-
per we pay special attention to the Authorised Adviser, who plays a very im-
portant role in the whole process of introducing the company to the OTC New-
Connect exchange, in the company fulfilling its information duties and in the
whole process of its instruments’ functioning within the OTC. The adviser is
an investment company or another entity offering services related to economic
trading, including financial advice, legal advice or financial audit. The adviser
needs to be registered on the list kept by the organiser of the Over-The-Counter
(OTC) exchange, who is the Warsaw Stock Exchange (http://www.ipo.pl).

ETHICAL NORMS IN INTERNAL AUDIT

The rules of ethical behaviours have been subject of interest for centuries and
reach back to the ancient times. The history knows many cases of falls states,
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financial crises and bankruptcy of stock companies caused by the lack of ethi-
cal behaviour in their management (Sawicki 2013, 239). Integrity and ethical
values are defined by the top management. We can state, that the economic unit
which prepared an ethical code and has all of its employees adhering to this
code, has an adequate set of values. Such code can be an important element of
control. In case if the code is not adhered to or its rules are being broken as are-
sult of alack of knowledge or deliberate actions, the surrounding of such enter-
prise is in the danger of an increased level of risk as a result of the dishonesties
taking place. It can also happen, that the employees are partially unaware that
their behaviour is against the interests of their company.

Each profession requires the worker to adhere to the generally accepted
professional standards, for internal auditors these are the International Pro-
fessional Practices Framework for Internal Auditors, issued by the Institute
of Internal Auditors, the so-called IIA Framework. Furthermore, the Institute
has prepared the Auditor’s Ethical Code, which aims at promoting ethical rules
of conduct that include integrity, objectivity, confidentiality, professionalism
(www.iia.org.pl).

THE ROLE AND TASKS OF INTERNAL AUDIT

The word “audit” comes from Latin and means to listen to, to interrogate, to
examine. In Poland, audits were used in the 1990s in relation to verification
of financial reports. Within internal audit the literature most often distingu-
ishes financial, operational and IT audits. This classification can be broadened
with financial, activity, system and compliance audits (Winiarska 2005, 33).
The units taking advantage of internal audits should begin its planning from
the analysis of the unit’s needs, as this is the only way in which conducting the
audit will lead to reaching the planned objectives.

At present the internal audit can be distinguished by characteristic features
which are presented in Table 1.

Tablel. Characteristic features of internal audit

Audit criterion Internal audit
Objective Added value to the unit
Scope All of the unit’s activities

Period examined Present state and future state
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Audit criterion Internal audit
Frequency According to the schedule, throughout the year
Knowledge of the unit Knows the unit (as an employee)
Examining entity Auditor employed in the unit, contractor — external unit

Source:authors’ own study based on: Kiziukiewicz 2013, 16.

It is assumed, that due to the internal audit, the head of the unit is able to
verify whether the objectives of the entity are realised in the correct way, the
rules and procedures resulting from different requirements of the law in force
are implemented and obeyed, and the implemented management control sys-
tem works in a relevant, effective and efficient way, allowing to evaluate the
activities of the enterprise in an adequate way. A system created in such way
allows guaranteeing, that the processes taking place in the entity are relevant
and efficient and allowing the unit’s activities to be evaluated in an adequate
way (Bartoszewicz 2011, 14).

JOINT-STOCK COMPANIES LISTED IN NEWCONNECT

As a part of the Polish public secondary financial market one can distingu-
ish a dealing market organised by both regulated and Over-The-Counter de-
aling system, with the latter consisting of the electronic platform for govern-
ment bonds and securities and the NewConnect organised by the Warsaw Stock
Exchange. The regulated market includes the stock market in the form of War-
saw Stock Exchange, OTC wholesale bonds market run by BondSpot (previously
CeTO0) and the commodity market of financial instruments (Kudta 2011, 19).
Transaction taking place at this exchange are usually made electronically using
various telecommunication means (Jajuga 2006, 6).

The essence of the OTC stock exchange in Poland is to allow capital support
for the companies in the very early or late phases of their life cycles. The financ-
ing should be used most of all for innovative projects. The creators of the pre-
sent regulations noticed the capital limitations existing in small and medium
enterprises with great development and innovation potential. It was for them
that a platform was created that allows trading stocks which is of supplemen-
tary character to the Warsaw Stock Exchange. It can be an intermediary stage
for those companies entering the main market, after their strengthening and
reaching appropriate value.
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Issuing of stocks by the NewConnect market can be seen as a modern way of
obtaining capital by small and medium enterprises. It is an alternative source
of obtaining development funding, aside from bank loans, leasing, venture cap-
ital funds and business angels. What is very important from the point of view
of the finances of the enterprise, apart from gaining access to capital, is that
it allows the first market valuation of the company’s own capital. Apart from
allowing access to new capital resources, starting listing on the NewConenct
also allows to be featured in the media, daily reporting their current financial
quotations. By applying good practices and absorbing modern ways of manag-
ing companies, the companies listed at the exchange gain experience in inves-
tor relations. Reaching a broad spectrum of investors relates to an increase in
the company’s credibility among its contractors and financial institutions. It
also allows creating relevant tools for evaluating employees as a part of the al-
ready existing system of employee motivation!. Such companies then gain vari-
ous benefits resulting from being listed in the NewConnect market, with signif-
icantly limited capital resources and lower formal requirements in relation to
the companies listed at the Warsaw Stock Exchange. The companies also bene-
fit from lower reporting costs, lower audit costs, and less rigid requirements of
introduction and listing at the Over-The-Counter (OTC) exchange.

The information materials on NewConnect point out, that this market was
planned for newly-established companies with capital not exceeding 20 Mil-
lion Euro, with a very big development potential. It was assumed that the com-
panies will be emitting between several hundred thousand to a dozen or so
million Zloty (www.newconnect.pl) The companies were to belong to resilient
innovative sectors based on immaterial assets (e.g. IT, electronic media, tel-
ecommunication, biotechnology, environmental protection, alternative ener-
gy, state-of-the-art scientific and technological thought) (Banaszczak-Soroka
2012, 86-87).

The investors point out to the significantly greater risk of investing in
stocks of companies that only start their business activities, implementing pro-
jects which may yield benefits only in the future. This also shows that the in-

! The system of awarding bonuses to the key employees can be dependent on the
increase of the stocks’ price, and the company can also intoroduce the possibility of
awarding the employees with the company’s stocks depending on maintaining the ad-
equately high level of the activities’ results (often reliant on the increase of the com-
pany’s value in the future, or maintaining the adequate levels of the ECA, MVA or ROIC
indicators).
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vestors can be the pioneers in financing innovative projects, branches or solu-
tions which are deemed too risky by the traditional suppliers of capital, such
as banks?. These points will be subject of evaluation included in chapter four of
this paper. Now we shall move on to the characteristics of bonds and searching
for the answer to the question whether obtaining capital through emitting cor-
porate bonds could become an attractive source of financing business activities
of small and medium enterprises.

Before a company is permitted to trade, a contract is signed between an au-
thorised adviser and the market animator or the Market Maker. The organiser
of the Over-The-Counter exchange keeps separate lists of Authorised Advisers
for the NC and Catalyst markets, and individual advisers can be featured on
both lists (www.newconnect.pl).

Their functions, tasks, possible penalties and exclusions were defined.
Among other tasks, the Authorised Adviser takes on converting the issuer into
a public company, takes all due diligence in taking care of the reliability and
completeness of information presented in the information document, which is
created based on the requirements of the current law and the market’s best
practices. The actions also include cooperation with companies listed on the
market in the scope of their fulfilment of information duties, monitoring the
correctness of securities’ sales, and offers advisory services regarding trading
stock at the NC market (Kotosowska 2013, 123).

From the perspective of several years that the NC market has been func-
tioning, it can be observed that there have been certain improprieties in that
the Authorised Adviser has been remunerated by taking over stocks of the en-
terprise she/he has been servicing. This causes significant imbalance in the
correctness of valuing the company - in case when the adviser is directly in-
terested in leading the offer of stocks’ sales. In 2012 GOADVISERS - one of the
highest-ranked advisory companies on this market, has been removed from the
list of advisers. It was accused of making errors during the preparation of in-
formation documents for one of the companies introducing its stocks to the NC.
The occurring conflict is very often irreconcilable, because “the ethical duty of
the adviser is also to absolutely inform of possible dependencies of his remu-

2 More on the functioning of the NC market: M. Buszko (2010), NewConnect - nowy
rynek wspomagajacy rozwdj matych i $rednich przedsiebiorstw w Polsce [in:] Przed-
siebiorstwa i instytucje w warunkach kryzysu finansowego., Zeszyty Naukowe nr 593.
Problemy zarzadzania, finanséw i marketingu, Wyd. Nauk. Uniwersytetu Szczecinskie-
go, Szczecin, 21-32.
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neration on the value of the obtained capital, as pointed out by the practition-
ers” (http://grupatrinity.pl/pressroom/publikacje.html).

According to the requirements of the Over-The-Counter exchange, the enti-
ties who can become Authorised Advisers are: “investment companies or other
entities which are companies regulated by the trade law, as long as the entity or
its legal predecessor have been offering services relating to economic trading
on the financial market, including financial advising, legal advising or financial
audit for at least 2 years, on the condition that it fulfils the requirements de-
fined in the Over-The-Counter Regulations, if in the assessment of the Organ-
iser of the Over-The-Counter exchange such entity provides a pledge of correct
performance of the actions of an Authorised Adviser” (www.newconnect.pl).

The “Good Practices of Authorised Advisers in NewConnect” have been pre-
pared and entered into force on 15t January 2009 in a form of recommendations.
In relation to the Authorised Advisers a requirement was introduced to include
information of applying the Good Practices in their annual report. It is assumed
that this will increase the standards of behaviour among the Authorised Advis-
ers in NewConnect. This way will create adequate conditions supporting this
market’s development and assure the security of functioning for the compa-
nies that are the issuers on the market. This will also increase the reliability of
the published information, which is what the individual investors, who are the
main investors in NewConnect, pay special attention to.

What is also emphasised when evaluating the work of the advisers is, that
they are responsible that the issuers, which each of the advisers services, ad-
here to the information requirements; service the stocks introduced in the
OTC; carrying out advisory actions. In the year 2013 the period of signing the
contracts with the advisers was extended to 3 years, as it was decided that the
help to the issuers should be offered for a period longer than one year as it was
defined in the previous regulations. Companies listed in the NC require help not
only with fulfilling their duties, but also because their actions should lead to an
increase in their company’s stocks. Therefore it is necessary to present their
achievements in a reliable manner and also frequently. This causes the advisers
to become speakers for their companies. Special attention is paid to the quality
of offered services and to blameless opinion. However, the assessments tend to
differ - in the year 2014 the Warsaw Stock Exchange has excluded out of the list
of authorised advisers 4 entities servicing NewConnect companies, 13 warning
notices admonitions have been issued and one financial penalty was given in
the amount of 20,000 PLN.
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Table 2. List of sanctions issued by the Organiser
of OTC for the Authorised Advisers in NewConnect

Year Total Removal from Warning Financial Temporary suspension of the right
the AA list notice penalty to act as an Authorised Adviser.

2009 1 1

2010 1 1

2012 1 1 1

2013 18 4 13 1

Sour ce:http://www.newconnect.pl/pub/dokumenty_do_pobrania/kary/NEWCONNECT_zesta-
wienie_kar_AD_29112013.pdf (accessed: 14.12.2013.).

When assessing the data included in Table 2 it can be observed, that there
has been a significant increase in the number and severity of the sanctions is-
sued against Authorised Advisers in the last year. There are no more tempo-
rary suspensions in rights to act as an Adviser, but there are removals from the
list and warning notices. The following companies have been removed from
the list of Authorised Advisers in the years 2013-2009 on the grounds of ne-
glecting their activities relating to information documents and introducing
stocks of chosen companies: CAPITAL CITY Sp. z o.0., IPO S.A., Capital Kopernik
S.A.. The company DOM INWESTYCYJNY TAURUS S.A. has been partially sus-
pended in its actions in 2012 due to the lack of possibilities of further adequate
performance of Authorised Adviser’s duties on the NewConnect and Catalyst
markets, because of the company’s legal and financial situation. The compa-
ny GoAdvisers S.A. has been removed from the list of Authorised Advisers for
improper conduct of the Authorised Adviser’s duties, as the company: Kance-
laria Rucinski i Wsp6lnicy, KLAUDIUSZ WOLNY EKSPERT has been suspended
(http://www.newconnect.pl). Although these may seem like individual cases,
with companies of public trust this should not happen at all. This undermines
the sense of more liberal solutions relating to the OTC market applied to small
and medium companies which look for comprehensive help from an authorised
adviser.

The cases of negative effects of disdaining the rules of ethics indicate a need
of a broad application of ethical standards in the economic life. There are, how-
ever, many causes holding back the process of disseminating the awareness
of ethics and its application in practice. Such causes can include (Karmanska
2005, 139):
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= world-wide moral crisis,

= people have pushed the ethics to the background of their value system,

= ethics is becoming an uncomfortable limitation in many areas,

= creation of standards of actions without adhering to the rules of ethics

or with a serious breach of those rules in the name of particular commer-
cial interests.

Despite many imperfections in the functioning of economic unit it has to
be observed, that the auditor’s work results in recommendations which should
become guidelines allowing the unit’s functioning to improve. The objective
of such recommendations is to neutralise the possibilities of significant risks,
to improve the management system, and to assure that the set objectives and
tasks will be realised in a defined period of time in a way that is effective and
coherent with ethical standards (Sottyk 2013, 276).

| CONCLUSIONS RESULTING FROM THE RESEARCH PROCESS

Analyzing the results of published studies on the causes of the collapse of li-
sted companies it should be noted that the elimination of these units can be at-
tributed to actions of certain persons, that stand in contradiction to business
ethics. Cases of negative effects of disregarding moral norms indicate the need
for broad application of ethical standards in business life. Among elements of
strengthening and utilizing of ethical principles in business there are procedu-
res used in internal audit, which can help reduce irregularities and can be a so-
urce for standards based on good business practices and in accordance with
ethical standards.

Internal auditis an independent and objective tool used for evaluation of the
unit’s management processes. It aims at bringing added value to the unit and
improve its functioning. It also supports the unit in achieving its objectives and
improving the efficiency of risk management, control system and management
processes. Unethical behavior of persons owning or managing business enti-
ties cannot be totally eliminated with certanity but, by the existence of author-
ized advisers, can be significantly reduced. Unfortunately, it will also depend
on the professional standards of good practices and personal responsibility of
the people they employ.
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