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Financial Accounting

Nonna Khachatryan
Ph.D. in Economics, Assosiate professor, YSU
nonnakhachatryan@yahoo.com

HUMAN CAPITAL REPRESENTATION ISSUES IN
ORGANIZATIONS' FINANCIAL STATEMENTS

Abstract: As a key component of national wealth, Human
capital has been constantly assessed and valued by different
methodological approaches. However, this research has mainly
been focused on the macroeconomic level, where accumulated
human capital is calculated through efficient use, economic security
of the country, sustainable development, and competitiveness. This
calculated human capital index is then used as a comparative
measure within different countries.

Despite this, the recognition and measurement of human
capital is not yet practiced at a microeconomic level. As a key
component of the means of production, it’s important for companies
to record their human capital within published financial statements
to make economic interpretations in that direction. This article
proposes an approach to the assessment of human capital at the
company level through accounting and presentation of results in
financial statements.

Keywords: financial statements, international accounting
standards, labor resources, human capital valuation, human capital
accounting

JEL classification: M40



Research aim: to present accounting approaches and
presentation of their human capital results within an organization’s
financial statements.

Research hypothesis: existing opportunities to measure
human capital at the level of organizations and present it in financial
statements.

Research novelty: recommendations were made for the
recognition, evaluation, and presentation of human capital in the
organization’s financial statements.

Introduction

The financial statements published by the organizations
currently do not provide for the presentation of human capital in
practice. Additionally, there is no such requirement within the
International Financial Reporting Standards (IFRS). Human capital
is more than an economic resource, making it a necessary
component within the financial statements of organizations. Even
though economists have been trying to estimate its accumulation at
both country and organizational levels from the 18th century, the
intangible nature of human capital complicates its measurability.

To address this issue, in 2013 the European Conference of
Statistics formed a special group to develop a methodology for
measuring human capital and statistical accounting. An
experimental satellite account recording human capital was then put
into operation in the system of national accounts to attempt this.
However, this practice is not widespread due to several issues with
the methodology behind the measurement.



Research Results

There are several factors that can complicate the
measurement and presentation of human capital within the financial
statements of.

Firstly, human capital reserves are constantly undergoing
active dynamic changes due to several factors including generational
reproduction, mortality. Additionally, as migration processes are
intensified, the structure of accumulated capital and qualitative
characteristics constantly change, making it difficult to accurately
measure human capital at a specific time [1].

The heterogeneity of the qualitative components of human
capital adds additional complexity to the problem of measurability.
If some are presented in economic measurements (investment costs
in education, healthcare), then most are not subject to economic
dimensions (work skills, creative skills, leadership skills, etc.), which
does not allow for accurate measurements of accumulated human
capital [2].

Finally, even if the individual components of human capital
are measurable, they are measured in different ways, such as years
of working life, the reward of vocational education with reduced
future incomes, the state of health with the number of diseases, and
the level of general education at the expense of education. Thus, it
is not possible to place different individual components of human
capital within the same field of comparison, making it difficult to
create a summary assessment of accumulated capital resources [2].

In practice, researchers have repeatedly attempted to
present measurements of accumulated human capital with
consistent estimates, at both macro and micro economic levels. One
of the most common approaches used is the use of the Human
Capital Index, which is calculated using three indicators: life

expectancy, income, and education through the following formula.
8



HDI = V LEi xEix li @)
where.

LEi - life expectancy index,

Ei - education census index,

li - income index.

In practice, however, these calculations become difficult to
implement due to the difficulty with the application of sound
methodologies for computing these three key components.

Such problems arise in the case of another approach to the
macroeconomic measurement of human, where the calculations
depend on health capital, education capital, and cultural capital,
using the following formula:

YK = Ko + K3 + Kk 2)
where.

YK - value of human capital,

Co - value of education capital,

Ks - cost of health capital,

Kk - value of cultural capital.

From a macroeconomic point of view, the value of human
capital is also observed in terms of generating additional economic
output, as calculated in following formula:

Human capital = [gross income - (gross expenditure —
salary + benefits)] / indicator of full employment (3)

Methodological problems arise here in terms of the
country's full-time employment rate, as the calculation considers not



only the unemployment rate of the active population as well as the
opportunities to work and receive public benefits by profession [4].

Different approaches to the valuation of human capital are
also offered in the microenvironment where the emphasis is mainly
on the employee, assessing the value characteristics of the
individuals who make up human capital. The calculations are then
based on the combination of expected income-expenses related to
the individual's activity in the organization, as well as the amount of
salary paid. The expected indicators in the valuation calculations are
then presented at the present value. The most common of these
methods of evaluation was suggested by G. Bakers using the
following formula [5]:

n -t:
Va=2(B-C)*(1+1) (4)
i=a
where:
Va - valuation of the employee as human capital a
at the age;
B - total salary paid;
C - the part of the salary that is directed to the labor
recovery,
n - the age at which an individual's active work activity
ends;
i - discount rate.

It is also suggested to consider investments made using an
individual's income and their professional growth when calculating
the value of human capital [6].

m
Ei = Xi + =rij x Cij (5)
i=1
10



where:
Ei - income received by a particular individual,
X - the result of the initial capital of the individual,
J - indicator of investments in human capital,
rij - rate of return on personal investment,
Cij - investment value.

Researchers also suggest the use of employee potential
assessments as a measure of brand equity. Considering that the
value of personnel potential within an organization is the totality of
the value assessments of its employees based on salary paid - the
goodwill coefficient determined for an employee can be calculated
as shown below.

S=3Nxlkn+UXT (6)
where.
S - employee assessed as human capital
the value;
3I1 - is the amount of salary paid to the employee,
Gkp - is the goodwill coefficient of the employee
potential,
M - investments in recruited staff are;
T - investment period.

The goodwill coefficient can be calculated for each
employee involved in a business organization, by considering their
capabilities in performing these functions and generating additional
benefits. It represents the potential of human capital in the pursuit
of material goods by taking an individual approach to each
employee.

11



From an organizational standpoint, the most important and
analyzed factors when evaluating human capital are the work
abilities, professional skills, organizational and management skills of
the individual and working groups. The presentation of human
capital at the organizational level is intended to assess the
performance of labor resources at the micro level and is commonly
recommended within professional accounting literature.

We agree with researchers who suggest that human capital
accounting be organized at the organizational level by presenting
collected labor resources as assets with liabilities equilibrium human
capital item [7]. However, the problem of how human capital will be
assessed arises here as well. To solve this, we suggest using as
simplified of a method as possible, based on the payment of
workforce within the organization. Provided the number of staffs
recruited and their salary information, we propose an assessment
of human capital of an organization in parallel with traditional capital
(see Table 1).

Therefore, the equalized financial condition in the
organizations presupposes having the following comparisons with
the balance sheet items:

a+b-f=d:

c=f
a+tb+c=d+t:

12



Table 1. Human capital approach in reporting on the
financial condition of organizations®.

Assets Capital and Liabilities
Material resources a Traditional capital d d
Financial resources b Human capital e
Work Resources c Liabilities f: f
Conclusion

In general, traditional equity in the statement of financial
position is the value group of the entity's own financial and non-
financial assets, which includes the additional output generated
using capital (profit growth, asset revaluations, etc.). Consequently,
the inclusion of labor resources involved in the assets of the
organization to fully represent the development of economic
resources and the return on their use, and the corresponding
representation of human capital in liabilities, is now becoming a
necessity that creates an opportunity.

Firstly, to present the economic resources of the
organization and their sources of emergence more
comprehensively, in terms of material, financial and labor forces,
where the managed capital is valued in human, financial and
material shares.

Secondly, to evaluate the effectiveness of an organization's
policy in terms of human resource and quality improvement of the
managed workforce, as an increase in compensation is correlated
with an increase in the quality of the workforce.

Finally, human capital accountability can also be assessed
by organizations in terms of competitiveness, as the qualitative

! Composed by author
13



improvements in the labor resources involved provide a stable
guarantee of a competitive position in the market.
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NMPOBNEMbI NPEACTABNEHUA YENOBEYECKOI O KATUTANA
B ®MHAHCOBOI OTYETHOCTN OPTAHU3ALLMIA

KnioyeBble cnosa - CbVIHaHCOBaFI OTHYETHOCTb, MEMOY-
HapodHble CTaHAapTbl 6yxranTepCKoro y4€Ta, TpyaoBble pecypchbl,
OU€HKa 4YenoBe4yecKkoro Kannutana, y4eT 4enoBe4eCcKoro Kanntana

Henoseyecknii Kanutan, ABNAACH KNHOUYEBbIM KOMMOHEHTOM
HauMoHanbHoro 6oraTcTea, MOCTOAHHO MOJBEpPraeTCcA OLEHKe ¢
MOMOLLIbIO PasfMYHbIX MeToflonoruyecknx nopxonos. OfHako noka
BCE 3TO B OCHOBHOM Jl€laeTCA Ha MaKPOYPOBHE, KOTia HaKOMeHHbIN
YenoBeYeCcKUil KanuTan paccMaTpuBaeTCA C TOUKM 3peHus sdppek-
TUBHOIO WCMOMNb30BaHUA, YKOHOMUYECKOW 6e30MacHOCTU CTpaHbl,
YCTOMYMBOrO pasBUTUA, KOHKYPEHTOCMOCOOHOCTU 3KOHOMMKM. B
CBA3M C 3TUM PacCUMTHIBAIOTCA U CPABHUBAKOTCA MHIEKChI Yenose-
YecKoro Kanutana AnA pasHbIX CTpaH.

Mexpy Tem, npusHaHWe W W3MepeHWe YeNnoBEYECKOro
KanuTana ellie He MpaKTUKyeTCA Ha ypoBHe NpefnpuATuid. HenAasack
KNoYeBbIM KOMMOHEHTOM CpPeACTB MPOU3BOACTBA, YeNoBeyecKuii
KanuTan ye Heobxopumo oTpasaTb B Nybnmkyemoi cpuHaHcoBOM
OTYETHOCTW, [leNaTb SKOHOMUYECKUE WHTepnpeTauun B 3TOM
HanpasneHun. B cTaTbe cpenaHbl NpepoxeHna o ToM, Kak NOJOWTU
K OLleHKe YenoBeYecKoro Kanutana Ha ypoBHe MpPeAnpuATHiA, yueTy

N nNpejcraBNeHNO pe3ynbTaTtoB B CbMHaHCOBOVI OTHYETHOCTU.

Submitted: 18.09.2022
Accepted for publication: 15.11.2022
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FEATURES OF EVALUATION AND ACCOUNTING OF
BIOLOGICAL ASSETS IN ACCORDANCE WITH THE
REQUIREMENTS OF IFRS 41 "AGRICULTURE"

Abstract: Changes to IAS 41 Agriculture in recent years are
intended to improve the accounting for biological assets, and
changes to the standards are automatically reflected in the financial
statements. Exclusion of some biological assets from the scope of
IAS 41 shall in itself lead to the differentiation of biological asset
valuation and accounting mechanisms.

This article presents the "fair value less costs to sell”
biological asset valuation model and accounting procedures that
need to be identified and developed on a theoretical-practical level
to prepare financial statements.

Keywords: IAS 41 “Agriculture”, biological assets, fair
value less costs to sell, valuation, accounting

Research aim: The aim of the research is to study the
accounting and valuation models of biological assets according to
IAS 41, which will promote the effective management of the
biological transformation of biological assets.

Research hypothesis: It is supposed, that biological asset
valuation models are important, from the point of view of
agricultural organizations' accountment of income and expenses,
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increasing the degree of reliability of the information included in
financial statements.

Research novelty: The scientific novelty is the
methodological development of the theoretical bases of the valuation
and accountment of biological assets at their real value in order to
effectively manage the biological transformation of biological assets
in agricultural organizations.

Introduction

Throughout the whole period of activity of a living organism,
gquantitative and qualitative changes occur due to the growth,
development, degeneration, reproduction and other biological
changes of a living organism, in a word, due to biological
transformation. That is to say, among the organization's assets,
biological assets (plants, animals) are unique due to their ability to
undergo biological transformation.

Therefore, according to IAS 41 "Agriculture” standard the
accounting of biological assets is connected with the biological
transformation of these assets, more specifically, to the results of
biological transformation.

Biological assets have the ability of producing a product
(food, crop) and giving an additional asset (generation), they are
used in economic activities, provide economic benefits, they are
controlled and reliably valuated, they are produced either in an
organization or received from other individuals [1].

The classification of plants and animals (hon-current and
current), in the accounting according to the amendments made in
the IAS 41 standard, is presented in Figure 1.

According to Figure 1, non-current biological assets include
the agricultural products that will be harvested after 12 months, as
well as productive animals that will be kept for more than 12 months,
also trees that are grown for timber. It should be noted that after
the amendments made in IAS 41, the productive trees are out of the

18



scope of the "Agriculture" standard and are considered as fixed
assets, valuated at their initial cost.

Figure 1. Classification of biological assets and agricultural
products into current and non-current

19



According to the above presented figure, current, i.e.
consumable biological assets include the crop or food that should
be harvested within twelve months as from the accounting period or
the animals, that shpould be sent for slaughter or kept alive for
sale, within twelve months, also annual cultured plants the crop of
which is obtained within twelve months. Thus, non-current
biological assets are presented in two separate assets' accounts,
being included in the sphere of action of different standards (IAS
16, IAS 41). Let's add that agricultural products (crop, food) are
considered as stock after harvesting and are included in the sphere
of action of IAS 2 "Inventories" standard.

In a number of works, it is suggested to classify biological
assets in an analytical accounting, according to "affiliation to the
sphere ( plant -breeding and cattle-breeding), according to the
period of usage (up to 12 months and more than 12 months),
according to the nature of usage (consumable or productive) and
according to characteristics (ripened and unripened) )" [2]. Ripened
biological assets are able to regularly provide crops, food, and the
consumable ones will be considered as ripened, when they provide
certain parameters that will enable these assets to be used for the
purpose to obtain crops or food [3].

As biological transformation is the peculiarity of biological
assets, so, accounting of biological assets is associated with that
biological transformation, more exactly, accounting is carried out at
the moment when the result of biological transformation is
recorded: harvest, product, generation, etc.

Thus, the expenditures on the productive tree before the
harvest are not ascribed to unfinished production, as well as the
expenditures on the mother flock are not ascribed to unfinished
production. The latter are collected in the "Main production”

20



account and written off as an expense of the period at the end of
the accounting year:

DR Expenses from agricultural activities
CR Main production.
And the crop, food, generation are accounted as

consumable biological assets, but not as product (finished articles)
at the moment of reciept;
DR Consumable biological assets

CR Incomes from agricultural activities.

If the organization's intentions are such as the obtained
generation should be included into the main flock (in order to
provide genaration later), then it will be reflected in the accounting
not as current (consumable) biological assets, but as non-current
biological assets;

DR Biological assets

CR Incomes from agricultural activities.

If the organization's intentions are such as the part of the
harvested crop should be kept as seed, then it will be reclassified
as material;

DR Materials

CR Consumable biological assets.

And when realizing the harvest, food, generation, they are
credited, attaching with the accounts, accounting the receivable
debts or financial means or received deposites;

DR Sales receivable debts

CR Financial means
DR Received deposites

CR Consumable biological assets.

21



That is to say, when selling biological assets, they are not
written off at their sale cost price or book value, but at fair value
less costs to sell, and expense accounts are not involved here.

According to IAS 41, the consequences of biotransformation
of biological assets will be reflected in the report at the moment
when the biotransformation took place, that is to say, the obtained
crop, food, generation are reflected in the accounting just at the
moment of receipt, therefore, the income for them is already
recognized at the moment of receipt, rather than when sell. And
when realized, these assets are credited with the corresponding
accounts recording either in cash or the installment or advance
payment.

While, if valuated with the initial cost model, the effects of
biotransformation of biological assets would be reflected in the
report not at the time when the biotransformation took place, but
when the asset was realized [4].

A biological asset should be measured at its fair value less
costs to sell at the time of initial recognition and at the end of each
accounting period, besides the case when fair value cannot be
measured reliably [5].

The fair value of an asset is defined as the price that would
be obtained from the sale of the asset in an ordinary transaction
between market participants at the measurement date.[6] Biological
assets do not receive an objective valuation until they are recognized
in the market. It can be argued that accounting for biological assets
and agricultural products under IAS 41 is interwoven with the
existing market, and future economic benefits are estimated by
measuring significant physical or qualitative characteristics of
biological assets in the existing market, creating an opportunity to
reliably determine future economic benefits.
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Figure 2 shows the valuation procedure for biological assets
and consumable biological assets at “fair value less costs to sell” at
the time of initial recognition (acquisition). According to the figure,
the book value of biological assets, as well as consumable biological
assets, is exactly the market price that would be obtained from the
sale of biological assets and consumable biological assets as of the
balance sheet date, excluding transportation, loading, unloading
costs, commissions and other disposal fees. That is, the latter are
subtracted from the real value as much as they would have been if
a sale had been made at that moment.

Consequently, fluctuations of the fair value (market price)
will be reflected in the accounting;

+ increase in fair value or physical increase as benefits:
DR Biological assets
CR Income from agricultural activities
o decrease in fair value or decline in physical characteristics as
losses;
DR Expenses from agricultural activities

CR Biological assets.

Costs to sell deducted from fair value are additional costs
directly attributable to the disposal of the asset. Examples of
additional costs include commissions paid to brokers and dealers,
fees paid to regulators and commodity exchanges, transportation
taxes and duties [7].

And in terms of providing reliable information, when the
value of biological assets is revalued at the end of each year, the
latter should include not only changes in fair value or physical
changes, but also changes in selling costs.

Therefore, changes in the rates or value of transportation,
loading, unloading, commissions and other disposal fees will also
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change the book value of the biological asset, and will be reflected
in the accounting as benefits or losses;
e increase in cost of sales will be reflected as losses
DR Expenses from agricultural activities
CR Biological assets
e reduction in selling expenses as benefits
DR Biological assets
CR Income from agricultural activities

Biological assets at initial Consumable biological assets
recognition at initial recognition
deducted Fair value deducted

\ \/

Commissions and
other payments for
alienation

transportation,
loading, unloading
expenditures

Figure 2. The biological assets’ valuation model

While calculating the fair value of certain biological assets,
when there is no active market for them, it is allowed to use the
price of the last transaction that took place in the market (if there
were no significant changes in economic conditions between the
date of the last transaction and the reporting date), also , market
prices for similar assets are applicable, reflecting their differences,
and in the case of absence of the first two, industry indicators for
prices of biological assets are applicable. [8]
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Regarding the evaluation and accounting of consumable
biological assets, let's present a conventional example, according to
which the organization is engaged in the cultivation of "Grom" type
autumn wheat (vegetation: 223-278 days) and it has done land
preparation and sowing works since October 2020. in 2021 wheat
cultivation continued and in May of the same year, a wheat harvest
of 1000 tons was obtained. As of the accounting date, the real value
i.e. the market price of "Grom" winter wheat was 170,644.36 drams
for 1 ton in May 2021, in addition, in order to transport the wheat
to the market for sale, the organization will bear transportation costs
of 4,000,000 drams, and if it sells through an intermediary
organization, it will also pay that organization a commission of 1
percent of the market price (table 1).

Conclusion

Thus, an entity's benefits and losses are formed at the
moment of recognition of a biological asset (in the following
example, a consumable biological asset) when they are measured at
"fair value less costs to sell."

This value is the book value of the biological asset, and the

latter should reflect the market environment in which the sale
transaction would be carried out as of the balance sheet date, from
the point of view of accounting, the costs incurred on biological
assets are considered as agricultural activity costs, at the end of the
reporting year they are expensed, and they are attributed neither to
incomplete production and nor to the product.

25



Table 1.The Order of accounting and estimation of
consumable biological assets

Operations Correspondence Sum
(AMD)
October 2020
Reflection of | DR Main production 94 812 000
expenditures of | CR Materials
stone collection, | CR Debts for wages
zigzag raking of the | and other short-
soil, loosening, | term repayments of
seed disinfection | employees
and winnowing, | CR Fixed assets
sowing, sprout | attrition
watering
December 31, 2020
Registration of the | DR Expenditure for 94 812 000
incurred expenses | agricultural activities
for winter wheat CR Main production
March-May 2021
Reflection of DR Main production 20510 000
expenditures for CR Materials
irrigation, soil CR Debts for wages and
fertilization, other short-term
harrowing, raking, repayments of
against pests, employees
diseases, mowing, CR Fixed assets attrition
grain drying, filtering
and disinfection.
May 2021
Registration of DR Expenditure for 20510 000
incurred expenses agricultural activities
for winter wheat CR Main production
May 2021
Real price of crop 170 644 360

(1000 tons)
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Expenditures for
transportion the crop
to market (if saled at

that time)

(4 000 000)

Commission on the
sale of the crop (if
saled is at that time)

(1706 444)

Debit of winter
wheat at the time of
harvesting regarding
"fair value less costs

to sell.”

DR Consumable

biological assets

CR Income from
agricultural activities

164 937 916
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Pwuwih pwnbp - {CUU 41 «Gyninpunumbungypnius,
YEuuwpwuwlwu wynmhdubp, hpwlwu wpdbp' hwuwd Jwdwnph
Swluunwiubp, quwhwwnnud, hwodwnnul

Jdbpohtu wmwphubppt <<UU 41 «Gyninuntnbiuntypnit»
unwunwpunnd Juwwpdws hnhnfunyeiniuubpp dhndwd Bu
YEuuwpwuwlwu  wlnpjubph hwoyuwndwt  Yuwnwpbugnpd-
dwup, huy unwunwpuubpnud juunwpdwsd hinthnfuniejniuubpu
huptwpbpwpwp wpnwgnynwd Bt htwtvwljwt hwodbndni-
pintuubpnid:

LUGluwpwlwlwu wlwhJubpph Jdh dwuh pwgwnnuip
LLUU 41 unwunwpunh gnpdnnnyejut ninpunhg hupuhtu hwugbg-
unud £ YEuuwpwuwlwt wlynpJubph quwhwndwlu b hwodwn-
dw dajuwuhqdubph vwppbpwldwup:

Unyu hnnjwdnd ubpluywgdwsd Bu  hwoduuwhwlwu
hwoywndwtu dhowqquiht nplk wy unwunwpunud subpwnywd
YEuuwpwuwlwu wlwnhdubph «phpwluu wpdbp' hwuwsd Ju-
Swnph Swjuunuiubpny» quwhwwdwu dnnbiu Nt hwodundwu
Yupap, npnup huwtuwlwu hwoybnyniejntuubph ywwmpwuwn-
dwu hwdwp nbuwlwu b gnpduwlwt dJwlwpnwlynd pugw-
hwjndwtu nt dowldwu upphp nwibu:
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OCOBEHHOCTU OLLEHKN U YHETA BUONOTNYECKUX
AKTUBOB B COOTBETCTBUU C TPEBOBAHNAMU MCO 41
«CEJIbCKOE XO3AiCTBO»

Kniouesbie cnosa - MCPO 41 «Cenbckoe xo3ailicTBO®,
buonornyeckme aKkTUBbI, «CMpPaBeASIMBaA CTOMMOCTb 3a BblUETOM
3aTpaT Ha MpPofaxy», olleHKa, yueT

NameHenna B MCDPO (IAS) 41 «Cenbckoe x03AKWCTBON®,
BHECEHHble B TMOCNefHUE TOfAbl, MpPWU3BaHbl YNy4dLWUTb y4eT
buonornyecknx akTMBOB, a UBMEHEHWA CTaHJAPTOB aBTOMATUYECKU
oTpaxatotca B pUHaHCOBOW oTYeTHOCTU. WcKntoueHne HeKoTopbIX
6uonornyeckux aktueos us ccpepbl npumeHeHna MCPO (IAS) 41
camo no cebe [OMKHO NpuBecTU K AndbcpepeHymaLm MexaHU3MOB
OLEeHKMN 1 ydeTa BUONOrMYECKUX aKTUBOB.

B a7oii cTaTbe npefcTaBneHa MOJENb OLEHKU «CripaBegnu-
BaA CTOMMOCTb 3a BbIYETOM 3aTpart Ha NMpojaxy» U Npouenypbl yyeTa
OMONOrMYeCcKUX aKTUBOB, He BKIIOYEHHbIX B KakoW-nubo ppyroii
MexpyHapopHblit cTaHZapT ¢pUHAHCOBOI OTYETHOCTM, KOTOpble
Heobxopumo onpelennTb W paspaboTaTb Ha  TeOpPETUKO-

NPakTU4YECKOM YpOBHE AnA NoAroToBKKU (bMHaHCOBOﬁ OTYETHOCTH.
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MANAGERIAL AUDITING INFORMATION PROVISION
ISSUES

Abstract: The accounting information published by
organizations based on international standards is not only
retrospective, but also mainly reflects the financial side of economic
activity. However, managerial auditing also requires non-financial
information. Of course, a certain range of non-financial results of
the organization's activity is always subject to accounting, and in
different dimensions. However, from the point of view of decision-
making, this information is not enough, especially when it comes to
managerial auditing and evaluations of business competitiveness of
organizations. As a rule, non-financial traditional accountability of
accounting is aimed at satisfying the internal interests of the
organization, protecting assets, and making decisions aimed at the
uninterrupted production process.

Managerial auditing is currently interested not only in the
range of indicators of financial statements, but also in non-financial
accountability, which ensures sustainable development and
strengthening of competitive positions, in connection with the
satisfaction of not only narrow economic, but also public interests
related to business, such as environmental issues, the social sphere,
the obligations of organizations towards the state. With these
motives that the article sets out the task of organizing the accounting
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of non-financial results and the presentation of relevant reports
arising from it, which significantly expands the information scope of
the managerial auditing.

Keywords: managerial audit, business objectives, non-
financial accounting, goal-setting accounting, ratio deviations

JEL classification: M40, M41

Research aim: to present ways of improving managtnhwy
audit information provision.

Research hypotesis: it is possible to organize accounting
in such a way, that it presents a report on the implementation of the
objectives of entrepreneurship management

Research novelty: a system for recording the results of the
implementation of business goals was proposed, which presents a
report on the availability of both financial and non-financial target
indicators for using in managerial auditing.

Introduction

In the framework of drawing up financial reports according
to current international standards, there is no specific requirement
to present information on the non-financial results of the
organizations' activities. However, at the same time, the set of annual
reports can present not only explanations from the non-financial
sphere addressed to corporate interests, but also non-financial
results of public interest, which are related to the organization's
activities [1].

They are mainly management comments aimed at
strengthening the organization's good reputation among the
organization's internal and external stakeholders. And, for that
reason, the non-financial information presented in this way is not
systematic in nature and is often presented with the positive aspects
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of the organization's activity, bypassing the negative manifestations.
In this regard, the current financial accounting system is entering a
crisis stage, as it may not fully satisfy the information expectations
of internal and external users, both in terms of achieving non-
financial results and in terms of the performance of future-oriented
target expectations.

The International Financial Reporting Standards (IFRS)
regulate the approaches to the preparation of published accounting
reports. However, here the emphasis is on the principles of
presentation of financial information, and non-financial information,
as a rule, is left out of the reporting system. This is mainly due to
the framework of financial accounting, which includes the
organization's assets, liabilities, capital, income and expenses. And
today, the business world is also interested in non-financial
information, in order to evaluate not only the financial status of the
organization, but also the strengthening of competitive positions,
opportunities for sustainable development, corporate interests,
security issues, environmental and social activities [2].

Naturally, such information cannot be presented with
financial valuation, which makes the possibility of including non-
financial information in the accounting system a matter of discussion
among theorists.

Research Results

The demand for non-financial reporting has already
become traditional for enterprises in which financial information is
supplemented with other performance indicators, assessing the
effectiveness of the company's activities in relation to the
achievement of various objectives related to corporate and social
responsibility. Integrated reporting shows, how the organization's
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tactical and strategic goals and their performance lead to the
creation of not only financial, but also non-financial values.

International financial reporting standards of organizations
are aimed at serving the needs of external users of information.
However, at present, the external beneficiaries of the enterprise also
seek to receive information related to the fulfillment of social,
environmental, as well as various public obligations of the
organizations, which are almost not reflected in the financial
reports. Moreover, accounting reports are also an informative
source for the management of organizations, which evaluate the
strengths and weaknesses of economic activity and make decisions
in the direction of strengthening the competitive positions of
entrepreneurship [3].

Therefore, only with financial statements, where there are
no clear objectives and indicators of their actual achievement, both
internal and external users feel "information gap”, because only the
records of retrospective results are not sufficient when making
decisions of both strategic and tactical nature. And so, at present,
the problem is to apply such accounting that will provide clear
information not only about the past economic activity of the
organization, but also evaluate the progress of reaching future
goals. In this sense, we suggest to use goal-setting accounting in
organizations along with the existing financial accounting, which will
fill the "information gap" of financial reports. On the other hand, if
non-financial results are included in the accounting system, then
they must be comparable with uniform measures, have the same
dimension, so that they are subject to double registration in the
accounts [4].

And mostly, the non-financial results of economic activity
are presented in different metrics (kg, m, liter, hour, etc.), which
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makes it difficult to present them in a comparable field, even more,
the systematic accounting. Therefore, when organizing the
accounting of goals, the current structure of traditional accounting
is radically revised and other methodological approaches begin to
work [5].

Perhaps, there is no doubt about the fact that the structure
of financial accounting formed five hundred years ago has not
undergone changes until now precisely because of the application
of the principle of double registration, with the help of which it is
possible to coordinate all the recorded information and present
regulated reports. Adopting the formula "Assets = capital +
liabilities" as a pillar, double registration of economic operations
creates an opportunity to balance the financial information of
economic activities of organizations with a systematic approach.

In this sense, we also propose to build the accounting
system of goals with a balancing approach, but by creating a
balancing relationship between the organizations' goals and their
actual achievement, using the following formula: "Goals = Actual
Achievements + Deviations", which also receives its value changes
by double recording and thereby ensures balanced and systematic
information flows.

In this case, special accounts are also used, in which, on the
principle of double registration, both financial and non-financial
balanced indicators of the organization's activity are recorded, but
as a result, presenting an alternative accounting balance, based on
the following structure of interconnection of accounts.

Therefore, the philosophy of goal accounting is not limited
to recording past events, but it provides informative comments on
the actual achievement of financial and non-financial }n goals by
the organization (see Figure 1). In this sense, the calculation of goals
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is most closely related to the management system, because n target
indicators derive from the interests of competitive business. In this
sense, in contrast to traditional financial accounting, goal-setting
accounting focuses on the future and provides insight into the
performance of defined tasks, which is used for making future-
oriented managerial decisions. And the larger the range of n target
indicators, the more ambitious the requirements for the accounting
of targets become.

Thus, Table 1 presents the objectives of the organization,
which are considered key to ensuring the competitiveness of the
organization and are of interest to users of accounting reports.
Moreover, the table includes not only the expected goals with their
different units of measurement, but also the actual achievements at
the end of the reporting period. In order for the specified indicators
to be recorded to be presented in the field of comparability,
accessibility coefficients and deviations are calculated for them (see
table 1). Moreover, the smaller the coefficient of deviation, that is,
the accessibility tends to 1.0, the more the degree of accessibility of
concrete goal setting is highly appreciated by the information users.
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Entrepreneurial goals

Actual echivments deviations Entrepreneurial Targets
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by, Aby a bo Co
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“a” target “b” target “c”
target
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‘ , l } \ J
T‘clrgets = Ach’evements + De'viation from

targets

Figure 1. Goal - setting accounting information flows?

2 Created by author
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Table 1. Calculation of factor deviations from targets

Financial and Achieve | Deviati
non financial ment on
Entrepreneurial goals indicators Ratio Ratio
Expec- | Actual
ted
Ensuring annual sales volume a | 250 bl | 230 bl 0,92 0,08
AMD AMD
Average asset annual balance b | 740 bl | 725 bl 0,98 0,02
AMD AMD
Return on capital c 5% 4.5% 0.9 0.10
Tax burden in relation to the d 28% 37% 0,75 0,25
volume of sales
Involvement of socially vulnerable e % 2% 0,28 0,72
groups
Opening of new jobs f 36 30 0,83 0,17
Competitive quality assurance g 100% 92% 0,92 0,08
Expansion of environmental h 4% 4% 1,0 0
activities

The road map for the formation of the structure of
accounting of objectives also includes the registration of deviations
of actual achievements from the objectives set by double entry. In
this case, special accounts are opened for each objective, which
record the deviations of the actual achievements for each objective,
which are formulated with the following accounting reports based
on the data of table 1.

- the goal of ensuring the annual sales volume was

formulated.
DR "Target of the annual volume of sales” .................... 1.0
CR "Entrepreneurial goals” ................... 1,0
- the actual availability of the annual sales volume was
formulated.
DR "Entrepreneurial objectives’............. 0.92
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CR "Target of the annual volume  of
sales"................. 0.92

- the deviation from the goal of securing the annual sales
volume was formulated.
DR "Entrepreneurial objectives’............ 0.08

CR "Target of the annual volume  of
sales"............. 0.08

- the objective of ensuring the balance of assets was
formulated.
DR "Average Asset Balance Target'............ 1.0

CR "Entrepreneurial objectives”....................... 1,0

- the actual access to the average balance of assets was
formulated;
DR "Entrepreneurial objectives”............. 0.98

CR "Average Asset Balance Target'............... 0.98

- the deviation from the goal of ensuring the average
balance of assets was formulated,;
DR "Entrepreneurial objectives’............ 0.02

CR "Average Asset Balance Target'............... 0.02

By the same principle, by recording the coefficient
deviations from the remaining goals with double registration, we will
get the balance correlation of the performance of the business goals
of the organization with the help of the following account.

Thus, the proposed "Entrepreneurial goals" account is
closed at the end of the accounting period, the performance of
reaching the goals set in the debit syde, and the number of goals
included in the accounting system is in the credit.
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Entrepreneurial objectives

(a) 0,92 (a0) 1,00
(Aa) 0,08
(b) 0,98 (bo) 1,00
(Ab) 0,02
(cy 0,90 (co) 1,00
(Ac) 0,10
(dy) 0,75 (do) 1,00
(ad) 0,25
(e)) 0,28 (e0) 1,00
(Ae) 0,72
(f) 0,83 (fo) 1,00
(af) 0,17
() 0,92 (90) 1,00
(Ag) 0,08
(hy) 1,00 (ho) 1,00
(Ah) 1,00

6,00 6,00

Conclusion

Having an accounting report of factor deviations from the
goals set by the organization, it is possible to:

First, to transfer accounting to the field of assessing the
achievement of future-oriented goals, and thereby provide
systematic information to managerial auditing about the progress of
the organizations' activities according to the specified target
directions.

Second, to simultaneously include financial and non-
financial information in the accounting system, thus providing

accountability not only for economic, but also for social,
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environmental, and public interest satisfaction in various areas of
business activity, presenting goals and actual achievements in these
directions.

Thirdly, to assess the degree of realization of the objectives
undertaken by the organizations and thereby contribute to
increasing the effectiveness of the managerial auditing, presenting
information on the deviations of the actual achievements from the
objectives of the enterprise. Thus, if in the above-mentioned
situation a maximum of 6 units of goal achievement was set, and the
total negative deviation from it was 1.42, then the organization failed
to achieve the key development indicators set by 23.7%.
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unu<nduutv £<hUtubuLthruere

Pwtwih pwnbp - Juwnwywpswlwlu wninhwn, dEntwnp-
Juwhpwywt twywwwlwnpnuubp, ns Phuwtuwluu hwodw-
nnud, tywwwlwnpnuubph hwodwnnud, gnpdwyhgubpny 9b-
nnuiubp

Lbwgdwlbpwnieniuubph Ynndhg dhowqquihtt unwu-
nwpwubph hbupny hpwwwpwyynn hwowywhwlwu  hws-
Jundwl wbnblwwunynyeintup ny dhwju htnwhwjwg punye nip,
wjik hhduwlwunwd nunbuwluwu gnpdniubniejwt  Phuwtuw-
Yuwu Ynndu £ wpunmwgninud: Uwlwiu, Junwyuwpswlwu wninhwnp
wwhwue £ gqgnud twl ng phtwtvwlwu wnbnblwwnyniejwu:
Phwpyt, Jwqdwlbpwnyeiniubph gnpdniubnuejuu ny puwi-
uwlwtu wpryniupubph npnawlyh 2pswiuwy dhown k| Gupwnpyynud £
hwoywndwl, wyt k| mwppbp hwpenyeniiubpny: Uwlwju, npn-
onmdubph punniudwt mbuwulniuhg wdjw) mbnblwnynyeiniup
pwywpuwp sk, vwdwuwywun, Gpp funupp yepwpbpnid £ Yunw-
Jupswlwt wninhwht b jugdwybpwynginiuubph gnpdwpw-
pnyeiwlt dpgniuwlngeywt quwhwwnnddubpht: Npybu Juunt,
hwoywwwhwlywu hwodwndwu ny Ppuwtuwluu wwunwwu
hwoybunynnuljwunyejniup  bywwwlwninnynud £ Juqdwlbp-
wnpjwu ubpphu 2whbph pwywpwpdwup, wywnhdubph wwown-
wwuniejwup, wpunwnpuywi gnpdpupwgh wuluwdwunipjwul
nuinnywd npnanwdubph Yuywgdwup:

Lbwnwywpswlwu wninhinhtu ubpluwinwiu hbnmwppppnud
E ng dhwju Ppuwtuwlwu hwoybwnynyeintuubph gnigwuhoubph
2ngwilyp, wyle Yuynit qupquignud U dpgulguyh nhppbiph
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wdpwwunnud hnwwnpnn ny phutwtuwluu  hwoybnynnuiw-
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NMPOBNEMbI UHPOPMALMOHHOIO OBECIEYEHUA
YNPABJIEHYECKOTO AYUTA

KnioueBble cnosa - ynpasneH4Yeckunii ayaut, 6UsHec-Lenm,
HecpuHaHCOBBLIN  yyeT, y4yeT MoCTaBleHHbIX Leneid, Koadpchu-
LMEHTHbIe OTKIIOHEHWA

Byxrantepckaa wHdopmauma, nybnukyemasa opraHusauvaAmM Ha
OCHOBE MEM[YHapOHbIX CTAaHAAPTOB, HOCUT HE TONbKO PETPOCTIEKTUBHBbIN
XapaKTep, HO U B OCHOBHOM OTpamaeT (PUHAHCOBYIO CTOPOHY XO3ANCTBEH-
Holl peatenbHocTu. OfHako ANA ynpaeieHYeckoro ayauTa takme Tpebyetca
HecbuHaHcoBaA MHdpopmaLmA. besycnoBHo, onpepeneHHbIn Kpyr HeuHaH-
COBbIX PE3yNbTaTOB [EATENBHOCTU OpraHU3aluu BCerfia NojJiexuT yJyety,
npuyem B pasHbix namepeHusax. OHaKO C TOUKM 3PEHUA NPUHATUA PELLIEHNIA
3TON MHPOPMALMU HEQOCTATOYHO, 0COBEHHO ecu peyb naeT ob ynpasieH-
YECKOM ayfMTe U OLLEHKAX KOHKYPEHTOCMOCOOHOCTM opraHwsaumii. Kak
npaBuno, HePUHaAHCOBaA TPAAMLLMOHHAA OTHETHOCTL ByXranTepcKoro yyeTa
HafmpaBfieHa Ha YOOBNETBOPEHUE BHYTPEHHWX WHTEPECOB OpraHvsauuu,
3alMTy aKTUBOB, MPUHATUE PELUEHWIA, HanpaBieHHbIX Ha becnepeboiHbIi
NPOW3BOACTBEHHbIN Npoliecc.

YnpaBneHueCcKuUin ayauT B HACTOALLLEE BPEMA MHTEPECYET He TONBbKO
KOMMMIEKC NoKasaTtenel OyxranTepckoW OTHETHOCTU, HO W HedMHaHCOBaA
OTHETHOCTb, KOTopaA obecnedmBaeT yCTOMYMBOE PasBUTHE W YKperneHue
KOHKYPEHTHbIX MO3WULUMIA, B CBA3M C YOOBNETBOPEHWEM HE TOJbKO
9KOHOMMYECKMX, HO U ODLLIECTBEHHbIX MHTEPECOB, CBA3AHHbIX C bU3HECOM,
TaKMe KaKk BOMpPOCbl 3KONOrMW, coumanbHaa cdepa, obAzaTenbcTsa
opraHuMsauuii  nepef,  rocydapcTBoM,  BbIMONHEHWE  OOLLECTBEHHbIX
obsA3aTenbCTB, pelleHne obLecTBEHHbIX Npobnem, AenoBoe NoBefeHne No
OTHOLLIEHUIO K NapTHepam 1 T.4,.

WUmeHHO ¢ 3TOi Uenbko B cTaTbe CTABUTCA 3afada opraHW3aumu
yuyeTa He(PUHAHCOBbIX PE3YNbTATOB U MPEACTABAEHNA BbITEKAIOLLMX U3 HETO
COOTBETCTBYIOLLMX OTHETOB, HTO 3HAYMTENbHO pacLuMpaeT uHopmalm-
OHHbIl 06bEM yNpaBNEHYECKOro ayamnTa.
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CHALLENGES OF AUDIT PROFESSION

Abstract: Discussed recent critique over audit profession
and concerns raised by regulators, scholars and stakeholders.
Evaluated challenges faced by the audit profession in performing its
main duty of enhancing public trust over financial reporting.
Recommended approaches to address the challenges as well as
meet increased expectations and demands from audit profession.

Keywords:  Public-Interest  Entities  (PIEs), audit,
accountability, audit specialists, information Technology (IT)

JEL Code: M 4 (M 41, M 42, M 48)

Research aim: Propose recommendations to address
current challenges in audit profession resulting from strengthened
requirements from regulators and scarcity of human capital in audit
profession.

Research hypothesis: Currently there is fueled skepticism
over the value of the audit and its continuing role on economic
development, as well as there are no precise measures that the audit
firms can take to address with increasing challenges faced by the
profession.

Research novelty: Based on economic statistics and best
practices, recommendations are developed and proposed for
segregating audit regulations over PIEs and non-PlEs audits, to
revise the objective and scope of audit services, as well as to address
the rapid drop in number audit human resources.
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Introduction

The role and future of the external audit continues
guestioned and gets under increasing scrutiny: Is there space for
audit in future financial reporting and what distinct value it would
bring to preserve is prestigious place in accountability chain? Such
skepticism is well articulated in the BEIS (United Kingdom) report
of March 2021: “Stakeholder and wider public trust in creditability
of directors’ reporting and the statutory audit has been shaken by a
succession of sudden and major collapses which have caused
serious economic and social damages...; Alongside this, the audit
regulator has in recent years found up to a third of audits carried
out by the seven largest audit firms to be in need of improvement
or significant improvement” [1].

There is also wide range of scholarly research regarding
possible impact of blockchain technologies that already include
approved reliability functions on the audit and assurance profession.
On of the articles even goes to title as “to be, or not to be of audit”
[2].

Similar concerns are raised regarding to audit of public
organizations as well, for example, highlighting their insufficient
response of effectively addressing key social impacts, such as, wars,
epidemics (e.g. COVID-19), climate change, austerity, Brexit, black
lives matter, and so on [3].

The external audit is vital part of corporate governance and
financial reporting, thus many of those concerns are direct
implication of continuing significance of role of financial reporting
and corporate governance themselves in the future. Thus,
challenges and skepticism that external audit faces are largely can
be viewed in overall accountability and financial investment scope,
and its not just sole feature of the audit itself.
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Nevertheless, the governments of developed countries still
believe that to be leading attractive place to invest, start and grow
the business, to enhance trust and public confidence in business
and the regulations that govern them sound corporate governance
regime, the audit will continue to preserve fundamental role to
ensure quality, accuracy, and reliability of the corporate reporting
[4].

Research results

As the general challenges relating to corporate governance
and accountability is much wider and complex, in this article we will
evaluate some specific issues currently faced by the audit
profession, in addition to those implied from the overall corporate
reporting challenges:

A. Financial reporting standards and requirements becoming
much more complex and require specific knowledge other than
pure accounting and auditing skills, or some overall knowledge
of the audited industry pursued years ago by the auditors. For
example, to response requests from G20 leaders International
Sustainability Standards Board (ISSB) was established in by
IFRS Foundation Trustees in November 2021 to deliver a
comprehensive global baseline of sustainability-related
disclosure standards that provide investors and other capital
market participants with information about companies’
sustainability-related risks and opportunities to help them make
informed decisions [5]. ISSB already issued drafts of two news
standards that would be required to be included in the
International Financial Reporting Standards (IFRS) financial
statements as they become effective: IFRS Sl1, “General
Sustainability-related Disclosures” and IFRS S2, “Climate-
related Disclosures”. It is expected that final versions of the

standards will be published end of 2022 [5].
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B. Audit standards and requirements become much more
demanding both in audit firm worldwide compliance with quality
management: International Standards on Quality Management
(ISQM) 1, “Quality management for firms that perform audits or
reviews of financial statements, or other assurance or related
services engagements”, ISQM 2, “engagement Quality
Reviews”, that are applicable from [6]as well as comprehensive
assessment and documentation of audited entity’s broader
inherit and control risks, as well as Information Technology (IT)
risks in line with rapid development of the IT in all entities
financial reporting and control environment, which most often
will require IT audit specialist significant involvement in the
audit process, which is scarce resource. — ISQC, ISA 315
(Revised 2019), “Identifying and Assessing the Risks of Material
Misstatements [7].

Therefore, to successfully cope with above enhanced
requirements as well as effectively address higher expectations of
the governments, stakeholders and general public, as discussed
above the audit firms need to: (a) invest enormously to acquire and
develop robust IT and other relevant resources, and (b) attract and
inspire audit professional. However, both straightforward
objectives are getting more and more difficult to realize.

Regarding the investment in IT and other relevant
resources, it is obvious that those require multi-million investments
continuously as IT technologies and ISA requirements develop
rapidly as discussed above. Therefore, audit firms that invest
intensively expect reasonable return which can be achieved only
when there is fair market competition in the audit sector which has
the highest public interest, such as audits of so-called Public Interest
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Entities (PIEs), which can be ensured only with strict efficient

regulation and oversight. For example,

v

In UK, BEIS report of December 2018 recommends
strengthening the PIEs audit supervision through: (a) replacing
Financial Reporting Council (FRC) by Audit, Reporting and
Governance Authority (ARGC) which will have much higher
status (e.g. reporting directly to the Parliament) and more
authority and responsibility to protect the interests of investors
and the wider public interest by setting high standards
of corporate governance, corporate reporting
and statutory audit, and by holding to accountthe companies
and professional advisers responsible for meeting those
standards [4].
In United States of Armenia (USA), the Public Company
Accounting Oversight Board (PCAOB) is established by the
Congress to oversee the audits of public companies (listed and
other PIEs) in order to protect investors and further the public
interest in the preparation of informative, accurate, and
independent audit reports [8]. Also, PCAOB requires auditors
to issues integrated reports for issuers, which consists of
auditor’s report both on financial statements and internal
controls. While, audit of non-listed and non-PIEs audits, that
possess less risk for the public interest, are supervised by
American Institute of Certified Public Accountants (AICPAs) [9].
The other key challenge that rapidly takes pace is scarcity

of the human resources in audit profession. The audit profession
straggling to maintain its attractiveness for graduates, as well as to
cope with rapidly increasing turnover rates, especially as obvious
that IT related jobs are considered as much more attractive and

having long term prospective among current graduates and even
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among practicing auditors many of them option to leave audit
profession for starting new career path in IT sector.

As evident from related statistics of U.S. Bureau of Labor
Statistics (US BLS), the top then fastest growing occupations in USA
relate to healthcare and IT [10].

Table 1. Top 10 Fastest Growing Occupations [10]

Top 10 Fastest Growing Occupations, Excluding Pandemic Recovery*
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It is not surprising that many of attractive professions for
2020’s mostly relate to healthcare or IT jobs, e.g. per the US BLS
list of fastest growing occupations projections for 2020-30, the top
30 does not contain any accounting, auditing or finance related
profession but relates to following areas: [11]
v' Healthcare - 14,

v oIT-17,
v" Technical - 3,
v" Other - 6.
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Therefore, the audit profession will continue to straggle to attract
or at least retain audit professionals, therefore the profession shall
look for alternative solutions in area of dropping workforce, such
as:

» Reducing the scope of statutory audits that require application
of comprehensive complex audit and financial reporting
standards; accordingly, only requiring such for PIEs;

» Considering shift from auditing services to other audit services
for many engagements, such as:

o Reviews services - ISRE 2400, Engagements to Review
Historical Financial Statements;

o Assurance services - ISAE 3000, Assurance Services Other
than Audits or Reviews of Historical Financial Information;

o AUPs - ISRS 4400, Agreed-Upon Procedures Engagements.
Big audit firms streamlining their process to align with dropping
number of audit professionals, thus deploying Artificial
Intelligence (Al) and other advance IT technologies in their audit
process; while smaller audit firm concentrating non-PIEs audits
or other-audit services.

Conclusion

Currently there is rising scrutiny over role and future of the
external audit, while the profession adapts with increasing
requirements from regulators, and growing complexities of financial
reporting and auditing standards. Also, recent years, the scarcity of
auditing talent recruitment and rapid outflow of audit professionals
bring enormous challenges to audit firms.

Based on the research, it is recommended that audit
regulations of audit of PIEs should be enhanced, including clear
segregation from non-PIEs audits, as well as many audit services
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should be replaced with other-audit services, such as AUPs or
assurance services covered under ISAE 3000.

It is also recommended that bigger firms should heavily

deploy into Al and other IT technologies, while small firms should
concentrate on non-PIEs, non-complex audits and other-audit

services.
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Bbi3OBbI B NPOPECCUU AYAUTOPA

KnioueBble cnoBa - OpraHusaummn obLECTBEHHOMO UHTE-
peca (OOW), ayaut, oT4eTHOCTb, CneuManucTbl Mo ayauTy, UHdop-

mauuoHHble TexHonorum (M), uckycreenHblit untennext (MN)

B HactoAlee BpemAa Bo3pacTaeT BHUMaHWe K ponu W
bynyliemy BHeLLHero ayfuta, B TO BpeMA Kak npocheccua cranku-
BaeTCcA C PacTylumn TpebOBaHUAMW CO CTOPOHbI PErynupyHoLLMX
OpraHoB U YCNOXHAIOLLMXCA CTaHAAPTOB PUHAHCOBOW OTYETHOCTU U
ayguTta. Kpome Toro, B nocnefHue rofbl HexpaTka KajpoB AJA
ayauta M ObICTPbI OTTOK CMEuWanucToB MO ayAuTy CO3AaloT
cepbesHble Npobnembl ANA ayAUTOPCKUX hrpM.

Ha ocHoBaHWM uccnefoBaHWA peKOMEHLYEeTCA ycoBep-
WeHcTBOBaTb Npasuna ayauta OOW, B Tom unucne YeTKo oTAenuTb
UX OT ayfauTa, He oTHocAweroca K OO, a Takxe 3aMeHUTb MHOTMe
ayaUTOpPCKME YTy APYrMMU ayUTOPCKUMM YCRyramn, TakUMK Kak
npouepypbl cornacosanua (AUP) wnn ycnyru no saeepeHuto no
ctaHgapty ISAE 3000.

Takke pekomeHpyeTcAa, 4Tobbl 6Gonee KpynHble cpUpMbl
akTuBHo BHegpanu MU n gpyrue UT-TexHonorum, B To Bpema Kak
Manble pYpMbl JOMKHbBI COCPELOTOUUTLCA Ha ayAuTe, He CBA3aHHOM

¢ OOW, n ppyrux ayaAUTOpCKUX ycnyrax.
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THE ROLE OF LARGE TAXPAYERS IN THE RA TAX
SYSTEM: TRENDS AND DEVELOPMENT PROSPECTS

Abstract: The role of large taxpayers in the RA tax system
is significant. One thousand large taxpayers provide 70-80% of total
tax revenues. Therefore, from the point of view of increasing tax
revenues and fair distribution of the tax burden, it is essential to
analyze the features of taxation of large taxpayers, the applied tax
control mechanisms, and identify possible risks. The article
examines the dynamics of tax revenues of large taxpayers of RA in
2014-2021, identifies existing problems, and outlines some
directions for improving the tax administration applied to large
taxpayers.

Keywords: tax, tax policy, RA tax system, taxpayers, large
taxpayers

JEL classification: H2, H7

The objective of the research: to analyze the dynamics
of tax revenues paid by large taxpayers in RA and outline the main
directions for improving the administration.

The scientific novelty of research: the problems of
taxation of large taxpayers in RA have been identified, and
recommendations for their solution have been presented.
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Introduction

Taxes reflect the degree of coordination of relations
between the population, business entities, and the state, which are
the primary tool for ensuring the country's stability and
concentrating the financial resources necessary to implement state
functions. Taxation, directly affecting consumption, production, and
distribution, pursues the goal of ensuring economic progress and
increasing the welfare of society. From that point of view, the role
of tax policy and the tax system is significant in socio-economic
development because the continuous increase in their efficiency will
undoubtedly lead to an increase in state revenues, revitalization of
investment policy, implementation of important state programs and,
finally, ensuring stable rates of economic growth.

Since about 95% of the revenues of the RA state budget are
provided by tax revenues and state duties, and more than 70% of
tax revenues are provided by large corporations, from the point of
view of the implementation of tax reforms, particular importance is
given to improving the mechanisms of taxation of large taxpayers,
tax control and emerging risk management issues.

It is necessary to be as careful as possible in the choice of
instruments applied to large taxpayers since any change made by
the tax authority (tax rates, tax incentives, administration, etc.) can
lead to a significant decrease or increase in tax revenues.

Thus, the analysis of tax revenues of large taxpayers is of
crucial importance, as it highlights several problems in the tax
system, the solution of which will lead to an increase in tax revenues.

Literature review
The effectiveness of the tax policy largely depends on the
tax administration implemented in the country. Tax administration

can be defined as an activity carried out by tax authorities, within
57



the framework of the powers and functions assigned to them by
legislation, aimed at collecting tax revenues, accurate calculation of
tax liabilities, ensuring the widespread and correct application of tax
legislation, and the implementation of the tasks of the tax authority.

One of the essential methods of state influence on socio-
economic processes is tax regulation, which is one of the essential
directions of economic policy [1].

The main task of tax regulation is to create favorable
conditions for the normal functioning of the economy by using
appropriate levers. Tax regulation is one of the essential elements
of the state regulation of the economy. This economic lever targets
the state's influence on the participants in economic relations [2].
Especially in the current complex economic realities, the
development and implementation of an effective tax policy have a
decisive role in overcoming the economic recession and ensuring
continued growth.

As a result of an effective tax policy, it is possible to ensure
a high level of tax revenues, which the state uses to solve various
socio-economic problems [3]. In general, the effectiveness of the tax
policy depends on the ability and opportunity to solve the problems
faced by the state.

Tax policy is the set of legislative actions by the state
administration in the context of planning, collection, control, and
regulation of state revenues [4]. Tax administration includes a set of
measures such as the registration of taxpayers in tax authorities, the
creation of a service system for them, the implementation of tax
control, the implementation of awareness and explanatory activities
among taxpayers, the use of measures of influence and
responsibility for violations of tax legislation [5]. Tax administration
is aimed at increasing tax revenues, evenly distributing the tax
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burden, complying with the requirements of legislation during the
taxation process, and ensuring the tax system's efficiency [6].

The stability of the tax legislation is essential from the point
of view of the effectiveness of the implemented tax administration.
On the one hand, it makes it possible not to use the tax policy to
solve situational problems. On the other hand, it creates conditions
for business entities to plan their economic activities in the long term
[7].

Contemporary research suggests that taxation of large
businesses worldwide has become more liberal over the past few
decades, giving them an even more significant competitive
advantage [8]. In this situation, some researchers propose to ease
the tax burden in competitive markets [9].

Research results

2014-2021 was chosen as the period for analyzing large
taxpayers' tax revenues. Regarding the compilation of the list of
1000 large taxpayers in 2020, during this period, a change in
methodology took place, as a result of which another list of 1000
large taxpayers was published in 2020, which included not only
economic entities, but also state administrative institutions,
including ministries, other state departments, so when carrying out
the comparison both old and new methodology lists were used as
the 2020 index.
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Figure 1. The total amount of taxes paid to the RA state
budget by 1000 large taxpayers in 2014-2021, billion drams?®

Figure 1 shows the total amount of taxes paid to the RA state
budget by 1000 large taxpayers. As can be seen, the total amount
of taxes paid to the state budget by 1000 large taxpayers in 2015
was about 697 billion drams, which is 0.6% less than the same
indicator of the previous year. This was caused by the decrease in
the share of taxable branches in the GDP and the unfavorable
macroeconomic environment. Since 2016, there has been an
increase in tax receipts paid by large taxpayers. The picture changes
in 2020. If we look at the list of taxpayers where only business
entities are included (old methodology), then in 2020, In the months
of January-December, the total amount of taxes paid to the state
budget by 1000 large taxpayers was about 988 billion drams, which
is 6.9% less than the corresponding indicator of the previous year.
As a result of the change in the methodology of compiling the list of

3 All the figures were compiled by the author based on the tax reports by
the first 1,000 large taxpayers in 2014-2021 published by the RA CA SRC.
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1000 large taxpayers, an increase of around 16 billion drams is
observed, which is 1.5 percentage points more than the previous
year's index.

Large taxpayers have a relatively large share of tax revenues,
which has increased after including state bodies, ministries, and
other departments in the list of large taxpayers.

Look at the list of 1,000 large taxpayers representing only
business entities. The decrease in the proportion of taxes paid by
them in the tax revenues makes the consequences of COVID-19 and
the 44-day Artsakh war on the size of tax revenues and, therefore,
the economy. It is noteworthy that although the tax revenues of large
taxpayers in 2021 were absolute than in 2020, their share in total
tax revenues decreased slightly, making 79.4% (Figure 2).
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Figure 2. The share of taxes paid to the RA state budget
by 1000 large taxpayers in the total structure of RA state
budget tax revenues in 2014-2020, percent

Figure 3 shows the dynamics of taxes paid by the first 50
and last 50 organizations in the list of 1000 large taxpayers. In
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particular, the taxes paid by the first 50 organizations on the list
grow more slowly than the increase in the amount of taxes paid by
the last 50 organizations on the list. In 2018-2021 the volume of
taxes paid by the first 50 organizations on the list increased by
17.7%, while the volume of taxes paid by the last 50 organizations
on the list increased by 45.8%. If we compare the indicator of 2021
with 2014, the difference is even more significant: the increase is
57% and 101%, respectively.
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Figure 3. The total amount of taxes paid by the first 50
and last 50 organizations on the list of 1000 large taxpayers
in 2014-2020, billion drams

From 2014-2021 significant changes were recorded in the
amounts of payments made by large taxpayers. In 2014, 124
companies in RA paid 1 billion AMD more in tax, and in 2021 the
number of such companies was 218. It is noteworthy that if by 2021,
the number of companies paying taxes up to 200 million drams was
several hundred, then in 2021, in the list of 1000 large taxpayers,
the company, which is at the bottom position, paid about 205.8
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million AMD in tax. According to the results of 2019, to be included
in the list of 1000 large taxpayers, it was necessary to pay more than
168 million drams in tax. In 2018 it was a little more than 138 million
drams, and in 2014, it would be enough to fulfill the tax obligation
of only 104.5 million drams. It turns out that the number of
companies paying taxes of more than 1 billion drams and from 500
million drams to 1 billion drams has an increasing trend, and the
number of companies paying taxes up to 200 million drams among
1000 large taxpayers has decreased from 448 to O (Figure 4).
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Figure 4. The number of taxpayers included in the list of
1000 large taxpayers according to the total amount of taxes
paid to the RA state budget in 2014-2020
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Based on the published reports on taxes paid by 1000 large
taxpayers to the state budget, by relating the total amount of taxes
over 1 billion drams to the number of companies that paid taxes over
1 billion drams, we will get how much tax on average, one company
whose tax threshold is higher than 1 billion drams has paid. Let's
apply the same approach to companies that have paid taxes from
500 million AMD to 1 billion AMD and up to 200 million AMD. The
resulting picture is presented in figure 5. It turns out that the
number of organizations has changed significantly, but the average
amount of tax paid has not. This is more evident when comparing
the index of organizations that paid more than 1 billion drams in
taxes in 2019 and 2021.
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Figure 5. The average amount of taxes paid by taxpayers
included in the list of 1000 large taxpayers in 2014-2021
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Conclusion

In recent years, the increase in tax revenues was mainly due
to economic growth, the increase in tax and customs administration
efficiency, and the taxation of shadow transactions. Despite specific
steps taken, no significant progress is observed in improving tax
revenues' structure.

The analyzes allow us to conclude that the tax revenues of
large taxpayers in 2020-2021 during this period, despite the
unfavorable economic conditions caused by COVID-19 and the 44-
day Artsakh war, still increased due to 2020 with a change in the
methodology in the list of 1000 large taxpayers, as a result of which,
in addition to business entities, state administrative institutions,
departments, and ministries were also included in the list. We
believe that such an approach does not provide an opportunity to
form an objective opinion about the current situation in the
economy, as it artificially increases the volume of tax revenues.
Although state and local self-government bodies are also taxpayers,
to understand an accurate picture of the economy, commercial
organizations must consider the amount of tax revenues paid.

The analysis shows that the growth rate of tax revenues
collected from the first 50 organizations included in the list of 1000
large taxpayers is significantly lower than the last 50. This indicates
that the administration carried out by the tax authority is more
focused on the organizations at the end of the list. We suggest
choosing such a toolkit that will allow you to refer to the
organizations at the beginning of the list at specific intervals as well,
carrying out more frequent camera checks, as a result of which
opportunities for increasing tax revenues can be revealed.

Although the number of organizations paying taxes of more
than 1 billion drams and from 500 million drams to 1 billion drams
is increasing year by year, there is still no significant change in the
amount of tax revenues paid by one organization on average, which
is worrying and indicates the slow pace of economic development
or the still large shadow economy, about the volume.
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Summarizing the analysis carried out, it can be concluded
that to increase tax revenues by large taxpayers, it is necessary to
take measures to increase the efficiency of tax administration, to
identify effective ways of expanding the tax bases of the types of
taxes defined in RA, to improve their implementation mechanisms,
and to develop such methods and approaches that significantly
contribute to the reduction of the volume of the shadow economy,
the concentration of financial resources necessary for the
implementation of state functions and the improvement of the
business environment in the republic.
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POJIb KPYMHbIX HANIOTOMIATE/IbLLIMKOB B HANIOTOBOIA
CUCTEME PA: TEHOEHLWN N NEPCINEKTUBbI PA3BUTUA

KnioueBble cnosa - Hanor, Hanorosaa NOJINTUKa, Haloro-
BaA CcUCTEMa PA, Hanoronnartenbw Kk, KpynHble Haloronnarteinb-

LLLMKU

Ponb kpynHbix HanoronnatenbLiNKOB B HANOroBOI cucTeme
PA  3HauutenbHa. TbicA4a  KpymHbIX  HanoronnaTtenbLLMKOB
obecneunsaet 70-80% BCcex Hanorosbix moctynnenuii. lNostomy c
TOYKM  3pEeHUA  YBENUYEHUA  HANOroBbIX  MOCTYMIEHWA W
cnpaeejaNBOro pacnpefeneHua Haaoroporo bpemeHu Heobxogumo
MpoaHanu3npoBaTb  OCOGEHHOCTU  HANOroOONOMEHUA  KPYMHbIX
HanoronnaTeNblMKOB, MpPUMEHAEMble MeXaHU3Mbl  HaNoroBOro
KOHTpONA, BbIABUTL BO3MOMHble pucku. B cTaTbe paccmatpusaetca
AMHaMMKa HanoroBbIX MOCTYMNEHMNIA KPYMHbIX HaNoronaaTenbLLMKOB
PA B 2014-2021 rr., BbiABRAOTCA cylljecTBylolue npobiembl K
HaMeualoTCA  HeKoTopble  HampaBleHUA  COBepLUeHCTBOBaHMUA

Hanoroporo agMMHUCTPUpPOBaAHUA MNPUMEHUTENbHO K KpPYMHbIM

Hanoronnartenblnkam.
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ABOUT EFFECTIVE TAXATION PRECONDITIONS IN THE
REPUBLIC OF ARMENIA

Abstract: One of the preconditions for the effective
operation of the tax system is the transparency and understanding
of the information system of the sector. Accounting in organizations
is one of the most important sources of tax information. However,
in practice, there is not always a harmony between the results of tax
accounting and financial accounting. If tax and financial accounting
tax information is to some extent comparable in the area of deferred
tax assets and liabilities by international accounting standards, such
harmonization of bad debts as well as revaluations of agricultural
assets has not yet been established. Tht article outlines the ways in
which tax and financial accounting information can be harmonized,
which can be useful for both reporting and user support for
effective tax preconditions.

Keywords: tax system, accounts receivable, bad debts,
reserve fund, biologically active, profit or loss, risk management
systems

JEL classification: P34

Research aims: introduce tax and financial accounting
results harmonization issues from the perspective of financial
information users.

Research novelty: were offered ways to reconcile
receivables and asset revaluation in the context of tax and financial
accounting systems.
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Introduction

The transition to a market economy implies the
implementation of structural changes conditioned by liberal
economic relations in different branches of the economy. Naturally,
the tax system of the country can not be left out of the mentioned
processes, as the complexity of economic transformations is a
possible precondition for economic development. This problem is
most acute for countries that have not previously had established
approaches and traditions in tax and fiscal policy. The tax reform
program should define the main principles of elaboration of the
state policy in the tax sphere, the program bases of the
implementation of that policy L regulate the relations related to
them. It should include the main objectives of the project, the scope
of activities envisaged by the program, the schedule, the principles
of budget allocations, their effective use, as well as the priorities for
the implementation of the work. In order to regulate tax relations,
to ensure the operation of these subsystems, as well as the efficiency
of the entire tax system, it is necessary, first of all, to have a stable
legislative basis [1]. For this reason, the issues of legal provision of
tax policy have always been in the focus of both managers and legal-
economic researchers. The tax system should be based on modern
management systems (including electronic) approaches, to be
competitive in terms of attracting investment, creating a favorable
business environment, should allow taxpayers to register, and with
the tax authority - tax control will be carried out with the least
possible resources [2].

Research results
Resolution 1373-N of the Government of the Republic of
Armenia establishes an order on the formation of a reserve for
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possible losses of tax payers’ receivables, unreliable recognition and
write-off of receivables and accounts payable [5]. Receivables or
payables are considered to be overdue if they are not repaid on
time. In case no receivable or payable debt repayment period is set,
the receivables or payables debt repayment period is considered to
be the 60th day following the day of execution of the transaction
(transaction, fact) that generates that debt. The statute of limitations
for receivables’ accounts receivable begins on the date of the claim,
but no later than the 61st day following the transaction. In case the
period of repayment of the receivables or accounts payable is
extended by mutual agreement before they become unreliable, the
receivables or payables shall be deemed to have expired in case of
non-repayment within the new period.

Partial repayment of receivables or payables is not
considered a delay in repaying the debt (outstanding amount).
Reciprocal receivables or accounts payable from different
transactions (transactions, facts) between the same taxpayers are
made only with written consent. In case of absence of information
on repayable (partially repayable) receivable or payable debt, the
repayable (partially repaid) receivable or payable debt is accepted.
For the purposes of this procedure, unreliable recognition of
receivables or payables L write-off does not refer to the
measurement of receivables or payables for recognition in the
balance sheet, write-off (derecognition) L inclusion (recognition) of
relevant income or expense in the income statement. The write-off
of a receivable or payable debt is not considered to be forgiveness
of the receivables or payables. From the time of write-off, the
receivable or payable debt is accrued to the taxpayer until the
settlement of the receivables or payables or the expiration of 3 years
following the date on which the receivables or payables are
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discharged, if the receivables or payables have not been settled.
Receivables or payables that have not been settled for 3 years after
the date on which they are settled shall be derecognized.

In case of formation of reserve (reserve fund) of possible
receivables losses by the organizations, contributions to the reserve
(reserve fund) may be made only for the overdue receivables that
have arisen for the work (goods) delivered to other persons, services
provided. Deposits to the reserve (partial write-offs of receivables)
are made to the amount of outstanding debt owed by the debtor at
the following interest rate: no reserve is created in case of 90 days
overdue, in case of 91-180 days overdraft, 25% of overdue debt is
created. In case of 181-270 days by 50%, in case of 271-365 days by
75%. If the amount of the reserve (reserve) calculated at the end of
the given year at the interest rates of the overdue debt is less than
the amount of the reserve (reserve) at the beginning of the given
year, the difference is recognized as an increase in gross income;
g) the amount of the difference is treated as another deduction. The
receivable debt is recognized as unreliable from the 366th day of
becoming overdue, if the total amount of the debtor's debt does not
exceed 100 thousand. from the date of entry into legal force of the
court act on the satisfaction or rejection of the claim for confiscation
of the receivable amount (judgment, decision or order, except for
the decision on the receipt of the receivable debt or the decision,
order or order not to claim it on any grounds). exceeds 100
thousand drams, in case of the debtor being declared insolvent
(bankrupt) in the manner prescribed by the RA legislation or the
debtor organization being liquidated, or the debtor being removed
from the state register, or the debtor notary suspended, or the
debtor's death, regardless of the debt repayment period.
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For receivables that expire on the 366th day of the
settlement but are not recognized as unreliable, the taxpayer must
adjust (reduce) the amount of the reserve (reserve fund) raised at
the end of the previous year by the amount of the deducted amount,
adding it to the gross (tax) year. income on which the 366" day of
the debt was overdue. Organizations that do not make a provision
(receivable fund) for receivables that are recognized as unreliable
are written off in the reporting (tax) year of becoming unreliable.
when determining the damage. In case of repayment of unreliable
receivables b (or) derecognized, the gross income of the reporting
year (tax) of the organization is increased by the amount repaid. In
case of forgiveness of the receivable debt agreement) of the
creditor's decision not to demand the debt in another way) or
concession of the right of claim (transfer, including gratuitous), The
gross income of the reporting (tax) year (in case of creating a
reserve) is added to the amount written off (partially written off).

The cost of the product is one of the main indicators
characterizing the financial and economic activity of the
organization, on the basis of which it is possible to determine the
degree of efficiency of the management activity of the organization.
Properly calculated cost and calculations based on it make it
possible to determine the selling prices of the products that are
finally marketed. There are many problems related to the correct
determination of the cost of products produced in the Republic of
Armenia and their presentation of their real value in the financial
statements, especially in the field of agriculture. Under IAS 41
Agriculture, an entity shall recognize a biological asset or
agricultural product only when the asset is controlled by the entity
as a result of past events, the future economic benefits associated
with the asset are likely to flow to the entity. The fair value or cost
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of an asset can be measured reliably [4]. According to IAS 41
Agriculture, a plant or animal is considered to be biologically active,
and an agricultural product is a product derived from an organiza-
tion's biological assets. An example of a biological asset is a dairy
animal, and the agricultural product is milk obtained from it, a
similar example is a fruit tree, the crop obtained from it. IAS 41
Agriculture is applicable to agricultural produce, which is the
product of the organization's biological assets at harvest time.
Subsequently, IAS 2 Resources is applied, the biological
asset at the time of initial recognition and at the end of each
reporting period should be measured at fair value less costs to sell
[3]. The same requirement applies to agricultural products derived
from biological assets, which must also be measured at fair value
less costs to sell [6]. Such measurement is the initial value at the
date that IAS 2 or other relevant standard is applied. For example,
the fair value of a bovine animal is the market price of the animal,
minus the cost of transporting the animal to the market. Because
biological assets are living organisms that are transformed over
time: growth, degeneration, they undergo quantitative-qualitative
changes, respectively, at each reporting date, it must be determined
to present its true values in the reports [8]. Gains or losses arising
on the initial recognition of the biological asset less costs to sell, as
well as changes in the fair value less costs to sell the biological asset,
should be included in profit or loss for the period in which they
arose [7]. The requirements of IAS 41 “Agriculture” standard listed
above, however, are not met by businesses engaged in agricultural
activities in the Republic of Armenia. In the best case, the actual cost
is calculated, which includes the salaries of the employees involved
in the business before receiving the agricultural products, animal
feed, used fertilizers, fuel, equipment depreciation, etc. Of course,
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all this is very important and should be presented to the relevant
decision makers, but the basic requirement of the standard to
present biological assets agricultural products at their fair value less
costs to sell is ignored.

Conclusion

The summary of the results based on the judgments and
analyzes is as follows.

1. When receiving semi-assets within the organization,
collect the costs associated with their production in the debit of
account 821 "Expenses for construction (creation) of non-current
tangible assets”, and then, when ready, transfer on credit to the
debit of account 116 "Biological assets". If the fair value of the
biological asset less costs to sell exceeds the actual cost of acquiring
the biological asset.

2. If possible, have an orientation to increase the number
of partners, with the aim of reducing insolvent partners, focusing
on the amount of receivables, their individual types, the dynamics
of further development, as well as reducing the risk of default.
Strengthen control over receivables. Encourage debtors to make
early or timely payments through discounts, preferential terms,
bonuses, and more.

3. Take appropriate measures to increase the level of
receivables intensity, paying particular attention to the development
of receivables turnover reducing unreliable debts in the receivables.

4. Determine the optimal structure of receivables, ensure

the optimal ratio between receivables and payables.

5. As far as possible, reconcile asset valuation efforts with
existing tax legislation, so that users of financial statements can
make tax decisions more confidently.

6. In order to lighten the tax burden, review some of the
discrepancies in the current Tax Code of the Republic of Armenia,
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as it is possible to implement effective tax planning and lighten the
tax burden of small and medium-sized organizations through

optimal tax policy.
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NMPEANOCBITKU 3dDPEKTUBHOIO HANNOTOOBJIOMEHUA B
PECMNYB/IMKE APMEHUA

KnioueBble cnoBa - HanoroBaa cucTema, pebutopckas
3af0MKeHHOCTb, Oe3HafedHble [ONTM, pesepsHble  POHABI,
buonoruyeckne akTupbl, NpUOLINb-YOBITOK, CUCTEMa ynpaBlieHUA

pPUckamm

OpHoit u3 npegnocbinok acpdeKTUBHON paboTbl HaNoroBoi
CUCTEMBI ABNAETCA MPO3PAYHOCTb U MOHATHOCTH UH(POPMALMOHHOIA
cucTeMbl cekTopa. Byxrantepckuii yuet B opraHusauuax AenAeTtca
OOHUM U3 BaMHeWLLUMX WCTOYHWUKOB HaNoroeoit WHdopMaLuu.
OpHako Ha NpaKTuKe He Bcerfa HabnrofaeTca COOTBETCTBUE MEXAY
pesynbTaTamn HaNoroBOro yyera n 6yxrantepckoro yuera.

Ecnu B HanoroBom u dpuHaHcOBOM yueTe Hanorosas
uHdopMaLMA MO  YACTU  OT/IOMEHHBIX HANOroOBbIX AaKTUBOB U
06A3aTeNbCTB B HEKOTOPOI CTEMEHN COMOCTAaBUMAa COrAacHO MeXay-
HapoAHbIM cTaHgapTam byxrantepckoro yveta (IFRS), To 1o Takoi
CBA3W MO yYeTy be3HafexHON [ebUTOPCKOW 3ajomKeHHOCTH, a
TaKKe MO MepeoleHKe CeNbCKOXO3AMCTBEHHBIX AKTMBOB, elle He
obHapymeHo. B cratbe onucbiBatoTcA cnocobbl rapmoHusauum
Hanorosoil W dpMHAHCOBOW OTYETHOCTU, KOTOpble MOMyT ObITb
MoNe3Hbl KaK 1A OTYETHOCTU, TaK U 4/1A MOALEPKKU NONb3oBaTeneil

anA 3(b(beKTMBHbIX HanoroebIX NpeaBapUTE/IbHbIX yCﬂOBVIVI.
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APPROACHES FOR ASSESSMENT OF TAX BURDEN
INDICATORS IN ORGANIZATIONS OF ARTSAKH
REPUBLIC

Abstract: Tax burden assessments are typically carried out
at the macroeconomic level, with the aim of making interstate
comparisons or assessing the effectiveness of tax policies in the
country. In recent years, however, much attention has been paid to
corporate tax assessments, which are mainly used in micro-level tax
planning. And while macro-level tax burden assessments are
universal acceptable to researchers, there is some discrepancy in
the assessment of corporate tax burden.

The article discusses the approaches to assessing tax
burden assessment indicators in the organizations of the Artsakh
Republic and suggests ways to improve them. Here, the peculiarities
of the economy of the Artsakh Republic are taken into account,
which form a special framework of tax policy and, consequently,
influence the tax burden formed in the organizations.

Keywords: tax planning, macroeconomic assessments of
tax burden, microeconomic measurements of tax burden, financial
statements of organizations

JEL classification: P34

Research aim: to offer indicators of tax burden of
organizations, based on the peculiarities of the economy of the
Artsakh Republic
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Research novelty: The tax burden indicators of the
organizations were proposed, taking into account the peculiarities
of the economy of the Artsakh Republic

Introduction

Tax burden assessments, both in theory and in practice,
were initially carried out at the macroeconomic level. The scope of
the objectives of such assessments was diverse: to establish control
over tax collection; to assess the effectiveness of tax collection. Even
today, on the one hand, the government seeks to assess the
efficiency of tax revenues by comparing them with gross domestic
product. On the other hand, the tax burden is compared with the
indicators of macroeconomic stability, thus assessing the stimulating
role of taxation in the development of the country's economy. At the
macroeconomic level, tax burden assessments are also carried out
during the development of the state budget formation strategy [1].

Quantitative measurements of the tax burden and corre-
lation of tax inputs in the macroeconomic sphere have deepened in
the twentieth century, and Laffer clearly presented the general
behavior of tax collection in connection with changes in tax rates.
Moreover, according to his research, it turned out that with the
increase of tax rates, tax revenues increase, but only in the case of
a certain limit. He proved, that starting from a certain breaking
point in raising tax rates, the increase in rates already has a negative
impact on tax revenues, as the high tax burden makes business
unattractive, leads to a passive economy, and, consequently, a
decrease in tax revenues [2].

As a rule, theorists currently offer macroeconomic indi-
cators of the tax burden, such as the amount of taxes collected per
capita, the rate of taxes collected / gross national income. And the
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most used indicator of the tax burden at the macroeconomic level is
the tax-to-GDP ratio. [3] At the same time, solutions to tax burden
assessment issues at the micro-economic level is coming important.

Research results
Statistics show that the tax / GDP ratio in the Artsakh

Republic is at a high level, amounting to about 29.5% in recent
years. Moreover, in terms of regions, the Artsakh Republic is also
in a leading position in terms of taxes / GDP, which testifies to the
proper level of tax administration (see table 1).

Table 1. Taxes / GDP ratio in regional countries

Countries Taxes | (% of Social Total:
GDP) contributions (% of
GDP)
Armenia 21.07 0.00 21.07
Artsakh 28,23 0,00 28,00
Azerbaijan 13.13 2.92 16.05
Georgia 25.40 0.00 25.40
Turkey 18.24 7.70 25.94
Russia 20.51 7.23 27.74

Sourse: International Monetary Fund, Government Finance Statistics,
https://data.imf.org/?sk=a0867067-d23c-4ebc-ad23-
d3b015045405&s1d=1544448210372

However, it should be noted that tax burden assessments
are more closely related to micro-level tax planning functions, as tax
savings are contrasted with tax liabilities so that private business
activity is not affected. In this regard, we propose a cyclical
approach to tax planning at the organizational level, as this process
should be constantly dynamic in nature, due to changes in internal
and external factors on the business environment [4]. At the same
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time, each round aims to improve the tax burden on organizations
through planning tools.

In this regard, it should be noted that the professional
literature does not show a unified approach to tax burden
assessment indicators at the organizational level. In particular, it is
proposed to measure the tax burden on companies in terms of tax-
sales ratio, but itis reversed in the sense that the price change factor
has a significant impact on the growth of the index, so it can not
provide a realistic picture of the tax burden.

Researchers also suggest measuring the tax burden on
organizations in terms of tax / net profit ratio, thereby assessing how
justified the business results are in terms of tax payments [5]. In this
case, the question is how the surplus output produced as a result of
the business is distributed among the organization and state, how
justified is the proportion of the distributed distribution in terms of
business promotion. In the professional literature, there are also
opinions that the tax burden at the level of organizations should be
assessed on an integral basis, which takes into account not two but
more factors. Thus, according to them, the evaluation process
becomes more realistic and comprehensive.

We suggest using calculation bases that are more closely
related to the formation of tax liabilities in measuring the tax burden
at the enterprise level. Thus, indirect taxes are formed in the volume
of sales of products or services, so the combination of their results
in terms of "indirect taxes / sales revenue" gives a more realistic
picture of the tax burden. In addition, we suggest combining direct
taxes with operating profit by the organization, as it is in the
operational sphere of the organizations that the profit tax and
income tax are mainly formed [6].

82



On the contrary, by applying a number of indicators to
measure the tax burden, it will be possible to orient oneself correctly
in setting tax planning goals.

Thus, different indicators of tax burden assessment of the
organizations of the Artsakh Republic, from which it becomes clear
that the same indicator in the organizations receives different
valuation not only according to the years, but also according to
different spheres of business (see table 2).

When conducting tax burden assessments in corporate
planning, objective definitions are used from the perspective of
outlining budget commitments [7]. When companies expand their
businesses, the absolute amount of tax liabilities increases, which is
not a concern for businesses as long as the tax burden in relative
terms is stable.

However, when the business burden increases as the
business expands, organizations look for ways to reduce their
increased tax liabilities and save on tax payments [9]. Therefore, it
is at this stage that tax planning sets itself the task of setting goals
that will not only lead to tax savings, but also create a balance
between increasing budget liabilities and reducing liabilities so that
they lead to tax burden optimization [8].

Table 2. Approaches to tax burden assessment of the
Artsakh Republic in production companies

Tax burden indicators 2018 2019 2020 |2021
1. "Artsakh HPP" OJSC
1.1 |- taxes / net profit 46.1% 80.1% |((9.6%) |53.6%
1.2 |- taxes / sales revenue 32.5% 43.1% [52.3% |40.3%

1.3 |- direct taxes / operating profit |13.9% 25.6% (24.3% |73.8%

1.4 |- indirect taxes / sales revenue |18.7% 17.3% |28.1% 33.4%

2. |"ERMI" CJSC

2.1 |- taxes / net profit 183% 117% 58.4% |44.8%
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2.2 |- taxes / sales revenue 39.6% 47.7% [26.9% |115%

2.3 |- direct taxes / operating 38.4% 47.9% [28.3% |148%
profit

2.4 |- indirect taxes / sales 3.9% 3.7% 1.6% 13%
revenue

3. ["Artsakh Fruit" CJSC.

3.1 |- taxes / net profit (191) (104) (103) (243)

3.2 |- taxes / sales revenue 23.6% 25.2% |27.5% 18%

3.3 |- direct taxes / operating (5.5) (4.9 (9.7) (1.4) %
profit

3.4 |- indirect taxes / sales 1.7% 1.6% 1.3% 1%
revenue

burden assessment proposed by us provides an opportunity.

Source: Compiled on the basis of accounting reports published by
production organizations of the Artsakh Republic

Conclusion

In the context of tax planning, the cyclical structure of tax

First. Establish harmonization between the fiscal policy of

the state the expectation of tax liabilities by organizations, which

results in the creation of an optimal tax burden environment.

Second. Carrying out comprehensive assessments of the tax

burden on business due to changes in internal and external factors,

which periodically reviews tax planning goals, lays the groundwork
for structural tax burden reforms.

Third. Assess the financial resources of the organization

during tax planning, which will ensure the optimization of the tax
burden;
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dwpnnihh lvwswnnipyut
Ttwuwfunu, Cnighp mbuuninghwlwt hwdwuwpwu

<Uryusnrt PeNh SNRSULHLTLENP FLULUSUUL
UunstsnhuLere UL Yuuuusrnh@3NkuLEMNKM

Pwluwih pwnbp - hwpluwihtu wwuwynpnud, hwpluihtu
pbnh dwlypnuntunbuwlwu guwhwwndubp, hwpYujhtu pbnh dhy-
pninunbuwlwu swihnwiubp, Juqdwybpwnyeniuubph $huwu-
uwwu hwoybwnynipniuubp

Cwplwiht pbinh  quwhwwnwubpy  npwybu  Juunu
hpwlwuwgynwd &u dwypnununbuwlwu dwupnulynyg, tww-
wmwl nubkuwind Yuwmwpbine dhowybunwlwu hwdbdwwnnwubn,
Ywd quwhwwbine Gpypnd Juwpynn hwpluijphu punupwlw-
unipjwt wpnyniuwybwngeniup: Uwluwyu Jbpohu wwwphubph,
dbd npwnpnieniu k nupdynd Yugdwybpwnieginiubph dulwp-
nwynd hwpyuwihu pbnh quwhwwniubphu, npnup ogunwagnnd-
ynwd Gu hphduwlwund dhypndwlupnuynyd  hpwluwiwgynn
hwpluwiht wjwuwynpdwt dwdwuwy: 5y bpl, dwlpndwlwp-
nwyny hwplwihu pbnh quwhwwndwu gnigwuhoubpp hwdpun-
hwunip Gu U punnwibh hBnwgnunnnubph Ynndhg, wwyw Yugqdw-
Yepwnyeyntuubiph hwplwihu pbnh quwhwwndwlt wWwpwgund
wpdwuwgnpynd GU npn2 mwpwawjunieniuubn:

Znnwdnd  putwplydwu B wpdwuwunwd  Upgwluh
Lwupwybwnyeywu Juqdwlbpwynyniiubpnd  hwplwihtu  pbnp
quwhwwndwl gnigwuhoubph quwhwwdwt dninbgndubpp L
ninhubp BU wnwowpyynd npwig pwpbuwddwl gény: Ujunbn
hwoyh Gu wnuynid bwl Upgwfuh <wupwwbwnyejwt tunbunt-
pjwlu  wnwudwhwwynienuubpp, npnup  dlwynpnd LU
hwpluwiht punwpwlwuniyejuu wnwuduwhwwnly spowtwly W
hGunbwpwp Ubpwgnnut Bu Juqdwlbpwnyeniuubpnud duwynp-
ynn hwpluyht pbinh Jpuw:
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Bapayu XauatypsH
lNpenopasatens, TexHonornyeckuii Yuusepcutet Lyium

noaxofbl K OLUEHKE MOKA3ATENEN HAJIOrOBOIo
BPEMEHW B OPTAHU3ALUAX PECIYBJIMKU APLLAX

KnioueBble cnosa - Hanorosoe nnaHMpoBaHUE, MaKpPOIKO-
HOMMYECKaA OLEHKAa HanoroBoro 6pemeHn, MUKPOIKOHOMUYECKOe
n3MepeHWe Hanoroporo 6pemeHu, Oyxrantepckaa OTYETHOCTb
opraHusaumii

OueHkn Hanorosoro 6pemeHU O6bIYHO NPOBORATCA Ha
MaKpOSKOHOMUYECKOM YPOBHE C LEMblo MPOBELEHUA MeMrocy-
JApPCTBEHHbIX CpaBHEeHWI, Unu oueHKkN 3hpeKTUBHOCTU HANOTroBOI
nonuTUKKM B cTpaHe. OfiHaKo B NocnefHKe rofbl 60MbLUOe BHUMaHNE
YAENAETCA NCUNUCIEHNIO HANOrOBOro HGpeMeHU Ha ypoBHe Mpefnpu-
ATWiA, KOTOpOe B OCHOBHOM WCMONIb3YeTCA B HANOroOBOM MiaHUpPO-
BaHUN Ha MUKPOYPOBHE.

N xoTA oueHKNW HanoroBoro 6GpemeHW Ha MaKpPOYpPOBHe
ABNAIOTCA YHUBEPCANbHBIMW U NPUEMIEMbIMW LA UCClefoBaTenei,
TO B OLeHKE HaNOrOBOro GpemeHN KOMMNaHWiA CYLLLeCTBYHOT HeKoTo-
pble pacXoXAeHUA.

B cratbe paccmaTpuBaroTcA MOAXOAbl K OLEHKe MoKasaTe-
neil OUEHKM HanoroBoil Harpyskum B opraHusauuax Pecnybnmku
Apuax v npegnaratoTcA NyTH ux ynydleHua. pu 3Tom yunTbiBa-
toTCA 0CODEHHOCTU sKoHOMUKK Pecnybnukn Apuax, KoTopble dop-
MUPYIOT OCOGEHHOCTWM HanoroBoil MOAUTUKU W, CrejoBaTelbHO,
BAWAIOT Ha hOPMUPYEMYIO HANIOFOBYIO Harpy3Ky B OpraHW3aLuAX.

Submitted: 18.08.2022
Accepted for publication: 15.11.2022
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TAX POLICY IN THE PROCESS OF STATE REGULATION
OF THE RA ECONOMY

Abstract: The changes currently taking place in the RA
economy require the implementation of such a tax policy that will
contribute to ensuring stable rates of economic growth and the
formation of a tax system with effective management. The article
analyzes the ways of their improvement, in particular, within the
framework of the functions of the tax system, it is necessary to carry
out the study and mapping of "business" processes regulating tax
procedures, as a result of which it will be possible to form a tax
system with such functionality and structure that will ensure the
increase of the efficiency of tax policy and system management. The
thesis was put forward, according to which it is necessary to improve
the tax risk management systems in order to target the most
targeted selection of the evasive entities subject to control, to
transfer some part of the taxable activities within the framework of
the micro-entrepreneurship system to the general field of taxation,
to partially or completely exempt from the profit tax the part of the
company's profit that will be invested. in economic innovation
programs (which is widely used in many foreign countries).

Keywords: tax policy, tax system, management system,
economic growth, tax risks

Research aims: To present the tax policy and the tax
system as one of the most important economic regulators of the
state regulation of the RA economy under market conditions.
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Research novelty: Ways to improve the effectiveness of tax
policy and tax system financial management in the process of state
regulation of the RA economy have been revealed.

Introduction

Market economy does not mean at all that the state has been
removed from the processes of economic management and
regulation. On the contrary, in the current period of the functioning
mechanism of market relations, the regulatory role of the state in
the development of the economy is relevant. In order to ensure the
process of continuous progressive economic development in RA and
to solve the social problems of the society, the state should use the
arsenal of all the methods it has to influence the economy. The main
problems of the state are due to its functions. In solving these
problems, the role of tax policy is special, which is an important tool
for achieving and maintaining the macroeconomic balance of the
economy, because through taxes and public expenditures, the state
gets the opportunity to promote business activity, influence
employment and inflation. Tax policy practically affects the entire
socio-economic sphere of the country and is inextricably linked with
state administration, including financial administration, as well as
with such important categories as monetary policy, pricing,
structural reforms of the economy, trade and industrial policy, etc.
The state, manipulating the tax policy, stimulates economic
development or restrains it. However, in the end, the main direction
of the tax policy is to ensure economic growth. It is the economic
growth that determines the development of production and its
efficiency indicators, the possibilities of increasing the quality of life
and standard of living. As in the whole world, as well as in Armenia,
the increase in government spending requires an inevitable increase

in revenues and a corresponding increase in the tax burden.
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However, it is obvious that this trend cannot be endless, and there
is a limit beyond which the further increase of the tax burden is
socially and politically impossible for objective and subjective
reasons. The concept of sustainable economic development, which
is increasingly recognized in the world, requires a review of the
value system that underlies the definition of goals, and the more,
the higher the level of governance.

Research results

The development of RA tax relations has made tax policy issues
very demanding, both theoretically and practically. And along with
that, the state regulation of the economy, in turn, is perceived as a
process of regulation and adjustment of the natural market
mechanism of self-regulation of the economy, which is carried out
by the state in order to minimize the negative consequences of the
inevitable "failures" of the market mechanism [4]. Taking into
account the theories of state regulation of the economy, two
important models of the market economy can be distinguished (see
Table 1), which differ according to the degree of state regulation of
the economy and the level of state participation in solving the social
problems of citizens [2]. The liberal model of the economy, upon
reaching a high level of economic development, provides a decent
standard of living for the majority of citizens. State paternalism
covers only the poor class of the population, guaranteeing them
fairly decent living conditions. This model is available in USA, Great
Britain, Canada. The mechanism of the model of social orientation
of the economy ensures the combination of economic efficiency and
social orientation of the economy. This model works in Germany,
Sweden, Norway, etc. Thus, the essence of this or that model is
determined by the economic and social role of the state in the

development of society.
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Table 1. Characteristics of market economy models

Parameters of the economy

The market economy model

economic entities

Liberal Social Orientation
Size of the public sector Minimum Big (> 50%)
A high level of regulation
The degree of freedom of Max of the rules of the

market game

regulation

State participation in economy

The monetary nature of
regulation, mainly at the
macroeconomic level

Government regulation at
both the macroeconomic
and microeconomic levels

State participation in solving
social problems

Minimum, only at the
level of the poor class of

Includes all members of
society

the population

Depending on the applied model of the market economic
system in the state, the type of tax policy is also determined. The
liberal market economy model corresponds to a tax policy that
implies a relatively moderate level of taxation with a rather
restrained social security policy. A socially oriented market economy
implies a tax strategy with a sufficiently high level of taxation, which
guarantees a system of broad social guarantees for all classes of the
population. In general, the methods of state regulation of the market
economy can be divided into three groups [3]:

1) direct or administrative;
2)
3)

indirect;
combined, which includes various combinations of direct
and indirect methods.

In a market economy, indirect regulation methods, which
are essentially similar to market mechanisms, are most in demand.
Tax instruments, which are best adapted to the market mechanism,
occupy a dominant position among indirect methods. That is why
taxes today are the most important tool for the state regulation of
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the RA economy and the implementation of the socio-economic
strategy of the state. Tax policy belongs to the indirect methods of
state regulation, because it is more flexible than the tools of direct
regulation and ensures interest or lack of interest in the activities of
natural and legal entities and is not based on the base of
administrative relations. In the most general definition, tax policy
represents the policy of the state in the field of taxation [5]. In other
words, the tax policy is a set of economic, financial and legal means
of the state aimed at the creation of the country's tax system in order
to meet the demands of individual social groups of the state and
society due to the redistribution of financial resources. Basically, the
RA tax policy represents the determination of taxpayers and taxable
incomes in various fields of economic activity, types of taxes, setting
their rates, regulation of tax collection and payments, their
legislative and legal support, as well as the internal and external
connections of these processes and the revenue part of the budget.
a complete system of the main sources of formation. Thus, RA tax
policy can be defined as a system of measures implemented by the
state administration and local self-government bodies, an integral
part of the state's general economic strategy, through which a
complex solution to taxation problems is ensured in accordance with
the national interests and goals of our country.

Consequently, the fiscal goal of the RA state tax policy has
always been and will be the most important for our state. From the
point of view of assessing the effectiveness of the RA tax policy, we
consider the following indicators:

1) The level of the tax burden both at the level of the economy as
a whole and at the level of an individual sector or taxpayer;
2) The fact that tax revenues are sufficient for the state's activities;
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3) Compliance of the tax policy with the social, financial,
investment and other policies of the Republic of Armenia, etc.

In economics, nonrival consumption goods or services are called
public goods [1]. When the private sector fails to allocate goods
efficiently, a market failure occurs. External interventions, public
goods, asymmetric information, price floors and price ceilings can
also cause market failure. Legal acts and actions on ensuring
efficiency are mainly related to the management of tax systems.
From this point of view, a management system should be created
that will maximize public benefits and minimize costs. The collection
of necessary resources and its effective use is closely related to the
financial management of the tax system, which is the management
system aimed at managing financial resources and their movement
(see Table 2).

Thus, the collection, redistribution and cost management of
financial resources are the most important components of the
financial management system. The management of the RA tax
system is based on socio-economic processes taking place in a mixed
economy: in the state, mixed, private sector, as well as in public,
non-commercial organizations, using special methods of regulation,
economic and organizational means of motivation, behavioral
regulations of various economic structures. At the macroeconomic
level, the financial management of the tax system, as a part of state
management, takes into account the global processes related to the
formation of the world economic system and the aggravation of
environmental contradictions, the interests of current and future
generations. RA 2017-2021The indicators presented in the
structure of state budget revenues (see Figure 1) once again confirm
the importance of effective financial management of the tax system
and tax policy in the process of state regulation of the economy [8].
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Table 2. Financial management

Management Management Management Result

entity - tools - object - (end goal)

Financial ~ |Financial relations
mechanism |(finance system)
- Financial |- National (public)

Financial bodies (financial system) Financial policy

-RA National Assembly; - Stabilizing policy;

law; finances;
. . - Restraining policy (polic)
- Financial o I gp. Y (policy
- RA Government; lamning: | Community finances; of limiting business
P 9 activity);
- Finances of state
-Current  |departments, - Stimulating polic!
- RA State Revenue Committee; . P . . 9 poicy .
setting; organizations, (economic growth policy).
institutions-enterprises.
. . - Financial
-RA Ministry of Finance;
control;
- Financial
- RA Ministry of Economy; . .
n y information

- RA Audit Chamber;

- RA Central Bank;

- Financial departments of state
departments, and organizations

- Financial units of communities.

1,800,0
1,600.0
1,400.0
1,200.0
1,000.0
800.0
600.0
400.0
200.0

2017 ns e 2020 201

w Taxes and duties u Official grants ‘Other Income

Figure 1: Revenues of the RA state budget in 2017-2021,

billion drams
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The RA tax authority carries out [7] tax administration and
effective tax control, provision and accounting of budgets, revenues
controlled by the tax authority, prosecution of crimes under the
authority of the tax authority, contributes to the economic security
of the RA, organizes the training of tax officials and taxpayers works,
etc. The mission of the tax authority, under the above framework, is
meant to define the role of the tax authority as a state structure and
to show the public's expectations of how that role should be
implemented.

As in all countries, the tax system in RA is in the process of
constant improvement. It affects the economic and social conditions
of development and adapts to them. The RA tax reform program
should define the main principles of the development of the state
policy in the tax field, the program bases of the implementation of
that policy and regulate the relations related to them.

2020-2024 of the RA State Revenue Committee The
strategic plan for development and administration improvement is
regularly reviewed, aligning it with the tax policy conducted by the
state, the general guidelines defined by the plan of the RA
government, promptly responding to internal and external
challenges and defining the new strategic development directions
and measures in line with them [6].

Conclusion

Summarizing the article, we come to the conclusion that the
tax reforms in RA imply, on the one hand, the relaxation of tax
pressure and the solution of fundamental problems for business,
and on the other hand, the transparency of taxpayers' activities for
the state and the exclusion of opportunities to avoid taxation.
Consequently, the main goal of the tax reforms implemented in RA

95



is the implementation of a tax policy that ensures sustainable
economic growth and promotes the attraction of investments, which
will ensure guaranteed budget revenues, the gradual increase of the
tax/GDP ratio, the expansion of the regulatory and stimulating
function of taxes, the ability to quickly respond to changes in time
and competitive formation and further improvement of the tax
system with a management system. Thus, based on the conclusion
based on the research and analysis carried out by the author, we

offer:

v

Initiate the study, mapping and restructuring of the “business”
processes regulating tax procedures within the framework of
their functions by SRC departments, as a result of which it will
be possible to form a tax system with such functionality and
structure that will ensure the increase in the efficiency of tax
policy and system management,

Improve the tax risk management systems in order to more
target the selection of the evading entities subject to
supervision,

Partially or completely exempt from profit tax the part of
the company's profit that will be invested in economic
innovation projects (which is widely used in many foreign
countries),

Transfer some part of the taxable activity within the micro-
enterprise system to the general field of taxation.
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HAJIOTOBAA NMNONNTUKA B NPOLLECCE TOCYJAPCTBEHHOIO
PEIYJIMPOBAHUA DKOHOMUWUKU PA

KnioyeBble cnoBa - Hanorosad MNOAWTUKa, HaNoOroBas
cucTema, cUcTemMa ynpaBleHUsA, HaNoroBble PUCKW, IKOHOMUYECKUIA
pocT

[NpoucxopAwmne B HacToAllee BpeMA B 3koHOoMUke PA
U3MeHeHNA TpebyloT NpoBefEeHNA TaKoW HaNoroBol MNOAUTHKM,
KoTopas byfeT cnocobcTBoBaTh obecnevyeHuto cTabunbHbIX TEMMOB
3KOHOMWYECKOTO POCcTa M (POPMUPOBAHUIO HANOrOBOW CUCTEMbI C
adppeKTUBHBIM ynpasieHuem. B cTraTbe aHanusupyroTca nmyTm wx
COBEPLUEHCTBOBAHUA, B YaCTHOCTW, B pamKax ¢pyHKUMI Hanorosoii
CUCTEMbI  HeOBXOLWMO MNPOBECTM WCCNELOBAaHUE W  KapTorpa-
chupoBaHne «bU3HECH-NPOLLECCOB, PeriaMeHTUPYIOLLLUX Hanoroeble
npoueaypbl, B pesynbTaTe Yero bymer BO3MOMHO cchopmupoBaTb
HaNoroBylo CHUCTEMy ¢ TakUM (PYHKLMOHANOM W  CTPYKTYpoi,
KoTopble obecnevatr noBbiweHne 3>PPEKTUBHOCTU HANOrOBOW
MOMUTUKN U YNpaBleHNA CUCTEMOMN.

BbiaBuHyT Tesuc, cornacHo KoTopomy Heobxopumo cosep-
LUEHCTBOBATb CUCTEMbI YNPaBleHUA HATOTOBbIMUA PUCKAMN C LiENbHo
Haubonee LeneHanpaBNeHHOro oTbopa YKNOHAILMXCA CYObeKTOB
KOHTpONA, MepeBOfa YacTW Hanoroobnaraemoinl LeATENbHOCTU B
pamKax MWKpocucTeMbl MpefnpuvHUMaTenbcTBa B obLyto cdpepy
HaNoOroobNOKEHNA, YAaCTUYHO MAM MOMHOCTBIO OCBObOXJaTb OT
Hanora Ha npubbinb Ty YacTb NpUbLINM KoMNaHWK, KoTopaa byaert
MHBECTMPOBAaHa B 3KOHOMWUYECKUE WHHOBALWOHHbIE MPOrpamMmbl,
YTO LUMPOKO UCMONb3YETCA BO MHOTUX 3apybeMHbIX CTpaHax.
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APPROACH TO THE ASSESSMENT OF THE
CORRELATION BETWEEN OWN CURRENT ASSETS AND
CURRENT FINANCIAL DEMAND IN A BEVERAGE
COMPANY

Abstract: One of the key areas of financial management in
manufacturing companies is the regulation and effective control of
current financial demand. Within the framework of this article, we
have set a task to analyze the current financial requirement based
on the data of the actual financial reports of Kotayk Beer LLC from
the organizations producing beverages operating in Armenia, to
evaluate the impact of its calculation components, to propose a new
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approach to regulation and control. With the proposed approach, it
was possible to assess the impact of the components underlying the
current financial demand on the current financial demand in two
scenarios. In the first scenario, when an attempt is made to reach
an effective settlement through a single component, accounts
payable are eliminated, from which the policy of stable liabilities
becomes paramount. In the case of the second scenario, when the
effects of the factors influencing the current financial demand are
maximized by squaring according to the method of the matrix, it was
possible to achieve harmonization, which in practice gives equal
opportunities to all three components of the current financial
demand index. The approach presented in the article is expedient
from a practical point of view for a specific organization or
organizations of the same branch.

Keywords: capital, liquidity, matrix method, current assets,
current liabilities, receivables, resources

JEL classification: M40, M41

Research aim: Analyze current financial demand on the
example of a specific business organization, propose a new
approach to financial management

Research novelty: the management of current financial
receivables in any business requires the application of
interconnected management approaches to inventories, receivables
and current liabilities, which will be more effective in terms of
financial management decisions under the new approach to
harmonized control of current financial demand components.
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Introduction

One of the key areas of financial management of
commercial organizations is the effective control of their own
current assets. Improving the management mechanism of its
current assets in a changing economic environment is an urgent
issue, which strongly emphasizes the need for scientific research in
the field of management of the organization.

Numerous studies have been conducted to study the
effectiveness of the use of current assets in various sectors of the
economy. In particular, Aktas N., Croci E., Petmezas D. considered
the issue of assessing the impact of current assets (working capital)
management on the value of the organization as key [1. pp. 98-113].

In one of his studies, Talat Afza identified the key features
of current asset management [2. pp. pp. 223-235].

In their joint study, A. Raheman and M. Nasr considered
current asset management issues in the context of the relationship
between commercial lending, inventory balance, and accounts
payable [3. pp. 279-300].

R. P. Boisjoly, T. E. Conine, and M. B. McDonald in their
joint study linked one of the ways to increase the efficiency of
current asset management with the problem of non-collection of
receivables [4. pp. 1-8].

Norton D., Kaplan R. In their research, they considered
the study of the connection between the operational activities of the
strategy, linking it directly with the problem of ensuring the
competitive advantage of the organization [5].

Khachatur Baboyan, one of the Armenian researchers,
proposed his solutions from the point of view of solving the problem
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of optimizing the capital structure, considering the interdepen-
dence of the provision of the main groups of liabilities with their
own current assets as key [6. pp. 74-80].

Despite sufficient research on current financial asset
management, the issues of formulating its own current asset
management policy, developing planning and forecasting models,
improving analytical methods, monitoring, and assessing
correlation with its own current financial demand require new and
key solutions. has become relevant in this article.

Research Results

Using the factual data of the financial reports of "Kotayk"
Brewery LLC, a company producing Armenian beverages, we offer
the following approach to assessing the correlation between our own
current assets and current financial demand. It was built with the
following steps:

1. Inthe period from 2011 to 2019 we have determined the current
financial demand (inventories + receivables - accounts payable),
actual values of own current assets (current assets - current
liabilities), the proportion of receivables in current assets and
the proportion of accounts payable in current liabilities. We
have presented the calculations in Table 1.

The current financial demand index in "Kotayk" beer factory
LLC in 2011-2019 showed a decreasing tendency. In practice, from
a financial management perspective, the current financial demand
ratio should be reduced as much as possible. In case of making it
negative, the latter will be considered more effective. In the context
of the above, it is obvious that the regulation and management of
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the current financial demand in "Kotayk" Brewery LLC was effective

from the point of view of comparative analysis in 2016-2017.

Table 1. The values of the indicators used in the construction
of the proposed approach

Observations /
indicators

201

2012

2013

2014

2015

2016

2017

2018

2019

Current

financial

demand

604945

716107

402782

370186

308792

197247

168881

418463

469912

(Current
financial
demand /
Sales
revenue)*100-
Xi

56.95

64.57

38.57

42.54

53.04

50.88

51.03

67.31

53.91

The
proportion of
receivables in
current assets
~X;

43.74

59.12

37.05

33.09

28.22

38.76

26.95

32.10

54.19

The
proportion of
accounts
payable in
current
liabilities -X3

60.71

93.15

71.88

52.09

55.98

51.12

49.18

16.68

17.97

Own current
assets

521177

797592

386822

225279

286487

38574

-42882

45342

423572

{Own current

assets [ Sales
revenuej
*100-Y

49.06

71.92

37.04

25.89

49.20

9.95

-12.96

-72.94

-48.60
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Use Figure 1 below to estimate the behavior of the current
financial demand ratio.

. . 2
Current financial demand R =0152
1000000
16107
604925, 586526
500000 40HSB 7085630510, 718463
0 O72471 68881
0 2 4 6 8 10

Figure 1. Dynamics of Current Financial Demand in

Kotayk Brewery LLC

In particular, using the trend valuation method, we reveal

the high volatility of the decisions made within the framework of

controlling the current financial demand index. This is the value of

R2 (0.1552). This reveals the problem of harmonizing its individual

components in the regulation and management of current financial
demand.

As for the tendencies to change the share of the current

financial demand in the net income from sales, 2013 will be assessed
more effectively in the analyzed period.

The receivables used in the calculation of the current financial
demand have an optimization problem in terms of management in
"Kotayk" Brewery LLC. The share of receivables in current assets in
terms of control in 2011-2019 was effective in 2015-2017,
respectively, amounting to 28.22% and 26.95%.

The other component of the current financial liability
calculation, which is considered important from the point of view of
fixed liability strategy, accounts payable, showed a downward trend
during the period under review. In particular, the share of accounts
payable in current liabilities in 2019 compared to 2011 decreased by
42.74%, amounting to 17.97%.
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From the point of view of financial management efficiency,
it is necessary for the index of own current assets to accept a positive
value. The negative value of this indicator proves the problem of not
being secured with own assets, endangers the financial stability and
solvency of the organization. At the same time, complexes arise in
the process of financial management of working capital. "Kotayk"
Brewery LLC was effective from the point of view of financial
management during 2011-2019 from 2011 to 2016. The own current
assets ratio in 2017-2019 assumed a negative value, which had a
direct impact on the financial condition of the organization,
deepening the crisis in this organization.

The share of own current assets in the net income from sales
was the highest in 2012, amounting to 71.92%. The lowest value (in
terms of inefficiency) was recorded in 2017-2019.

2. The next step is to build a table of standardized coefficients, for
which we present the results in Table 2.

Table 2. Table of standardized coefficients

X1 X2 X3 Y
2011 0.791805 | 0.739728 | 0.651825 | 0.682162
2012 0.959247 1 1 1
2013 0.573008 | 0.626731 | 0.771694 | 0.515073
2014 0.63198 | 0.559681 | 0.559198 | 0.359974
2015 0.787881 | 0.477239 | 0.601038 | 0.684174
2016 0.755933 | 0.655544 | 0.548791 | 0.138368
2017 0.758093 | 0.455873 | 0.528041 | -0.18017
2018 1 0.542979 | 0.179082 | -1.01417
2019 0.800944 | 0.916545 | 0.192899 | -0.67574
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We have built the table of standardized coefficients based
on Table 1. As a basis for standardization we have taken the
maximum values of the output variable Y of the variables X1, X2, X3.

3. Based on the data in Table 2, we have evaluated the correlation
relationships between the variables of the output index Y and
X1, X2, X3. We have presented the results obtained in this step
in Table 3.

Table 3. Evaluation of correlation relationships according
to the table of standardized coefficients

Y X1 X2 X3
Y -0.28891 | 0.188214 | 0.925039
X1 0.322358 | -0.19336
X2 0.254861
X3

The evaluation of the correlation links shows that the
variable X3 has a significant positive correlation on the resultant Y.
X2 has a noticeable positive correlation with the Y index, and the
variable X1 has a negative correlation with Y.

4. In this step we have constructed the regression equation Y = AO
+ Al™* X1+ A2 * X2 + A3 * X3 based on the table of standardized
coefficients. We have presented the statistical bases of the
constructed regression equation in Table 4. We used the
method of smallest squares [7].
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Table 4. Regression according to a standardized table

Ragression Swestics

The constructed regression equation is as follows:
Y =-1,049 -0,033* X;-0,2* X, +2,448* Xa:

Multipie R 0.9
R Square 0858237
Adjunind R Square 0773179
Stndard Feror 030009
Obrservations )
ANOVA
Synicance
o 55 MS ! I
Regresson 3 3099833 103308 1009004 0.0844M
Resadual 5 0502028 002406
Tonal & 3 662
Srandord Upprer {ower Upper
Coeffichnm Erroe t St Povalow Lower 95% ass us 0N w508
Imercope 104979 066309 1.50307 ovan 275402 065474 2702 0654741
X Variahle 1 003267 0498627 006203 0.950223 131444 140088 131448 1243088
X Variable 2 02008 O es0/ 020083 D028 L9650 1 568941 1965924 156894
X Varihie 3 MBS QASAIGE DT\ 0098 VITSN ARWTE.VI7EN  36I8TES

X3 is the most important factor in the effective management of the
output index Y with the constructed regression equation, which
strongly emphasizes the expediency of the policy of applying stable
liabilities in this organization.

5. Using the matrix method, in this step we have constructed a
table of squares [8].

You have presented the obtained results in Table 5.
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Table 5.

Table of squares

X1 X2 X3 Y
2011 0.626955 | 0.547198 | 0.424876 | 1.264527
2012 0.920154 1 1|1.708846
2013 0.328339 | 0.392792 | 0.595511 1.14745
2014 0.399398 | 0.313243 | 0.312702 | 1.012593
2015 0.620757 | 0.227757 | 0.361247 | 1.099891
2016 0.571435 | 0.429737 | 0.301171 | 1.141203
2017 0.574705 | 0.20782 | 0.278828 | 1.03022
2018 1] 0.294826 | 0.03207 1.15191
2019 0.641511 | 0.840054 0.03721 | 1.232386

When constructing the square table, we increased the
values of the indices of the standardized coefficients to the power of
the square.

6. In this step, based on the data in Table 5, we performed an
assessment of correlation relationships. We have presented the
obtained results in Table 6.

Table 6. Estimate correlation relationships by squares

Y X1 X2 X3
Y 0.564985 | 0.866346 | 0.712327
X1 0.358846 | 0.015932
X2 0.451788
X3

The correlation evaluation shows that the variables X2 L X3
have a significant positive correlation on the Y output index W the
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variable X1 has a close positive correlation. The correlation
assessment performed in this step shows that in case of doubling
the effect of the selected variables X1, X2, X3 (which is manifested
by increasing the square), the resultant Y has a significant positive

effect.

7. In this step we have constructed the regression equation Y = AO
+ Al * X1 + A2 * X2 + A3 * X3 based on the table of squares.
We have presented the statistical bases of the constructed
regression equation in Table 7. We used the method of smallest

squares [7].

Table 7. Regression according to the matrix method

Regresson Staritis

Mulvigle R 0.996682

R Square 0.993375

Adjussed R Squars 0.58%4

Swndard Error 00671

Observations 9

ANOVA

Snificance
of 55 MS ¥ 3
Reogrossion E] 03521 On7I/e Momn /.26E-06
Residual 5 0002348  0.00047
Yol 8 0.354469
Seandard Upper L ower Upper
Coufflcwnrns frror 1 Srar Fvale Lower T5% 2% o508 0500

2488

Imorcape 0535045 0022543 2371693 D6 D467 0593923 0477767 0593923
9.53¢

X Yanablo 1 0470045 0.026Mm 18.07174 D6 DA03IB4  D536905 0400184 0536905
410%

X Variable 2 0445567 0033326 13 36996 o5 03599 0531234 03599 0531234
2368

A Vanabie 3 0439795  0.029259 15.03087 05 0364581 0515000 0364581 0515009

The regression equation based on the square table data is

as follows:

Y = 0,535 + 0,470* X; +0,445* X; + 0,439* X3
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In the effective management of the output index Y by the
constructed regression equation, all three variables exhibited the
same effect; from the point of view of financial management, no
direct or significant dependence on any of the specific variables is
emphasized.

Conclusion

The results obtained from the proposed approach give
grounds to conclude that in a specific commercial organization,
particularly in the field of production, the regulation and
management of current financial demand can be effectively carried
out taking into account the following recommendations:

v" The current financial demand management policy should be
developed taking into account the specifics of the activity and
industry affiliation of the organization.

v" Indicators used to calculate current financial demand:
inventories, receivables, accounts payable, in practice should
be tracked by interrelated rather than specific components, as
the results of bilateral regression analysis showed differentiated
control of current financial demand. In this case, the strategy
of stable liabilities becomes preferable. by variable X3 (first
regression equation). Please note that not all organizations and
definitely not in all conditions can implement an effective policy
of stable commitments. At the same time, leaving aside issues
related to inventory and receivables, we believe that in the
future they will create new problems in the financial system of
the organization.

v' More effective control over current financial demand is possible
with the results of the second regression equation. In essence,
by doubling the meanings of the three variables selected on the
output index, their effects are practically harmonized. In this
case, equal attention should be paid to the optimal management
of stocks, as well as the determination of the amount of
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receivables, collection, implementation of the policy of stable
liabilities.
The proposed approach should be considered from a

practical point of view for a specific organization or organizations in
the same field. It is designed to make the current financial demand
control task more effective in the overall financial management
system.
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U h2LLEM Ursutrna cvubrnh@-3NhLNhU UsPULUL
LLMEUShY ULUShYLENP BY LLIFUSHY ShTLULUULUL
MULULR2P eNhyUNUSUNRGSUL FLULUSUUL
unsesnhu

Pwluwih pwnbkp - juwwhww], hpwgybhnyeintu, dwwnph-
gujht dbenn, pupwghl whwhyubp, pupwghly wwpunwdnpni-
pintuubip, nphunnpwlwu wwpwpbp, ywowpubp

Upnwnpuwlwt Yugqdwybpyniejniuubpnd - $huwtiuw-
Yuwu Ywnwwpdwl wnwugpwiht ninpunubphg § pupwghly $p-
uwtuwlwu ywhwush Yupguynpnwu nt wpryniiwybun Jbpw-
huynuip: Unyu hnndwdh opowtiwubpnd dbup fuunhp Gup npb;
Jbpindt pupwghy $htwtuwlwt wwhwuop Lwjwunwunid
gnpdnn fudhspubp wpnwnpnn Juqdwlbpwnyeniuubphg «b4n-
nwjp qupbonp» UNC-h hwuwmwgh $puwtuwlwu hwoybuinyni-
pintutbph myjwjubph hhdwu ypw, quwhwinb| npw hwojwpyuw-
Jht pwnwnphsubinh wqnbgnieyniup’ wnwewnybiny Yunpgquynp-
dwu U yEpwhuynnnipjw unp dninbigned:

Unwowplynn dninbgdwdp huwpwynp £ quuhwwnby pu-
pwghy dhuwtvwlywu ywhwuswpyh hhdpnd puywd pwnwn-
phsubiph wgnbgnieniuu pupwghly Phuwtuwlwu ywhwugh ypw
Gpynt ugbuwpny:
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Unwoht ugbuwpnwd, Gpp thnpd £ wpdnud dbYy punwn-
phsh dhongnd hwutb] wpnyniwwybun mddwl, Ypbnhunnpulwu
wwpupbph wgnbgnyeinitup sbonygnd k, wnwotwihtu £ nununwd
Yuyntu wwuhyubph pwnwpwlwunyeiniup:

Eplpnpn ugbwph nbwpnd, Gpp pupwghl bhuwu-
uwlwu wwhwugh Ypw wqnnn gnpdntubph wgnbgnieiniiubpp
wnwybugnyuph Gu hwugynud pwnwYynwhubph dhongnyd' puwn
dwwphgwiht dbpnnh, htwpwynp £ jpund hwuub] ubipnws-
uwynyejwu, npp gnpdtwywund hwjwuwnp htwpwynpnieiniu-
ubip £ wwjhu pupwghy dhuwtvwluiu wywhwugh pninp bpbp
pwnunphsubiphu:

Znnwdnd - ubplujugywd  dninbgnuip  gnpduwluwit
inbuwulyniuhg uywwnwlwhwpdwp £ unyt §jninh Ynulhpbn Yug-
dwlybpwnyeyuu Yud Jugdwlbpwnieintuubph hwdwn:

AwoTt MaTeBocaHn
L.3.H., npocpeccop, Al DY

Mane MateBocan
K.3.H., AOLeHT, A[2Y

Jlunut OBakaHsH
K.2.H., JOLUEHT, Al DY

noaxopn Kk OUEHKE COOTHOWEHUA COBCTBEHHbIX
OBOPOTHbIX CPEACTB U TEKYLUEIO ®MHAHCOBOIO
CMPOCA B KOMIMAHMUU NO NPOU3BOACTBY HANMUTKOB

KnioyeBble cnoBa - KanuTtan, NUKBULHOCTb, MaTPUYHbIIA
MeTo[, 0bOpOTHbIe aKTUBbI, KpaTKoCcpoUHble obAzaTenbcTBa, gebu-
TOpCKanA 3aJ0/KEHHOCTb, TOBapHO-MaTepuabHble 3anachbl
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OpHUM 13 KntoueBbIX HanpasneHWil ¢pUHaHCOBOTO Me-
HeLXMeHTa B MPOU3BOACTBEHHbIX KOMMaHWAX ABNAETCA perynnpo-
BaHWe U 3¢ppeKTUBHBIN KOHTpONb TeKyllero chMHaHCOBOro chnpoca.
B pamkax paHHOI cTaTby Mbl NOCTaBUAW 3a4ady MpoaHann3npoBathb
TeKyW Ml chUHAHCOBBI CNpPOC CO CTOPOHbI KOMMaHMIA-MPon3Bo-
AuTeneil HanuTKoB, paboTatolnx B ApMeHUM, Ha OCHOBe HaHHbIX
chakTnyeckux chunancosbix otyetos 000 «Kotaitk bup», oueHuts
BAWAHNE €ro pacteTHbIX KOMMNOHEHTOB, MPEANOMNTb HOBbII NoAXop,
K perynupoBaHuio W KoHTponto. C nomolyblo npepnaraemoro
NoAxoja MOMHO OLEHWUTb BIAUAHWE OCHOBHBIX KOMMOHEHTOB TeKy-
Lero ¢pyHaHCOBOTO cnpoca Ha TeKyLUMil pUHAHCOBbIN CNPOC B ABYX
cueHapuax.

B nepsom cueHapuu, Korja npefnpUHUMAETCA MOMbITKA
LocTUYb 3PPEKTUBHOMO PeLLeHUA C MOMOLLbIO OJHOTO KOMMOHEH-
Ta, MNOAYEPKUBAETCA BAUAHWUE KPELUTOPCKOW 3a[0MKEHHOCTH, U
nepBoCTeneHHOe 3HauyeHWe npuobpeTaeT NOAUTUKA CTabUIbHbBIX
obAzaTenbCcTB.

Bo BTopom cueHapuu, Korpa acpdektol hakTopoB, BIUALO-
WMX Ha TeKyluil pUHAHCOBBIN CNpoc, MaKCUMU3UPYIOTCA € Mo-
MOLLbO KBafpaToB MO MATPUYHOMY METOLY, MOXKHO J[obUTbCA
rapmMoHM3aumnK, JaroLlell NPaKTUYECKN paBHblE BO3MOMHOCTH BCEM
TPeM KOMMOHEHTaM TeKyLLero pMHaHCOBOrO CMNpoca.

lNpepcraBneHHblil B cTaTbe MOAXOA NPaKTUYECKU Lene-
coobpaseH ANA KOHKPETHOW opraHusauuMM WNM opraHusauuii B
JaHHOW oTpacnu.

Submitted: 05.09.2022
Accepted for publication: 15.11.2022
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ISSUS OF COMMERCIAL ORGANIZATIONS FINANCIAL
POSITION RATING

Abstract: The efficiency of the financial management
process in commercial organizations and the development of new
approaches for improvement are directly associated with the
addressing of theoretical and practical methodological challenges.
In this article, by analysing data from some commercial
organizations of the Republic of Armenia, we have proposed an
approach to the rating of financial situation in the framework of
financial management. Thus, we aimed to classify organizations in
the context of correlation between business activity and operational
management as the components of financial situation which will be
very helpful, especially in making management decisions.

Keywords: financial position, business activity, golden rule,
coefficient, sales revenue, factor, variable, assessment

JEL classification: M40, M41

Research aim: introduce a new approach to the rating of
commercial organizations by components of financial position

Research novelty: a rating approach for commercial
organizations RA, based on the extension of financial stability zones
was proposed.

Introduction

The problem of assessing the financial condition of
commercial organizations has necessarily received new solutions in
line with the requirements of the time. In this regard, it should be
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noted, that from the point of view of and theoretical-methodological
and practical application, the main emphasis has been made on
complex, within the framework of which, in part, the development
of approaches. Therefore, as states in his point of view. Yurzinova
“In the modern economy, the main emphasis should be on decisions
based on experience-based assessments or on the diagnosis of
consequences of financial decisions (the latter can generally be
considered identical to those based on experience-based
assessments). ... “ [1].

The management decision database is important for
reducing the uncertainty in order to increase the efficiency of the
financial management process. Therefore, in this respect, we agree
with A. according to Tebekin and V. Mantusov, the formal definition
of the issue of management decision-making is necessary to reduce
the level of uncertainty in the process of management decision-
making, to define what is expected to be achieved as a result of their
implementation. to create an information-analytical space. ... » [2].

The importance of ratings is essential in the set of analytical-
evaluation tools used in the financial management process of
commercial organizations. Ratings are important in the set of
analytical-evaluation tools used in the financial management process
of commercial organizations. The purpose of the rating is to identify
the key features of the rating system. It defines, first of all, the
aspect of the financial condition of the enterprise, on which,
according to the interests of the user groups, the researcher's
attention should be focused, secondly, the basic type of rating
evaluation [3].

Many researchers interested in this foundation have offered
their solutions in this direction. In particular, N. Kalandirova used
the four zones of normative values of the applied indicators. R. Beke
used four basic rules to calculate a rating based on relative
indicators, which are able to provide sufficient information bases for
that rating W required accuracy [4].

Armenian researchers offered their solutions for ranking
commercial organizations to A. Kocharyan, using the cash flows in

117



the rating system [6], A. Harutyunyan, emphasizing the issue of
factor assessment of the financial stability of the organization, E.
Muradyan [7], giving priority to alternative approaches, in
particular, to business activity in the process of stabilizing the
financial situation. Given the decline in business activity due to the
global economic downturn in recent years, in order to address the
issue posed by us in this article, we propose the following approach
to business activity component - operational management
interconnection rating, the results of which will help expand
management decision database improvement.

Research Results

We have constructed the proposed ranking approach with
the following steps:

1. The following main coefficients characterizing the business activity
of the surveyed commercial organizations are calculated:

C1 - asset turnover ratio;

C2 - equity turnover ratio;

C3 - current assets turnover ratio;

C4 - receivables turnover ratio;

C5 - inventory turnover ratio.

The aggregate estimate based on the actual results of the
above business activity coefficients, which we have chosen for the
regression equation based on the linear relationship of the rating
approach, is calculated as the resultant index: Y.

2. The actual values of the following variables selected by us from
the point of view of operational management are calculated:

X1: profit from sale (loss) / assets;

X2: net profit (loss) / assets;

X3: operating profit (loss) / net sales revenue;

X4: net profit (loss) / accumulated profit.
3. Construct a linear regression equation expressing the correlation
between the business activity component and operational
management.

Y=ac+ta*Xi+a*Xo+tas* Xs+ as * X,
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Where ao is the free member and al- a4 are the weight effects of
the corresponding variable. We determined them by the method of
the smallest squares.

4. Based on the constructed regression equation b weight effects of
variables, we perform a rating L. zoning for the business activity
component.

We present the actual values of the coefficients that
characterize the business activity of the commercial organizations
we surveyed L the total estimate of the business activity component
based on them. Using the relevant data from the financial reports
of the surveyed commercial organizations, we built a comparison

table.

Table 1. Comparable table of variables and output index by
average value by companies RA

Enterprises Xi X2 X3 X4 Y
"Agates” LLC 0.020 -1.653 | -0.033 0.355 | 0.046
"Hrazdan Jack" OJSC 0.029 -2.696 | -0.556 0.215 | 0.618
"AR-BE Armenian-Belarusian 0.021 -2.414 -0.115 0.279 | 0.828
Chamber of Commerce" LLC 0.063 -3.218 | -0.587 1.293 | 0.603
"Sam Tshar" LLC 0.048 -0.203 | -0.073 0.012 1.152
;Y,\e,ge,\\g],\f--egig Factory- 0193 | -2.631 | -0.191 | 12.446 | 1.289
JTI Armenia CIJSC 0.038 -1.305 | -0.348 1.111 | 0.328
"Euromotors" CJSC -0.004 0.544 7.198 0.290 | 0.216
"Multi Group" Concern LLC 0.009 -0.425 | -1.243 0.437 | 0.549
"GREEN POWER" LLC 0.078 -5.853 -0.571 0.713 0.951
"ARSANA" CJSC 0.021 8.990 | 6.828 0.560 | 0.657
"ONE" CJSC 10.677 19.232 | 0.500 5.735 | 4.764
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Using the method of the smallest squares, we construct the
following equation with the linear regression expressing the
correlation of the business activity component L between operations
management:

Y =0.696 + 0.33 * X; + 0.17 * X, - 0.049 * X5 + 0.042 *
X4, (1)

In the constructed regression equation, the factor having a
negative impact on the aggregate valuation of the business activity
component was X3: operating profit (loss) / net realizable income,
variable.

Based on the values of Y *, in this step we define the

corresponding zones for the surveyed organizations and according
to the results of their classification and the letter mark. The decision
of the four zones corresponding to the values of Y * was made
according to the following principle: First we determine the mean
value of Y *, then the mean value of the mean and the maximum
value range, obtaining the effective (awarded A-letter) and favorable
(awarded A-letter) zones of business activity. Then we determine the
average for the range of the mean value of Y * and the minimum
value, obtaining the crisis zones of business activity (given by the
letter B) and dangerous (given the letter B - given). With the
mentioned approach, we have presented the results of the ranking
within the framework of the business activity component of the
business activity component of the commercial organizations we
surveyed in Table 2.
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Table 2. The results of the ranking of the surveyed
organizations according to the proposed zones

characters. In the other ten commercial organizations surveyed,
business activity was identified as low efficiency in the operational

According to the results of the final rating, the best is "Alex
Hotel" LLC - 4,767 points, respectively “A” point characters. The
second is "JTI Armenia" CJSC, which is classified in the favorable
zone of business activity - 1,247 points, respectively A point
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business activity area for | Zone area of
2.356-4.767 business 0.699 - 1.247 | business
“A” marked ranking activity “B” marked | activity
1.247-2.356 | ranking 0.366-
“A” marked 0.699
ranking “B" marked
ranking
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management interconnection, as a result of which six organizations
were classified in the crisis zone of business activity, receiving a B
point mark.

This circumstance made it possible to raise the issue of low
efficiency of resource use at this stage, substantiated the need for
capital structure reconstruction. Therefore, the surveyed
organizations that are classified in the hazardous niejwl crisis areas
of business activity have the problem of optimizing the sources of
financial resources, which will have to be taken into account in terms
of making business decisions.
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pjwl hwdwwnbpunnd nwuwlwpgbp Yugdwlybpwnyenuubpn,
husp pwjwlwuht oguwlwp Yihuh, hwwnjuwbu, Junwlwp-
swlwl npnonudubp Yujwgubhu:
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Xauvatyp ba6osH
K.3.H., MHcTUTyT 3koHommkmn HAH PA um M. KotaHaHa

MPOBJEMbI PEWTUHIA ®MHAHCOBOIO NOJIOKEHMA
TOPrOBbIX OPrAHU3ALLMiA

KnioueBble cnosa - ¢puHaHcOBOe nonoMeHue, [enobas
aKTUBHOCTb, 30710TOE MPaBUNO, KO3(pPULIMEHT, BbIPYUKa OT MPOAAX,
chakTOp, NepemeHHan, pelTUHT

JdppekTUBHOCTL NpoLecca ynpaBneHWA puHaHcamu B
KOMMEpUECKUX OpraHmsaumMax WM paspaboTka HOBbIX MOAXOAOB K
COBEPLUEHCTBOBAHUIO, HAMPAMYHO 3aBUCUT OT PeLLIEHWA KaK TeopeTH-
YeCKMX, TaK W NpaKTMYecKUX MeTofonornyeckux 3apay. B pamkax
LaHHOW cTaTbW MNyTeM W3y4eHMA BbIGPaHHbIX KOMMePYECKHX
opraHusaumnii Pecnybnuku ApmeHnsa npepioxeH HOBbIM MOAXOR K
oleHKe (PMHAHCOBOIO pelTUHra.

Llenb npegnaraemoro nopxoja coCTOMT B TOM, 4TODbl
KnaccudpmumpoBaTb OpraHM3auMW B KOHTEKCTe  B3aMMOCBA3M
hMHAHCOBBIX COCTABNAIOLLNX, TAKUX KaK OU3HeC aKTUBHOCTb U Ofe-
paTuBHOe ynpasneHue, 4To byfeT Becbma MoONe3HO, OCOBEHHO Mpu

NPUHATUN yNpaBleHYEeCKUX peLIJeHVIVI.
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THE ISSUES OF EMPOWERMENT OF SMALL
SHAREHOLDERS IN THE CONTEXT OF THE BUSINESS
ACTIVATION IN THE RA

Abstract: The objective of the article is to research doing
business rating, including the component of protecting the rights of
small shareholders to improve investment environment in the
Republic of Armenia, since this component has been at the minimal
level compared to others for many years.

The issues under consideration are related to the protection
of the rights of small shareholders, which is a tool to improve the
investment environment in the Republic of Armenia. This tool entails
demonstration of availability of free funds of individuals and legal
entities, and their injection into real sector of the economy through
the acquisition of small shares. This will result in stronger business
relations between organizations and increase in the efficiency of
attracting free funds to the economy through a multiplicative effect.

The indicators of investment, economic growth and the
GDP deflator index in the Republic of Armenia implementing
methods of comparison, analysis and induction and the rating
components of business environment in the Republic of Armenia
have been studied.

Considering the importance of small shareholders from the
point of view of improving the investment environment in the
Republic of Armenia, it is necessary to implement appropriate
legislative changes and develop measures aimed at increasing the
number of small shareholders so that legal entities and individuals
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have the desire to make small investments in organizations, since
the constant attraction of investments is of greater importance for
the economy.

Keywords: investments, business environment, rights of
small shareholders, investment policy, deposits, free cash

JEL code: E22

Research aim: identify ways to support small equity
activities both in the legal and economic fields

Research hypothesis: expanding the rights of small
shareholders can significantly increase the investment
attractiveness of the country

Research novelty: the legal and economic ways of
activating small shareholding partnerships have been revealed,
which will contribute to the expansion of investments in RA.

Introduction

For the establishment and development of entrepreneur-
ship, it is essential to make investments in a practically uninterrup-
ted legislative field. The effectiveness of the latter is due to the
optimal combination of the interests of state, national, social and
economic security and ensuring the personal success of the
individual and family [1].

In order to improve the business environment in the
Republic of Armenia, it is necessary to create preconditions to
ensure the transparency of the activities of joint-stock companies
and to make the rights of shareholders publicly available, as well as
to make the society a participant in the development of the economy,
even through the purchase of small shares. Legal and natural
persons should be given the opportunity to purchase shares of
various Armenian organizations from publicly accessible open

platforms, including Internet platforms. As a rule, the mentioned
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persons are called "insignificant" (minority, small) shareholders. In
American reference literature, a minority shareholder is defined as
an owner of such a small number of shares of a corporation that he
does not have the ability to control the management of the
corporation or elect its directors [4].

The World Bank defines the business and investment
environment as the opportunities and incentives for companies to
invest effectively, create jobs, and expand. The business and
investment environment is a system of prerequisites for foreign and
local companies to do business and make a profit in a given country.
There is a close causal relationship between investment and
economic growth. Although there are different points of view due to
the fact that what is the mechanism of impact of investments on the
economy and what should be the direction of state regulation of the
investment process. According to one point of view, investments are
the main "engine” of the economy. The more a country invests, the
higher its economic growth rates. According to another point of
view, the chain of causality is exactly the opposite. high demand
causes an increase in production, which is why companies invest [2].

Research results
Analysis of indicators of investment, economic growth and
GDP index-deflator in RA

In order to make the above connection more obvious, let's
present the combination of indicators of investments, economic
growth and GDP index-deflator in RA.

The indicator of economic activity (IEA) is a monthly
aggregated index of changes in the real volume of output in the
country's economy. It covers all types of economic activity and is
initially calculated using the average annual prices of the previous

year, which makes it possible to create chronological series of the
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IEA - chain indexes. For each month, it represents one aggregate
indicator for the entire economy in the form of an index. In contrast
to the GDP index calculated by the National Accounts methodology
(which has quarterly and annual periodicity), the monthly IEA
characterizes the change in the volume of output of goods and
services in the economy, rather than the change in added value. The
GDP deflator is the ratio of the GDP calculated at current prices to
the volume of GDP calculated at comparable prices of the previous
year.
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Figure 1. Deflator of investment volume, economic activity
index and GDP index in RA for 2011-2021
Source: www.databank.worldbank.org, https://www.armstat.am

Figure 1 clearly shows, that the dynamics of changes in the
volume of investments and the fluctuations of the GDP deflator
index are not consistent. We believe, that they are due to the fact
that the IEA characterizes the change in the volume of output of
goods and services in the economy, not the change in added value,
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and unlike the index of prices of goods and trees, the GDP deflator
characterizes the wage, profit (including mixed income), changes in
the consumption of fixed capital as a result of changes in prices.

It is clear from Figure 1 that the decline in the economic
activity index from 2019 to 2020 was combined with a decrease in
the volume of investments, and in 2020 to 2021, on the contrary,
both registered an increase, but if in 2020 the volumes of
investments decreased by 1.7 times, and the economic activity index
decreased by 15.3 percent, then in 2022, if the investment volume
increased 6.2 times, the economic activity index increased by 14.4
percent.

Thus, we can say that the consequence of the decrease in
investment volume is felt more prominently on the decrease in
economic activity, even every citizen feels the decrease in
investment volume individually, than the threefold increase in
investment after the recession before the recession, so it is
important to maintain a constant level of investment attraction and
strive to increase them every following year. In developing the
economy, attracting investments and creating jobs, it is necessary to
take into account that there are free financial resources both in
organizations and with individuals.

During an individual's lifetime, income changes quite
predictably. Young employees, especially students, who spend most
of their time studying, have low incomes. Experience and earnings
increase as young to mature professionals typically peak around age
50 and then decline individually as they approach retirement.
Around the age of 65, they suddenly decrease. A stereotypical
pattern of changes in the income of such an individual is called a
life cycle. Given that people have the ability to compensate for the
life cycle of income through borrowing and saving, the quality of life
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at any age depends more on the income that the individual receives
over the lifetime rather than on an annual basis [3].

Thus, it is clear from the above that an individual has
savings at certain stages during his life, which are managed by the
decision of the given person. In particular, an individual can choose
the approach of making savings as a deposit, or he can buy shares
with his small savings, if of course the latter opportunities are
created in the given state and the rights of his investments are
protected.

Analysis of deposits in commercial banks from free
funds in RA

First of all, in order to understand how much free funds are
available in RA both with legal entities and with individuals, which
can essentially be directed to the development of the economy, 2020
was chosen for the study. October 2020, the heaviest month of the
44-day war, and August 2022, the period before the war operations
of 2022.

Thus, according to the official bulletin of the Central Bank
of the Republic of Armenia for October 2020, during the month of
October 2020, legal entities and individuals deposited 61 billion
AMD, 151 million USD and 10 million Euros in commercial banks in
the Republic of Armenia.

Its becomes clear that only in October 2020, the deposits
made by individuals in AMD are 3.7 times higher than the deposits
made by legal entities, and it also becomes clear that legal entities
preferred to make deposits with a maturity of 181 days to 1 year.
making up 37 percent of the investments made, and individuals
preferred deposits with a maturity of 1-5 years - 65 percent.

Thus, according to the official newsletter of the Central

Bank of the Republic of Armenia for August 2022, during the month
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of August 2022, legal entities and individuals invested 116 billion
AMD, 281 million USD and 34 million Euros as deposits in
commercial banks in the Republic of Armenia. However, it becomes
clear, that the deposits made by individuals in August 2022 in AMD
are already 3.2 times higher, than the deposits made by legal
entities, and it also becomes clear that legal entities preferred to
make deposits in this month from 1 to 5 with a maturity of one year,
making up 48 percent of the investments made, and with a maturity
of 181 days to 1 year, making up 35 percent of the investments
made, and during this period, individuals preferred deposits with a
maturity of 1-5 years - 60 percent.

Thus, from the distribution of deposits by individuals during
the selected two months, it can be concluded that individuals are
ready to invest money on a long-term basis, therefore, if appropriate
opportunities are created, the possibilities of acquiring a share with
the mentioned free funds can be discussed. As for legal entities,
there has been a change in their behavior, if in 2020 legal entities
preferred to make a deposit with a maturity of 181 days to 1 year,
making up 37 percent of the investments made, and in 2022 they
already preferred to make a deposit with a maturity of 1 to 5 years.
maturity, making up 48 percent of the investments made, therefore,
if legal entities are given the opportunity to make small investments
in other organizations, then the latter can also become shareholders
of other organizations instead of deposits and create stronger
partnership relations.

Study of business environment in RA

In order to study the business environment in the Republic
of Armenia and find ways to improve it, the rating of the business
environment of the Republic of Armenia, including its components,
was studied in order to identify the existing gaps and develop

proposals for their elimination, as a result of which it will be possible
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to increase the rating of the Republic of Armenia from the point of
view of attracting investments.

Now, let's examine the work being done to meet the
international standards in the mentioned area. One of the most
important prerequisites for the economic development of the
Republic of Armenia is the improvement of the business and
investment environment, and to achieve this, the RA government
aims to create a simple, transparent and low-cost environment for
state regulations, services and administrative procedures for
business activities in Armenia, equal competitive conditions, and
developed market infrastructures supporting business. , as well as
implement a balanced tax and customs policy.

By the World Bank in 2019 According to the "Business
2020" rating report published on October 24, Armenia ranks 47th
among 190 countries, instead of 41st in 2019. The reason for the
deterioration of Armenia's position in the "Business 2020" rating
report is the change in the World Bank's evaluation methodology,
as a result of which the "Far from the best result" indicator for
Armenia in the "Protection of Small Shareholders" indicator has
decreased, being rated 42 points instead of 63.33 last year, and the
position From 51 it became 120.

As for the previous year, we can record that according to
the data of the rating report "Doing Business 2019" published by
the World Bank and the International Finance Corporation on
October 31, 2018, which is compiled based on the summary of the
guestionnaires filled by businessmen and government bodies (see
Figure 2). Armenia took the 4lst place among 190 countries.
Compared to the previous year, Armenia recorded a 2.06%
increase, registering 75.37 points. In the above annual reports, the
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general indicator is based on ten internal indicators, among which
is also the indicator of "Protection of Small Shareholders".

Resohing Insohency /I ——

Enforcing Contracts

Trading across Borders

Paying Taxes

Protecting Minority Investors M 2018

Getting Credit #‘I 32019

Registering Property
Getting Electricity

Dealing with Construction Permits

Starting a Business

0 20 40 60 80 100 120

Figure 2. The position of the Republic of Armenia according
to Doing Business indicators among 190 countries
Source: www.doingbusiness.org 02.11.2022
The indicator "Protection of small shareholders" is evaluated
with the following 2 components:
v/ Statutory regulation of interest transactions and availability of
judicial protection mechanisms for shareholders
v" Shareholders' rights in the context of general corporate
governance standards and access to financing from capital
markets.

The first component is measured by the average scores of the
sub-indicators "disclosure of information”, "strength of directors'
liability" and "lawsuits by shareholders" and evaluates the protection
of small shareholders in self-interested transactions.

The second component, which is the average of the scores
of the sub-indicators "shareholder rights", "ownership and control"
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and "corporate transparency", evaluates the strength of shareholder
rights in listed joint-stock companies and the corresponding rights
and guarantees in limited liability companies. These sub-indicators
assess shareholder rights in major corporate decisions, governance
safeguards that protect shareholders from undue board control and
interference, and corporate transparency in related party
transactions.

In the 2020 report, there was a positive change in the first
sub-indicator, as the "Disclosing Information" sub-indicator
increased by 1 point. As a result, Armenia improved the average
score of the first component by increasing the provision of
information on transactions of interest. However, the latter did not
have an impact on the improvement of the country's position,
because during the evaluation of the Indicator, Armenia's
“shareholder rights", “ownership and control" and “corporate
transparency” indicators were evaluated as O points. Because of
this, the country's position in the Index has increased from 51 to
120. The reason is the change in the World Bank's assessment
methodology, according to which, if a country does not have at least
10 non-state-owned companies listed on the stock exchange, it does
not receive any assessment, regardless of its legal regulations.
Figure 4 shows the above sub-component comparison from 2016 to
2020;

Currently (and as of May 1) shares of 10 companies are
traded on the stock exchange (B platform - 3 companies, free
market (C platform) - 7 companies). In the WB Report, only the 3
companies of platform B were considered. RA Law "On Joint Stock
Companies" and RA Laws "On Limited Liability Companies” 2019 the
implemented reforms did not have any effect on Armenia's
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"Protection of Small Shareholders" indicator, and therefore also on
the "Ease of Doing Business 2020" general index.

Based on the analysis in commercial banks of RA, we have
concluded that there are enough free funds with organizations and
individuals who can invest in enterprises instead of making passive
investments in the form of bank deposits, why not also have the
opportunity to participate in the management issues of enterprises.

Conclusion

Thus, it can be concluded, that the consequence of the
decrease in investment volumes is felt more clearly on the decrease
in economic activity, even each citizen feels the decrease in
investment volumes individually, rather than the triple increase of
investments after the recession before the recession, so it is
important to maintain a constant level of investment attraction and
strive to increase them every following year. On the other hand,
natural persons are ready to invest money in the long term,
therefore, if appropriate opportunities are created, the possibilities
of acquiring shares with the specified free funds can be discussed,
and if legal entities are given the opportunity to make small
investments in other organizations, then the latter can also be other
instead of deposits. shareholders of organizations and create
stronger partnership relations.

As a result of the study carried out within the framework of
this research, we recorded a number of problems, that hinder the
involvement of small shareholders in enterprises in the Republic of
Armenia, therefore they hinder the protection of the rights of small
investors and the rating of the Republic of Armenia, therefore we
propose the following:

1. The relevant department of the RA (Ministry of Economy

of the RA) will develop a concept regarding the involvement of small
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shareholders in companies, both legal entities and individuals,
because additional funds are needed to ensure the activity of the
economy, and currently the latter have funds in the Republic of
Armenia. who can invest their free funds in the long term. The latter
will enable the existing inactive financial resources of the Republic
of Armenia to be involved in the economy by taking steps aimed at
the involvement of small shareholders and protection of rights.

2. To involve the "Armenia Stock Exchange" open joint-stock
company in the development and implementation of measures
aimed at improving the business environment, because in our
opinion, the latter can stimulate the development of the stock buying
and selling market. In particular, it is proposed to the mentioned
company to create opportunities for both individuals and legal
entities to acquire shares without hindrance, that is, to present the
procedure for the purchase of shares by the latter as clearly as
possible. In other words, to objectively present to organizations, as
well as citizens, the possibilities of investing in the purchase of
shares from electronic platforms, both from the point of view of
credibility assessment and profitability.

3. Clarify the rights of small shareholders in RA, including
introducing mechanisms to exclude forced appropriation of the
shares of small shareholders by large shareholders of organizations.

4. Make appropriate legislative changes, providing for the
opportunity to participate in shareholders' meetings of organizations
without limiting the percentage ratio and to be involved in decision-
making regarding the direction of the organization's future
development strategies, as well as to clarify the range of powers
according to the percentage ratio, for example, to allow those with
up to 10 percent of shares to participate in the supervisory board ,
and for example, to give those who have 20 to 40 percent shares
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the opportunity to present a candidacy during the election of the
director.

5. We propose to create favorable conditions for taxation
with profit tax for individuals who are small shareholders, for
example, to apply a zero rate to the profit received for 1 or 2 years
after the purchase of the share.

6. We suggest that the relevant department of the RA
(Ministry of Economy of the RA) submit recommendations to the
World Bank to clarify the methodology of the "Protection of the
rights of small shareholders” indicator, as a result of which the
corresponding sub-indicators of the mentioned indicator will be
improved.
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Uwphwd Shnhqut
Lwygnpn, <NSL

PNLer pPULLESENEMh URUUWUSU UL <hULUNLANPLENDE
<L qnrourur Ub2ud4u3rn uushyusuvunu
<uvussLeusnhu

Pwluwih pwnbkp - ubpnpnudubp, gnpdwpwp dhowdwip,

thnpp pwdubimbiptiph hpwynwupubp, ubpnpndwjht punupwyw-
unypniu, nbuynghwnubp, wgquw nnbp

<nnjwish  opowtwlubipnud nwnwdtwuhpybp £ <<-nud
ubipnpnudubiph, wunbuwlwu wdh L <LU hunbipu-nb$ywwnnph
gnigwuhoubiph  hwdwnpniginiup' quwhwwnbint ubpnpnuiubph
wmwwnwunwubph hpwlwu wgnbgniejniup wumbunypywu Ypuw:
Nwnuwiuwuppyby £ uwb << wnlinpwihu pwuybpnd ubpnpduwsd
wlwunubiph pwalundt’ pun punpwupwiht punpdwsd wdhu-
ubph® 2020 . hnlywnbdpbpp (2020 p. 44-opjw wwuinbpwqdh
wdhuubphg dbyp) L 2022 . ognuwinu wdhup (wyn wdupl
hwonpnb| £ 2022 pywlywuh ubwwbdpbpht wbnh niubgus <<
uwhdwuubph Ujwwndwdp (wjitwdwusnwp nwqdwlwu gnpdn-
nnejnLun):

Znnywdh tywwnwu  nunwuwuppb <€ ubpnpnwwihu
dhowdwjph pwpbwddwu hwdwp << gnpdwpwp dhowywph
Jwplwthzp, wyn pynud ybipghthu  punwnphsubiphg  thnpn
pwdubinbpbph hpwynitupubph wwomwwunyeyuu pwnwnphsp,
pwuh np wju tnwphubip oswpniuwly bjwquagnyuu b Bnbp djnwubph
hwdbdwuwn:

Znnywdh fuunhpu £ ubpyujwugut) << ubpnpnwiwghu dp-
swlwiph pwpbjwydwu gnpdhp hwunhuwgnn thnpp pwdubunb-
piph  hpwyniupubph  wwonmwwuniejwuu wnusynn hwpgbpp'
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ubplyuwjwgubing $hghljwlywu b ppwlwpwuwlwu wudwug dnwn
wnljw wquw npudwlwt dhongubph wnlwnyentip b npwup
npwybu ubpnpnud’ thnpp pwdubnndubph dbnppbpdwu dhongny
ubpwpybnt nunbuniejwtu hpwluwtu hwndwsd: dbpghuubphu
wpryntupnid Yunbndybu wnwyb] wdnip phqubu hnfjuhwpwpb-
pnipiniuubp  Yuqdwlbpwnyegyiniuubph dhot b Ynwibuwup
nuwmbuniejwt dby wquwn npudwlwu dhongubiph ubpgpwydwu
wpryniuwybnnipjuu pwpdpwgnud’ dnynhyhlunhy wgnbigni-
WU dhongny:

Znnywdh  opowtwlubpnd Yuwwwpdwd  hEnwgnunt-
pintunw Yhpwnyb) E ghnwlwu hbwnwgnunniejuu dbennubphg
ghnwlwu Swuwsnnnyejwt  punhwunyp  dbennh Edwhphy
dbpnnubphg hwdbdwuwnieiniup, Jbpindnyejuwu W hunniyghugh
dbennp:

L ubpnpnuwdwiht dhowdwiph pwpbijuddwu mbuwuynt-
uhg' wuhpwdbion £ hwdwwwwnwufuwu opbuunpwlywu thnhn-
funyeniuubp  hpwlwuwgubp b dowlyb) thnpp pwdubnbpbphu
pwlwlh wybugdwu ninnjwd dhgngwnnuiubp, npwbugh Yuw-
gquwlbpwnipgniutbpnd  thnpp  ubpnpnudtbp ppwlwuwgubn
guuynientu niubuwu ppwdwpwuwywu b pghluwt wusdhup:
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Mapuam Tutusan
Couckatenb, Al 2Y

BOMPOCH!I PACIUIMPEHUA NONMHOMOYUIA MENKNX
AKLUOHEPOB B KOHTEKCTE AKTUBU3AL WU BU3HECA B PA

KnioueBble cnosa - UHBECTULUN, 6V|3Hec-cpep,a, npaba
MENKUX aKyWoHepoB, WHBECTULUWNOHHaAA MOJIUTUKa, [OENO3UThbI,

cBobOHblE JEeHbIN

B pamkax cTtaTbm 6bIno M3yueHo coueTaHWe nokaszateneid
WHBECTULMIA, 3KOHOMUYECKOTO pocTa U uHpeKca-fednAtopa BBl B
ApMeHUUN NA OLEHKW peanbHOro BAUAHUA KonebaHWil MHBECTULMUIA
Ha aKoHomuKy. M3yuanack Takxe pacnpefeneHHoOCTb BKNaLOB, BO-
MeHHbIX B KoMMepYeckue baHkn PA, no BbIGOpOYHO BbIOpaHHbIM
AByM mecAuam: okTAbpb 2020 roga (camblit Taxenblil mecay 44-
LHesHoili BoitHbl 2020 roga) n aeryct 2022 ropa (3a ykazaHHbIM
MecALleM MoCNefoBana LUMPOKOMAcLUTabHaA BOeHHaA orfepauua
npotus rpaHuy, PA B ceHTabpe 2022 ropa).

Llenb ctaTbn-usyuntb pelTuHr busHec-cpegpl PA gna ynyu-
LIeHWA MHBECTUUMOHHOW cpenbl PA, B ToM uucne KommnoHeHTa 3a-
WMTbI NpaB MeNKUX aKLWOHEPOB, MOCKONbKY AAaHHbIA KOMMOHEHT
peiiTuHra 6usHec-cpeabl PA Ha npoTAMeHun MHorux net 6bin
MWHUMaNbHbBIM MO CPaBHEHUIO C APYTrUMU.

3ajava craTbU-NpPeLCTaBUTL  BOMPOCbI,  Kacalolueca
3alMTbl NpaB MENKUX aKUWOHEPOB, ABMAIOLLMXCA MHCTPYMEHTOM
YNyuLIEeHNA WHBECTUUMOHHOW cpepbl PA, npepctasus Hannuue
cBOBOAHBIX AeHEXHbIX CPEACTB Y PUUYECKUX U FOPUSUYECKUX NNLY
U B KavecTBe WHBECTULMIA NyTem NpuobpeTeHNA MeNKUX akuuii ana
BHeLPEeHUA B peanbHblii ceKTop sKoHoMWKU. B pesynbTate nocnep-

HUX 6yﬂ,yT co3paHbl bonee npoYHble LENOBbl€ OTHOLUEHUA MEMOY
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opraHusaunAMu, U Mbl Gyfilem UMeTb NoBbileHe 3heKTUBHOCTH
npuBnevYeHNA CBOOGOAHBIX [EHEXHbIX CPEefCTB B SKOHOMUKY MOC-
peLcTBOM MyNbTUNAUKaTMBHOTO achbchekTa. B nccnegosanun ucnonbs-
30BalNCh COMOCTaBNeHne METOLLOB Hay4HOrO UCCNef0BaHNA, ObLL Wi
METOJ, Hay4HOro NMO3HaHUA, IMMUPUYECKUE METOAbI, METOJ, aHaan3a
U MHAYKLMK.

C TOYKM 3peHMA ynyylUeHUA WHBECTULMOHHOU cpeabl PA
HeOOXOAMMO OCYLLLECTBUTb COOTBETCTBYIOLME 3aKOHOJATENbHble
U3MeHeHNA W paspaboTaTb Mepbl, HanpabfneHHble Ha yBenuueHWe
yncna MeNKUX aKkUMOHepoB, 4TOObl topuaudeckne U cpUsndeckmne
nuua 6bInn 3auHTEpecoBaHbl B HEOOMBLUUX UHBECTULUAX B OpraHu-
3auuu.
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ANALYSIS OF POSSIBLE RISK OF INSOLVENCY AND
BANKRUPTCY IN ARMENIAN COMMERCIAL
ORGANIZATIONS

Abstract: Considering the crisis situation caused by
COVID-19 and the aftermath of the Artsakh war, in the framework
of this article, we aim to identify insolvency by combining several
approaches to bankruptcy risk forecasting in randomly selected RA
commercial organizations in 2019-2020. problems in terms of
insolvency. Inefficient financial risk management often leads to
financial difficulties and crisis in commercial organizations, which
reach a large scale, especially in the case of negative externalities.
In the face of a large debt burden, when sales are declining in
parallel and the profitability is declining, the near-solvency
manifestations of commercial organizations often become chronic,
which can eventually lead to bankruptcy.

Keywords: model, insolvency, bankruptcy, risk, forecast,
approach, margin, current assets, current liabilities, liquidity

JEL classification: M40, M41

Research aim: to perform a comparative analysis of
insolvency and bankruptcy of commercial organizations

Research novelty: the assessment of insolvency and
bankruptcy of commercial organizations should not be based on
only one approach, but it is necessary to make a comparative
analysis of the results of the application of a number of models
offered in the professional literature.
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Introduction

The theory of anti-crisis management in commercial
organizations practical issues have become more important in
recent years, in particular, in the context of the crisis caused by
COVID-19. In general, the crisis tendencies in the RA commercial
organizations lately are mostly connected with external factors. In
the context of this, it is very urgent to assess the insolvency and
possible risk of bankruptcy of local commercial organizations, to
introduce anti-crisis mechanisms and increase financial stability, to
establish an effective financial control system.

Despite  the financial analysis and theoretical
methodological experience accumulated in the field of anti-crisis
management, there are few comprehensive assessments by
researchers on the potential risk of insolvency and bankruptcy.

Existing valuation and forecasting methods for them are
largely based on financial accounting information, with the result
that a number of important indicators of managerial accounting are
left out of the overall valuation and forecasting process.

Research Results

In order to identify the causes of insolvency of commercial
organizations, it is expedient to consider some interpretations of the
provisions of classical economics, according to which the movement
of capital value is the basis of economic activity of any business
structure [1].

In the course of its life cycle, any commercial organization
encounters both objective and subjective circumstances, as a result
of which it is not possible to fulfill its obligations on time. The reason
for this can be both the dry management actions and the
complexities of non-fulfillment of timely payment obligations by the
debtors for the sale of the product. Based on this circumstance, the
insolvency of commercial organizations is classified into three
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levels: temporary insolvency, permanent insolvency and absolute
insolvency.
Temporary insolvency is related to the inability of the

debtor organization to fulfill its monetary obligations at the current
stage, at the same time the latter's financial situation is assessed as
satisfactory, enabling it to make those payments at a later date.

Sustained insolvency occurs when the debtor organization
is unable to meet the creditors' claims in the long run. As a rule,
persistent insolvency raises systemic difficulties in this area of
business, as well as the crisis manifestations of the corporate
economy. One of the essential factors for the emergence of stable
insolvency is the lack of liquid assets. Often, one of the possible
ways to overcome insolvency is the sale of non-current assets or the
involvement of long-term credit resources. However, the latter is
considered more dangerous, as a result of which the financial risk
of the organization's activities increases due to the debt burden and
requires a sound business plan. Absolute insolvency is defined as
the total liabilities exceeding the fair value of the assets typically
exceed one year. The difficulty lies in the fact that absolute
insolvency can not be prevented even in case of radical changes in
the activities of the organization. In some cases, the elimination of
absolute insolvency is possible through statutory capital investments
or targeted financing, but such situations can be considered as
exceptional, which is applicable to organizations of strategic or
systemic importance. From the characteristics of the presented
classification we can conclude that the solvency is not considered a
direct sign of the incapacity of the economic entity; it is not always
determined by that incapacity. At the same time, insolvency
indicates systemic difficulties in the organization's activities, which
are considered as a characteristic criterion for a more detailed
study of prospective activities.
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In practice, the insolvency of organizations depends not
only on the internal features of the organization of finances, but
also largely on external factors of the financial environment. At the
present time, external factors influence certain directions of the
organization's activity, thus participating in the formation of a
dynamic equilibrium state of the microenvironment. In this case,
the internal factors of the financial environment directly participate
in the formation of the dynamic equilibrium state of the macro-
environment in the future stages.

Thus, we can say that in assessing the current financial
condition of the organization, but the problem of predicting the
potential risk of insolvency and bankruptcy of organizations
requires taking into account the predictive value of external factors
of the financial condition of the enterprise. At present, the main
emphasis in insolvency risk assessment and forecasting methods is
mainly on the internal performance of the organization, a significant
portion of which is based on accounting data. However, these data
are characterized by a certain inertia, especially in unstable
economic conditions; they do not fully reflect the real financial
situation of the organization.

Examining the impact of external factors on the risk of
insolvency of organizations is associated with a number of
complications. First of all, the financial condition of business
structural units can influence the change of the market structure
non-economic factors of the financial environment. A separate issue
in this regard is the determination of the priorities of the sectoral
criteria of the financial and economic activity of the organization,
the interrelationship of external factors of the financial
environment. In addition, the study of the impact of external factors
on the risk of insolvency of organizations requires a sufficient
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amount of data for analysis, which must be complete and reliable.
The main complexity is that a significant part of the required
guantitative information is considered as internal accounting
information and is missing in the available available sources. At the
same time, there are some difficulties in taking into account the
impact of such external factors on the financial condition of the
organization, such as natural geographical, demographic, climatic,
legal factors.

Existing methods of predicting the insolvency and
bankruptcy risk of organizations in the professional literature are
divided into two groups:

« Quantitative,

« Qualitative.

Quantitative methods are based on the calculation of a
certain conditional indicator, the significance of which is considered
as an assessment of the financial condition of the organization, or
are based on a comprehensive analysis of the significance of
financial ratios. The basis of quantitative methods is the processing
of analytical information, which is mostly related to the data of the
organization's accounting reports. Obtaining the necessary reliable
analytical data, which will describe the real financial condition of the
organization with high accuracy, is considered to be the main
problem to be solved by quantitative methods.

As for the quantitative-qualitative methods of insolvency,
bankruptcy risk of organizations, at the present stage there is no
common approach to their classification in the professional
literature - a standard methodology regulating their use.

The first attempts to assess the financial condition of
organizations were made in the early 19th century. The first
indicator used for this purpose was creditworthiness.
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However, it was not until the 20th century that financial and
economic indicators began to be widely used to predict not only
insolvency but also various financial difficulties. Altman U Beaver
have made a great contribution to this process.

Beaver 1966. To predict the probable risk of bankruptcy of
organizations, he proposed model [2, Pages 71-111], for the
construction of which data from 79 American companies, which
went bankrupt in 1954-1964 were included.

The best known approaches to insolvency risk assessment
is presened Altman [3, Pages 278-285, 4, pp. 589-609]. The
approach proposed by Altman is currently considered one of the
most popular methods of predicting insolvency [5, pp. 189-209].

Altman's main contribution is the use of multidisciplinary
analysis in prediction models, which was later continued by a large
number of researchers.

Studying Taffler 1969-1975 . 92 organizations, 46 of which
failed and 46 were financially viable, also proposed four-factor
models for predicting potential risk of bankruptcy [7, p. 169].

In their research, the issue of bankruptcy forecasting and
financial recovery of commercial organizations was addressed by A.
Milkov [8], | . Dolgol [9, Pages 54-56], L. . Jurova A. Shekhtman
[10, Pages 32-38], EGFiodorova, E . Gilenko S. Dovzhenko [11,
Pages 85-92], T. . Vysotskayan [12, Pages 1-12] and others. At
different stages of time, Armenian researchers have proposed
comprehensive estimates of the risk of insolvency of commercial
organizations and the potential risk of bankruptcy. In particular, S.
In his dissertation on economics, Torosyan proposed four factor
equations within regression analysis [13, Pages 83-85].

Within the framework of the rating methods, A. Sheremet,
RSSifulin LEGHEgash dowl have developed a system of indicators
hyw a method of express assessment of the stability of
organizations. With this method, the rating of organizations is
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carried out by means of 5 indicators, which, according to the
mentioned researchers, more fully describe the financial situation.
The equation for determining the total rating of the proposed rating
is as follows [14]:

R=2*K +0.1*K,+0.08*Ks+154*Ks+Ks, (1)

Where:

K: = own current assets / current assets,

Kz = current assets / current liabilities

Ks = net sales revenue / equity,

K4 = profit from sales / net income from sales,

Ks = net profit / equity.

According to this method, if the actual values of the
financial ratios fully correspond to their normative minimum values,
the rating of the organization will be equal to 1. For the
organizations, the rating of which will be less than 1, the financial
situation will be assessed as unsatisfactory.

Fulmer was one of the researchers in 1984. proposed a
model for classifying the potential risk of bankruptcy of
organizations, during the construction of which 60 organizations
were observed, 30 failed, 30 operating normally with an average
annual turnover of $ 455,000. Fuller model has the following
appearance :

H =5.528 * X; + 0.212 * X; + 0.073 * X5 + 1,270 * X4-
0.120 * X5 + 2.335 * Xg + 0.575* X 7 + 1.083 * Xg + 0.894 * X ¢ -
6.075, 2

Where:

X; - total retained earnings / balance sheet of previous

years;
X2 net proceeds from sale / balance sheet total
Xs profit before tax / equity
X4 cash flows / total liabilities
Xs long-term liabilities / balance sheet total
Xs are current liabilities / assets
X7 log (tangible assets),
Xs current assets / liabilities
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Xo - log (profit before tax + interest payable) / interest paid).

Conclusion

Using the models described above in Armenian commercial
organizations, we came to the following conclusions.

v Solving the problem of restoring solvency and financial stability:
Gazprom Armenia CJSC, Bacon Product LLC, Charat Kapan
CISC, TEX CISC, Map CISC, Vedi Alco

v' All randomly selected organizations have the problem of
improving their liquidity;

v" Concern Energomash CJSC, Alex Textile LLC, Yerevan Beer
CJSC, Armenian Mining Contractor LLC have a problem of
strengthening financial stability.

In our opinion, the solution of the identified problems will
be more effective if financial stability, liquidity, solvency,
interconnection harmonization and determination of its border
ranges are implemented within the framework of fiscal policy.
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RISK FACTORS MODEL AND PROJECT MANAGEMENT:
A STUDY OF THE MUNICIPAL ORGANIZATION

Abstract: In recent years, project risk-taking has been
considered by many managers as well as researchers. In the present
study, a hybrid method has been used to achieve the model. 10
pivotal studies in this field have been reviewed. Three main coding
steps were performed to achieve the final model of this study.

Keywords: project management, hybrid approach,
selection process, risk management

Research novelty: In this research, the causal conditions
of the internal processes of organizational culture were considered
as the main group. Risk strategies were also identified and entered
into the final model. This model includes all areas and risk
interferer. Finally, we arrive at a dynamic model of project
management risk-taking, the relationships of which are defined.

Introduction

Due to their nature, projects are exposed to many risks. If
the project risks are not managed properly, they will incur heavy
costs. Therefore, project risk management is an important issue for
developers. In general, project risk management includes three
stages of risk identification, assessment and response [1, 2].

Researchers have cited some of the reasons for the many
failures in service organizations' projects as the inadequacy of risk
management mechanisms and processes, as well as the negligence
of project managers in implementing them. Projects whose risks are
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not effectively managed will face greater risks [3]. However, as the
projects of service organizations become more complex and
important, there is a need to implement a systematic approach to
deal with project issues and risks to ensure greater project success
[4]. In the book (Measures, Key Performance Indicators, and Project
Management Indicators), Harold Krzner, a leading professor of
project management, states that about 70% of projects in the world
are delayed [5]. It is observed that delays in world projects are a
natural thing that indicates poor performance in various areas of
projects. In Iran, which is another developing country, delays in
implementation projects are enormous. In 1985, the Center for
Research and Development of Project Management conducted a
study and published a report on the reasons for the delays in the
country's projects. The report states that the average project time
in the second development plan was 6/8 years, in the third
development plan was 5/9 years, and in the first year of the fourth
development plan was 11 years, and the duration of Iran's national
projects was 5/2 years. Is equal to the global duration. In its report,
the Development and Renovation Organization of Iran also
mentioned that the duration of large-scale projects at the
international level is 3 years, which is about 9 to 11 years in Iran.Risk
identification involves the process of determining the risks affecting
the project and documenting their characteristics. Risk assessment
examines project risks according to their characteristics such as
probability, severity and risk response to progress. In addition,
strategies are selected and implemented with the aim of reducing
risk exposure. Risk response plays an important role in reducing
the negative severity of project risks [3]. In this study, an attempt is
made to introduce the mentioned gap by introducing a model that
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covers some approaches, steps and underlying aspects of project
management.

Research Methods

One of the methods that has been introduced to study the
composition and pathology of past research in the past few years is
a hybrid approach, which has been used mostly in the field of
medical research [6]. Hypertext is a qualitative method that is used
to provide interpretations and theories through a combination and
compare a qualitative study in a specific field; In other words, a
hybrid approach transforms the results of qualitative studies in the
relevant field again [7]. This method is especially useful when the
researcher is looking for a visa concept in existing articles as well
as extensive paradigm shifts have occurred in the theoretical
foundations of a field of study hence given that the concepts
presented for risk Acceptability in studies is scattered in terms of
context, concept and consequences, and risk-taking and project
management in areas outside of service organizations have been
examined, using this approach to provide a coherent model is
justified [8].

The steps of the hybrid approach are as follows:
1. Beginning: Develop a question that the study answers. This
question can be changed during the study;
2. ldentify the relevant study: Pay attention to the most relevant
studies and exclude studies that are less relevant;
3. Reading: The process of constantly reading and taking notes on
metaphors during synthesis;
4. Controlling the relationship between studies: Comparison of
identified concepts of studies to determine the relationship
between them (triple coding process was used);
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5. Review of each study from the perspective of other studies: The
concepts identified in each study and their relationship with other
studies (reviewed) are compared;
6. Synthesis: determining common concepts by comparing the
interpretation of concepts with each other obtained from the
previous step and constructing new concepts;
7. Report synthesis results: Synthesis results that are expressed in
terms of culture and language of the audience to be understood by
them [9,10].
The questions posed were presented as the first a hybrid approach
step in the introduction. The second stage of a hybrid approach
deals with the statistical determination of the studied reports and
the selection of the final sample [11]. This is a hybrid approach of
determining the studies that should be included in the process and
the cases that should be excluded [12].
The statistical population of this research includes articles and
dissertations that have been done between 2000 and 2020 in the
field of project management and risk taking. A Google Scholar site
search was performed with three key exact phrases:

- Project management (300 items);

-Project risk-taking (88 cases);

-Project timing (47 items);

Having each of these expressions was the criterion for
entering studies that obtained a sample of 434 studies. The study
continued due to having a project management risk model, which
was the criterion for excluding related studies, and finally reduced
the sample to 10 final studies. The selection process is presented in
Figure 1.

To go through stages 3-6 meta-combination, a three-stage
coding approach was used through which all the remaining studies
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were read and coded in three stages: free coding, axial coding and
selective coding. Free coding is the process of size reduction,
conceptualization evaluation, and data classification [11]. This
approach is a process of deductive analysis to identify concepts and
characteristics [14]. Axial coding is the process of assigning free
codes to classes. Axial coding is the process of linking classes
(higher abstraction rates) to subclasses (lower abstraction). The
central term was used because the coding in this approach revolves
around the main class and connects the subclasses. Selective coding
is the final stage in coding during which the theory is modified and
combined.

The main class is modified in selective coding to reveal the
main theme of the theory and the details of the combination between
the main class and other classes [13]. The Bohemian (2004) coding
example was used to integrate the classes to obtain the final model.

Atlas T6 program was used in the coding process to record
the codes and concepts of exploitation as well as the illustration of
the final model [15,16]. The inter-coder reliability method was used
to analyze the reliability of the softs. Inter-coder reliability the
number of agreements between two coders over the same source,
which is divided by the average number of codes generated by each
coder, is usually given as a percentage. The inter-encoder reliability
analysis for the data is presented in Table 1.
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Offline Resources (0 items)

Google Scholar Search Results
(434 items)

Documents after deleting duplicates (385

iterns)

Deleted items (305 items)

— ~#  Case Study Abstract (B0 Cases)

Deleted items by browsing the
original text (70 items)

Selected documents after
» reviewing the original text (10
items)

Studies included in the final

analysis (10 cases)
Figure 1. Document selection process
Table 1. Reliability analysis
Coded items Number of Number of Percent
agreements differences
Article 3 15 14 93%
Article 5 16 13 88%
Article 7 25 22 91%
Total 56 51 91%

According to Table 1. The total percentage of reliability
between the coders in the present study was 91%, which is more
than the threshold of 90% for this criterion.
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Analysis of research data and findings
The models studied in this study are summarized in Table 2.

Table 2. Summary of reviewed models

Researcher | Summary of findings

[17] In the present study, a model based on synergies among project
risk responses was developed that is capable of considering the
various criteria in the objective function and optimizing them based
on the defined projects. Risk response selection for a large-scale
project is a complex problem. Because of the nondeterministic
polynomial time (NP)-hardness of the presented model, two met
heuristic algorithms, namely, the self-adaptive imperialist
competitive algorithm and invasive weed optimization, were
developed to solve the proposed MIP model. A large-scale high-rise
residential building was evaluated as a case study to investigate the
model proposed in this study empirically.

[18] In this article, we present our own construction process model
consisting of 16 stages and eight phases, which is particularly
applicable to large investment projects. In the context of each
project phase, we examine how the appropriate way of scheduling
construction processes affects the problem of the risk of
prolonging individual phases and the whole project, as well as of
not meeting Deadlines (which is one of the main problems faced
by management practitioners in the construction industry). We
show how the implementation of the process model (individual
phases) and the whole project can be considered in the context of
the covariance matrix between all its phases and how changes in
the arrangement of these phases can affect the risk of time
extension of the whole project. Our study is based on simulation
data for a large development project (Fort Bema/Parkowo-Le” sne
housing estate complex) in Bemowo, a district of Warsaw, carried
out between 1999 and 2012. The entire investment project involved
the construction of almost 120,000 m2 of floor space.

[19] Through expert interviews supported by policy documents, we
found that the municipalities understand compound events as
either a condition or situation and develop precautionary strategies
to some extent. Depending on their respective geographical
surroundings, they observe compound events either as no clear
trend (Odense), a trend to be critically watched (Hvidovre), or
already as a partial reality (Vejle). They perceive flood drivers and
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their combinations as major physical risks to which they adopt
different tailor-made solutions. By choosing a bottom-up approach
focusing on local governance structures, it demonstrated that the
mismatch between responsibility and capacity and the ongoing
separation of services related to climatic risks in the Danish
municipality context need to be critically considered. The findings
highlight that the complex challenge of compound events cannot
be solved by one (scientific) discipline alone. Thus, the study
advocates a broader inclusion of scientific practices and increased
emphasis on local focus within compound event research to foster
creative thinking, better preparation, and subsequently more
effective management of their risks.

[20]

The purpose of this article is to present a hybrid project
management approach that uses not only traditional project
management approaches, but also agile and pure approaches and
seeks to promote change, strengthen customer interaction and
increase project value by using it. Component of agile approach
to increase the probability of success of construction projects;
And to eliminate waste by visualizing the component of the pure
approach. This paper thoroughly reviews the existing literature on
different project management approaches and proposes a hybrid
project management model for construction projects, and
presents and discusses key traditional, agile and pure methods.

[21]

This paper presents a framework for solving a risk response action
selection problem by considering: 1) the impact of risk events on
the project objectives, 2) the interactions between risk events, 3)
management criteria and preferences. To full these purposes, a
framework is developed by combining an optimization-based model
with a Multi-Criteria Decision Making (MCDM) approach. First, in
the optimization-based model, Ant Colony Optimization (ACO) is
used to

nd the best combination of response actions with greater elects on
time, cost, and quality. In addition, in this model, to overcome the
imprecision situation resulting from lack of knowledge or
insouciant data, risk parameters are determined using the fuzzy set
theory. Moreover, the Design Structure Matrix (DSM) is used to
capture the erect of interactions between risk events. Second, the
Fuzzy Technique for Order Preference by Similarity to Ideal
Solution (FTOPSIS) method is used to analyze the obtained
solutions by ACO based on other management criteria. Finally, the
cinchy of the proposed framework is examined by its
implementation in a real building construction project. Discussions
concerning the case study show that decision makers can evaluate
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more aspects of response actions by using the proposed
framework.

[22]

An innovative integrated model aimed at flexing the existing gap,
supporting a structural decision-making process, and facilitating
the integration of two disciplines characteristic of different
approaches and competencies, but with one common goal: the
great success of the model's validity with an average of a. The items
identified on one of the EPC contractors were cost / benefit analysis
on four items.

[23]

This study examined the critical risk factors in GPC and provided
relevant suggestions for managers to reduce risk and ensure the
correctness of the process. First, 18 risk factors were summarized
along four dimensions: the certification institution, the entrusting
enterprise, the certification business, and the implementation of
the certification. Second, the Delphi method was used to determine
the formal research framework, and the decision-making trial and
evaluation laboratory (DEMATEL) method was applied to analyze
the causal relationships among the risk factors to identify the ones
driving risk and those representing the outcomes of GPC .This was
used to construct a causality diagram of the risks related to green
certification. Finally, the analytic network process (ANP) method
was used to calculate the weight of each risk factor, and the
weighted prominence of each is calculated to identify the critical
factors. The results showed that the working life and experience of
the certification institution were the critical driving risk factors in
GPC. Corresponding countermeasures were also proposed to
mitigate these risk factors

As mentioned in the research method, three coding steps

were performed on the summarized texts. The first stage was free

coding, in which the texts and summary phrases that were important

in this field of study were transformed into meaningful citations, and

each was then labeled and concepts and specifications were formed.

When the initial tagging was completed, 60 original tagged quotes

were obtained.

By examining the initial codes and comparing them with

each other, the overlap between them was determined and the

overlapping items were merged under one label. With the
publication of this work, the number of codes in this step reached
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39, and these codes are listed in Table 3. To have meaningful
classes, the original codes had to be placed in more abstract classes.
This process is called axial coding. Classes are also associated with
subclasses during this process. First the main floor is selected and
then the coding is done around the main floor. The result of axial
coding is shown in Table 3 (class).

Table 3. The result of axial coding

partners

N Code Classification Total

1 Specialized personnel Familiarity of 2

2 Proper trainability employees with 3

3 Lack of infrastructure project control 3

4 Avoid financial loss Financial 2

5 Identify and track costs incurred burden 2

imposed

6 Exact project risk Initial 1

7 Accurate and accessible tools miscalculation 2

8 Determine the scope of the project and incomplete 2
Use of previous project data definition of

9 stakeholder 3

needs

10 Intra-organizational relationships Internal 2
Creating organizational culture processes of

11 organizational 2

culture

12 Non-continuity in project 1
implementation

13 Lack of strong supervision 2

14 Lack of pursuit of rights 2

15 Insufficient information - 2

- - Organizational

16 Poor flow of information transfer from risk 1
senior managers to colleagues

17 Lack of transparency of information 1
Creating inconsistencies due to

18 management styles between project 2
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Lack of mutual understanding due to

19 the difference in organizational culture 1
between recipient and donor
Wrong way of transferring technical
20 2
knowledge
21 Lack of regulatory and legal system 2
29 Poor decision-making process in the 5
organization
23 | Complex and ambiguous contracts 2
24 | Low efficiency of specialists 2
25 Insufficient commitment of the senior 2
manager
26 Manager's ignorance of potential project 3
risks . .
27 Weakness in teamwork Individual risk 2
28 | Weak social and communication skills 3
29 | Behaviors contrary to professional ethics 3
30 | Weaknesses in outsourcing 3
31 Weakness of specialized manpower 3
32 Political risks 2
33 Change in the rules . 2
34 Environmental laws Enwro_nrlrental 3
35 Exchange rate fluctuations ns 4
36 Dangerous technology 3
37 Informal communication 4
38 Weak communication relationship 3
39 Lack of mutual trust Interpersonal risk 1
40 Lack of teamwork spirit 2
41 Insufficient experience of employees 1
Total 17+7+6+3+11+6+15+16 81
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Initial miscalculation

Familiarity of L and incomplete Internal processes
employees with Fmal definition of of organizational
project control burden imposed stakeholder needs culture
. Organizational
Specialized personnel Identify and track - Exact project réﬁﬁl,onships
Proper trainability costs incurred risk - Creating
Lack of infrastructure Accurate and oreamizational
accessible tools * culture
Determime the
scope of the
project
Organizational Usez of
risk previous
project data
Non-continuity in project
implementation
Lack of strang supervizion
Lack of pursuit of rights
Insufficient information Individual risk
Doar flow of information
tranzfer fom senior
managers to colleagues
Lack of transparency of
information
Creating inconsistencies
due to managament styles i
benwesn project parmers Low efficiency of
Lack of mutal specialists Interpersonal
understanding due to the Insufficent - risk
diffarance in commitment of the .
organizational calre senior manager El:mro_nn_:lental
betwesn recipient and hanager's ignorance risk
donar of potential project
Wrong way of transferring risks
technical knowledge Weaknes: in teammvork Informal
Lack of regulatory and Weak social and communication
legal system communication skills Political risks Weak
Poor d-ecisiou-ms.'ki.ng Eehavior: conurary o Change in the communication
process in the orgapization profeszional ethics rules relationship
Complex and ambizuons Waakneszas Enviroremental Lack of mutual trust
contracts outsourcing 1zwrs Lack of teamwork
Weakness of Exchange rate spirit
specialized manpower fluctuations Insufficient
Dangerous expariance of
technology amplayeas

Figure 2. Dynamic model of project management risk-taking
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Conclusion

Project management and project risk-taking have so far
attracted the attention of many researchers in this field, and each
study has sought to clarify its various aspects; But in this study, a
holistic model was introduced in which the dynamics of project
management can be seen; a model that combines project risk-taking
with the nature and process of project management, cognitive
aspects, and the context and environment of the project. Existing
models of project management and risk-taking were examined and
their summaries were coded in three stages of free, axial and
selective coding. Based on this integrated model, it was found that
risk-taking also remained an option among all options. It is
important to note that the risk selection and analysis process is
informal and personal in the beginning and becomes a formal
process with cognitive processes and reduction of uncertainty due
to the completion of available information.

It takes an analytical form the results showed that some of
the factors of internal processes are called organizational culture,
preceded by risk-taking and are as follows (organizational
relationships, creating organizational culture). This study showed
that the temporal aspects of risk-taking should also be included in
the model. These codes had a sequence time load that was, as it
were, an information step; the stage of risk assessment and selection
and the stage of risk design and implementation. The last floor was
a new floor that was added to the common models extracted from
the three coding steps. Although many researchers want the
evaluation of the model to be more empirical, considered it in detail,
but no holistic model to consider in-house culture, organizational
risk, individual risk, interpersonal risk for project management, and
there is no risk. The present project introduces a framework for
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such a model; however, it is suggested that future research evaluate
the components of the model and the relationships within it
empirically in order to achieve stronger results. The findings of this
study revealed the strategies that project managers use in the risk-
taking process and can be useful in preparing hybrid approaches.

Research streams determine the factors influencing the
risk-taking process. But these studies ultimately limit risk-taking to
cost-benefit calculations to determine the actual output of projects.
This stream ignores non-monetary costs and benefits. The
consequences and strategies of risk-taking, as revealed in this study,
largely fill the gap, but there is an urgent need to separate these
factors and separate their relative effects on risk-taking. Future
research should focus more on non-monetary considerations in
project risk-taking. Project risk research is a process that includes
studies that begin mostly with the minds of project managers and
follow the steps until the final choice of risk. These studies should
further consider the internal and external environmental factors and
the context and consequences of risk that became clear in the
present study. More empirical studies are needed to determine the
relationships between project managers' minds and underlying
factors. Also, political, cultural and social environments can be
introduced as an impact on project risk, which itself requires
empirical studies.
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NtEqu Pwpwpeh
Uuwyhpwtw, <6

Luhugsotrh YunuduUrnrUe B4 hiusrh
nronuvusbtL Unasle unhruh8hMUL
LuRUULErNNRE-3NRLLENPNRY

Pwwih pwnbp - bwluwgdbph Yunwdwpnid, hhpphnw-
1hu dnuinbignud, puwnpwuph gnpdpupewg, nhuljtph unwyjwpnu

Lhwnwgnuniginiup udhpws k- dniwhghwyw| Yuwnnygubipnud
hpwywuwgynn nhulbpph Yunwydwpdwtu gnpdpupwgh puwpbjwddwu
hphduwhuunhpubpht: Lwfuwqgdtph Ybpsuwpnniupubiph unmwgdwu qdny
nhulwhtu gnpdnnnyeniuubpu punpbihu punhwunp obionwnpnid sp
Ywwwpyb) dhwju dwfuubiph U ognunubiph hwedwplubph Jpw, wyle
uwpiwgdwihu  nhuybph  punnudwtu dwdwuwly  wnwybuwbu
YEuwnpnuwghb) Gup ng npwdwywtu ujwwmwnnwdubph ypw:

Opwgph hpwgnpddwup wnusynn nhuytiph hbGnwgnunnygsnwup
gnpdpupwg &, npp ubipwnnuwd b nwunwduwuppnigyniuubp, npnup uluynud
Gu hpduwlwunud dpwgph nBywdwpubp wudutwwugqdh uwluwabnunt-
pjwdp’ dhusk nhuljp Jbpouwlwt puwnpnieniup: Ujuinbn hwodh Gu
wnuynud ubpphtu b wpunwphtu dhowdwjph gnpdnuubpp, nhulh hwdw-
inbipunt nt htnliwupubipp, npnup hpbug Wwpqwpwunwubpu Gu unw-
gb| unyl nwunufuwuppniejw dby:

Uybih 2w Edwhphy nwnduwuhpnigniutbp Bu wuhpwdboun'
npnobnt thnfuhwpwpbpniyenubpp dSpwapbph nEYwdwp wuduwywgqdh
duwhwnuwgnuubph b pwgwhwjindwd nhuljught gnpdnuubph dholi:
Mbwp L Uk, np twb pwnupwlwl, dowlynyeuwiht b unghwjwljwu
dhowduwypbpp Ywpnn Bu ubplujugyby npwbu wanbigniegniu dpwgnh
nhuljh dpw, npu puptuht wwhwuonid L Edwhphy nwnuuwup-
pnieniutbn: <nnywdnid dbpwuwydb) Bu nnpunhtu wnusynn onipg 10
wnwugpwjhu hbnwgnunniginu: Uju hbunwgnunnyejwu Ybpguwlwu dn-
nbihtu hwuubnt hwdwp ppwlwuwgyb) Gu Ynnwynpdwu bpbp hhduw-
Ywu pwjtp’ Yhpwnbny hhpphnwiht dninbgnud:
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Pesa bapatu
AcnupanT, EYA

MPOEKTHbI# MEHEOMMEHT U MOJIE/Nb cbAKTOPHbIX
PUCKOB B MYHULUNANIbHBIX OPTAHU3ALUAX

KnioueBble cnosa - ynpaBneHue npoekTamu, rMOpUAHbIiL
MoAXog, Mpolecc BbIOOPKU, yrnpaBieHUe puckamm

WccnegoBaHmne nocBAleHO BONpocam COBEPLUEHCTBOBAHMUA
npouecca ynpasieHUA pUckamn B MyHULMMaNbHbIX CTpyKTypax. [pu
Bbl6ope PUCKOBaHHbIX AeCTBUI ANA NONYYEHNA KOHEUHbIX Pe3ynb-
TaToB NpoekTa, oOLWUIA yNop chenaH He TOMbKO Ha pacyeT 3aTpart u
pesynbTaToB, HO W HeAEeXHbIX aKTMBOB. AKLEHT Ha MpPOEeKTHbIX
pucKax 6biil B OCHOBHOM Ha HeLLEHEXHbIX COOBparKeHUAX.

McenepoBaHue puckoB peanusaumm npoekTta - 3T0 NpoLecc,
KOTOpbI1 BKNtoYyaeT B cebA WHMUMATMBbI B MEPBYIO OuYepelb
MeHe[XMeHTa MPOeKTa BNIOTb LO OKOHYATENbHOIro Bblbopa pUCKa.
OH npuHWMaeT Bo BHMMaHWe (bakTopbl BHYTPeHHell W BHeLUHeld
Cpefbl, KOHTEKCT PUCKA U MOCNEACTBUA, KOTOpble ObiNN BbIABNEHDI
B 5TOM UCCNefoBaHnN.

Heobxogumbl mononHWTENbHbIE 3MNUPUYECKUE WUCCNERO-
BaHWUA, Y4TO6bI ONPefennTb B3aUMOCBA3b MEXAY ULAEAMU PYKOBOAM-
Teneil NPOEKTOB U «BblABNEHHbIMU (PAKTOPaMM PUCKa».

Takxe nonuTWueckasa, KynbTypHaa W couManbHaa cpeja
MOXeT ObITb NPefcTaBineHa KaK BAUAHUE HA MPOEKTHbIW PUCK, YTO
camo o cebe TpebyeT SMMUPUYECKOTrO NCCEf0BaHNA.

B cratbe paccmotpHenbl okono 10 kntoueBbIx uccnegosa-
HWiA, cBA3aHHbIX € 3Toi obnacTbio. YTobbI NONYUNTL OKOHYaTENBHYIO
MOLEeNb 3TOr0 WCCNEROBaHUA, Oblnu BbIMOMNHEHbI TPU OCHOBHbIX
aTana KoLWPOBaHWA C UCMONb30BaHWEM rMEPULHOro NOAXOLA.
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EVALUATION OF THE EFFECTIVENESS OF COMMUNITY
CONSOLIDATION USING AN ECONOMETRIC MODEL

The process of community consolidation was almost
completed by 2021. Elections to local self-government bodies of
enlarged communities were held, as a result of which the number
of communities became 79. In this context, there is a need to assess
the effectiveness of the consolidation of communities, to identify the
factors affecting them and the degree of their influence, to present
methods of quantitative assessment characterizing the relationship
between these factors. As part of the study, a survey was conducted,
the results of which were summed up and evaluated by the least
squares method, as a result of which a linear relationship was
revealed between the effectiveness of community enlargement and
factors affecting it.

Keywords: consolidation of communities, efficiency of
consolidation, participation of residents, financial independence,
linear regression model, survey

In 2011, by the protocol decision of the Government of the
Republic of Armenia No. 44, the concept of consolidation of
communities and the formation of intercommunal associations was
approved. According to the concept, a new stage of administrative
and territorial reforms in the Republic of Armenia was launched,
which was to significantly affect the capabilities of communities,
become the basis for the socio-economic development of
communities [1, pp. 3-4].
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Prior to the start of the process of community consolidation,
there were 915 communities in the Republic of Armenia. So far, 5
stages of community consolidation have been carried out. The
enlargement of communities began in 2015, and by the end of 2021,
the largest number of communities were included in the
enlargement program. In general, the number of communities has
increased to 79, including the capital Yerevan. There are
communities that have not yet been included in the consolidation
process (communities inhabited by national minorities).

From the point of view of assessing the effectiveness of
community enlargement, it is important to choose a model for
evaluating the effectiveness of enlargement by residents. The
chosen model should answer the following questions: how positively
the residents consider the enlargement of their community, by what
indicators it is possible to assess whether the enlargement had the
same effectiveness for residents of the center and adjacent
settlements. The main purpose of the conducted research is to find
an answer to such questions.

In order to conduct the study, a survey was conducted in 6
enlarged communities of Gegharkunik region. The survey was
conducted online (on the principle of voluntary sampling).

To determine the optimal sample size, a Sample Size
Calculator was used. According to the population of Gegharkunik
region, the confidence level is 95% and the confidence interval is
5%. The sample size required to meet the conditions is 384 [2].

419 residents took part in the survey. The sample is
presented according to the gender L community of the respondents.
The sample is also presented according to education, age u
employment. 196 of the respondents represent the center of the
enlarged community, and 223 - the adjacent settlements.
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This indicator is more than important, since the survey
results indicate that residents of the center and the adjacent
settlement have significantly different ideas about the effectiveness
of enlarging their community.

To the question "Please indicate how you assess the process
of enlargement of your community as a whole", the majority of
residents of adjacent settlements gave a negative answer, while only
12% of residents of the center believe that the enlargement had a
negative result (figure 1).

17%
Adjacent settlement [ -
I 19%

36%
Community Center - 12%
D

0% 10% 20% 30% 40% 50% 60% 70%

| find it difficult to answer ~ ® Negative M Positive

Figure 1. Effectiveness of community enlargement at the
center and adjacent settlement
In addition, it is also interesting that the assessment of the
effectiveness of the enlargement of residents also differs from the
answer to the question when the community was enlarged.
Residents of both communities enlarged in 2021 and residents of
previously enlarged communities took part in the survey.
It became clear from the study that 44% of residents of a
previously enlarged community negatively assess the enlargement,
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and in the case of an enlarged community in 2021, this figure is
32%. It turns out that many residents have positive expectations
from the enlargement of the community, while residents of an
already enlarged community believe that these expectations were
not met, and the enlargement did not give the desired result.

The main principle of the choice of questions was to identify
the factors that determine the effectiveness of consolidation. The
guestions were chosen precisely with the assumption that the
attitude of residents to enlargement depends on their answers.

The answers to the questions were multilevel. There were 2
to 5 possible answers to each question. The Likert survey scale was
chosen for the survey.

A survey scale represents a set of answer options—either
numeric or verbal—that cover a range of opinions on a topic. It’s
always part of a closed-ended question (a question that presents
respondents with pre-populated answer choices) [3].

Then the different levels were converted to the same scale
in order to include them in the model. The Likert scale conversion
method was used for the conversion. The transformation was
carried out according to the following formula [4].

Y=B-A*x-a/(b-a+A

To summarize the results of the survey, we will try to build
a linear regression model. The efficiency of consolidation was
chosen as a dependent variable, and the other variables were
chosen as independent variables. We believe that there is a linear
relationship between these variables.

Below are all the independent variables selected for the
model (Table 1).
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Table 1. Independent variables included in the model

Q7 Have you participated in the local government Q18 How you assess the effectiveness of the provision of services by
elections in your enlarged community? local authorities in your community.
Please note whether you have ever participated in the Please note how the consolidation of communities has affected or
Q9 | activities of local self-government bodies of your Q19 | how it will affect the quality and availability of services provided
community. by local authorities.
Q10 Please note whether you have made suggestions Q20 Has the administrative head of your settlement effectively solves
during public discussions. the issues you have raised?
ol For what reason you did not participate in the activities Q21 Has the income of your community will increase as a result of the
of local self-government bodies.? consolidation of communities?
o As a result of income growth after the consolidation of
Have you ever read your community's budget or the . . .
Q12 | .. ) Q22 | communities, will all settlements benefit equally or some
five-year community development program? -, . .
communities will gain an advantage?
How the enlargement of communities has affected or Please note how the consolidation of communities has affected or
Q13 | how it will affect the level of participation of residents Q23 | how it will affect the level of financial independence of
in the activities of local governments? communities.
Q14 How you assess the level of transparency of the Q24 How the fact that the head of the enlarged community is not a
activities of local governments in your community? resident of your settlement may affect your settlement.
How the consolidation of communities has affected or Please indicate how the distance between your adjacent
Q15 | how it will affect the transparency (be accountable to Q25 | settlement and the community center may affect the effectiveness
the public) of the activities of local governments. of solving the problems that you raise.
Please indicate will the performance of garbage . L
L o Please pay attention to how you evaluate the activities of local
Q16 | collection in your community improve as a result of Q26 o L .
S - authorities after the consolidation of communities.
the consolidation of communities.
Please indicate whether the organization of preschool
Q17 | education in your community will improve as a result

of the consolidation of communities.
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The least squares method was used to assess the influence of 19
independent variables presented in the table. The model was compiled
and evaluated using the software "Eviews 12".

As a result of the preliminary evaluation of the model, it turned
out that some variables are not significant and their influence on the
dependent variable is minimal. The preliminary model is shown in the

figure 2.

Dependent Variable: EFFICIENCY
Method Least Squares

Date 05/1522 Time: 1711
‘Sample. 1419

Included observations: 419

Vanable Coefficient Std Eror  t-Statistic Prob
Qr -0034087 0.018645 -18B28167 00683
Qg 0085260 0020408 2212373 00275
Qo 0028021 0028678 0077107 023291
Q1 -0.129598 0028595 -4532190 0.0000
Q12 0010137 0018865 0637329 05413
Qi3 0138118 0050958 2710436 0.0070
Q14 0136160 0043140 3156464 00017
Q15 0 119906 0 048550 2421740 00158
Qié 0023368 0035937 0664164 0.5070
Q17 0043900 0030232 1452125 01473
Q18 -0130217 0042618 3055342 00024
Q19 -0025522 0041830 0610147 05421
Q20 0112004 0023655 4734788 00000
Q21 0064570 0036838 1752810 0.0804
Q22 0093286 0022414 4161885  0.0000
Q23 0109523 0038118 2873264 00043
Q24 -0077794 0025010 -3.110540 0.0020
Q25 0035576 0026231 1356231 01758
Q26 0087013 0050723 1715456 00870
R-squared 0682914 Mean dependent var 0343675
Adjusted R-squared 06638646 S.D. dependent var 0475502
ISEE of regressian 0273715 Akake info crteron 0290828
ISum squared ressd 2996800 Schwarz crerion 0473930
|Log lkelhood -41.92853 Hannan-Quinn criter 0353205
Durbin-Watson stat 1549142

Figure 2. Initial econometric model

The insignificance of some variables was due to the existence of

outliers, as a result of the exclusion of which variables become significant.

In addition, all variables whose coefficient F (Prob) is less than 0.05 after

the exclusion of outliers are removed from the model, as a result of which

the quality of the model changes significantly, and the independent
variables are significant and explain the dependent variable.
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For a linear regression model, it is important that the data have a
normal distribution. After removing the non-essential variables of the
model, the normal distribution check looks like this (figure 3) .

80
70

Series: Residuals
Zample 1419
50 Chservations 412

Mean -0.026064
Median 0.001154
Maxinmum 0.793063

Mininyum -0.B57415

20 Std. Dev. 0.2735954
10 I I I I I Skewness 0.010531
Kurtosis 3.324044
0 == = --.I I-- L1 1 [ ..__- urtes
-0.8 -0.6 -0.4 0.2 0.0 0.2 0.4 0.6 0.8

Jargue-Bera 1540242
Probability 0.398330

Figure 3. Result of normality test

In order for the data included in the model to have a normal
distribution, it is necessary that, as a result of checking the normal
distribution, the Skewness is equal to O (in the model-0.01), the Kurtosis
is 3 (in the model-3.32) [5], and the Jarque-Bera coefficient in the model
is 1.84. For comparison, we note that at the level of significance of 0.05,
the critical value of the Jarque-Bera coefficient is 5.99 [6].

In general, we can say that with the exception of outliers, the data
included in the model has a normal distribution, and there is a linear
relationship between dependent variables and independent variables.

The next important indicator evaluating the quality of the model
is the absence of autocorrelation, which is checked by the Durbin-Watson
coefficient. In order for there to be no autocorrelation between the
variables, it is necessary that the Durbin-Watson coefficient be 2 [7]. In
the model, as we can see, it is equal to 1.54.

There are many methods that allow you to correct autocorrelation
between variables and eliminate its influence on the model. Therefore, we
have included a false variable (Efficiency (-1)) in the model, which
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neutralizes autocorrelation. As a result of entering a false variable into the
model, it received the following form (figure 4).

Dependent Vanable EFFICIENCY

Method: Least Squares

Date 051622 Tme 1729

'Sample (adusted) 2 410

Included observations: 418 after adjustments

Vanable Coeflicient  Std. Error  1-Statistc Prob

Qr 0021553 0017258 1.246907 02124

Qo 0076756 0019887 3696321 00001

Qn 0115890 0025027 -4830579 00000

Qi3 0.054397 0 048615 1091978 02755

a1 0103155 0044777 22303732 00217

Q20 -0 057493 0018477 -3 111562 00020

Q22 0.070065 0018712 3 554421 0 0004

Qz3 0120698 0035565 3562485 00004

Q24 0056885 00218622 -2830894 00088

Q26 0.148057 0043378 3413359 00007

EFFICIENCY(-1) 0260122 0039588 6570775  0.0000

R-squared 0696320 Mean dependent var 0.342105

Adpusted R-squared 0668868 S D. dependent var 0474982

SE of regresson 0264842  Akaike mlo critenon 0207352

Sum squared resid 26856908 Schwarz critenon 0.313548

Log lebhood -32 33647 Harnan-Quinn criter 0.249333
Durbin-VWatson stat 2054201

Figure 4. Final econometric model

As you can see, the Durbin-Watson coefficient has become 2.05,
which means that there is no autocorrelation in the model.

Among the important characteristics of the model based on panel
data are the criterion Akaike info, Schwartz and Hannan-Quinn. They allow
you to compare which of the two models given better explains the
dependent variable [8]. The values of these criteria in the initial and final
form of the model are presented in the table 2.

Table 2. Initial and final values for evaluating the quality of model

Criterion Initial value Final value
Akaike info criterion 0.29 0.20
Shwarz criterion 0.47 0.31
Hannan-Quinn 0.36 0.24
criterion

179



From the table it becomes clear that the quality of the model has
significantly improved and it can well assess the dependent variable (the
effectiveness of community consolidation).

The last important indicators of the model evaluation are the
coefficient of determination (R?) and the adjusted coefficient of
determination (Adjusted R?) [9]. In the model, they are equal to 0.69 and
0.68, respectively.

The coefficient of determination shows which part of the resulting
indicator is interpreted by the behavior of independent variables. If the
adjusted coefficient of determination is almost equal to the coefficient of
determination, then it can be argued that the behavior of the independent
variables included in the model clearly explains the behavior of the
dependent indicator.

Generalizing the model, let's imagine what relationship exists
between the assessment of the enlargement of communities and the
selected independent variables. The results of the model are presented
according to the following formula:

Efficiency = 0.07*Q9 - 0.13*Q11 + 0.12*Q15 - 0.05*Q20 -
0.08*Q22 + 0.14*Q23 - 0.06*Q24 + 0.16*Q26 + 0.28* Efficiency(-1)

It turns out that the effectiveness of community consolidation is
highly appreciated: if a resident begins to participate in local self-
government (Q9, Q11), if the transparency of the activities of local self-
government bodies increases (Q15), the administrative head or the head
of the community (in the case of the center) solves the problems of
concern to residents (Q20), if after consolidation the incomes of all
communities increase evenly (Q22), if the level of financial independence
of communities increases (Q23), etc.

If we generalize the variables that affect the effectiveness of
consolidation, then it can be argued that the effectiveness of the
consolidation of communities depends primarily on the following 3
components:

v' Participation in local self-government,
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v' Transparency and accountability of the activities of local self-
government bodies,
v" Financial independence.
However, it should also be considered that months have passed
since the consolidation in a number of communities, and we can only rely
on subjective assessments of residents to assess the effectiveness.

Conclusion
However, it becomes clear from the conducted research that:

v" Residents of the center positively assess the consolidation of
communities,

v' The opinion of residents of a previously enlarged community differs
significantly from the opinion of residents of communities that were
enlarged only recently,

v' The evaluation of the effectiveness of community consolidation is
linearly dependent on the indicators included in the model,

v" Participation, accountability of local self-government bodies, financial
independence are the main indicators characterizing the effectiveness
of community consolidation.
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Cwdwquuy lvwgwnpyu
Uuwhpwuwn, <MSL

<UUU3LLLErh NTNrUSU UL UMrMSNhLUYESNRE3UTL
TuucusnhUL EunNLNUESrhy UNAELh UhrUNUUUP

Pwuwih pwnbp - <wdwjupubph funznpugnid, fungnpugdwt
wpryniuwybwnnyeiniu, Jwutwlgwiht  Junwdwpnd, phuwtuuwlwu
wulwhunieinit, gdwihu nkgpbuhntu dnnb|, hwpgnud

Lwdwjupubph  fungnpwgdwu gnpdpupwgp 2021 pqwlwu
gpbet  wdwpwnpt  hwugybg:  Sknh  niubgwt  funonpugywd
hwdwjupubph  wbnulywu  ptptwlwnwdwpdwt  dwpdhuubpp
puwpnyejniuubip, nph wpryniupnid hwdwjupubph phdp nupéwy 79:
Uju hwdwwbpunnud wuhpwdbonnipiniu £ wnwowunud quwhwwnb
hwdwjupubph  fungnpwgdwt  wpryniuwybwnysniup, pwgwhwjnbg
npw Ypw wqnnn gnpdnutipp b npwug wqnbgnuejw swithp, ubpywjwg-
ub| wyn gnpdnuubpp dhole Ywiuwdnipniup punypwgpnn pwuwulwu
quwhwwdwu dbennubp:

Lhwnmwgnuinipiwi opowtwlubpnud wuglwgyby £ hwpgnid, npp
wpryntuplbptu wddinhyb) b quwhwundbp Bu hnppugnyt pwnwlniup-
ubpp Bnwuwynyd, hush wpryniupnid  pwgwhwpndty £ hwdwjuph
funonpugdwt wpryniiwybwnnyeut b npw Jpw wgnnn gnpdnuubph
dhole gdwjht Guwp:
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Amasacn XavatpsH
AcnupaHnt, A 3Y

OLLEHKA 3dbEKTUBHOCTU YKPYNHEHUA OBLLUH C
UCNONb30BAHNMEM 3KOHOMETPUYECKO MOJIENN

KnioueBble cnoba - ykpynHeHue obLnH, 3ccheKTUBHOCTD YKpY-
HEHWA, yuvacTue uTeneid, ¢pUHaHCOBaA HE3aBUCMMOCTb, JWHeliHaA

perpeccnoHHaA Mmoaenb, onpoc

lNpouecc ykpynHeHua obwuH k 2021 rogy 6b1n nouTH 3aBeplUeH.
CocToannch BbIGOPbI B OpraHbl MECTHOTO CaMOYNPaBeHNA YKPYMHEHHbIX
0bLLMH, B pe3ynbTaTe KOTOPbIX YNCio 06WmMH cTano 79. B sTom KoHTekcTe
BO3HUKaeT HEOOXO[UMOCTb OLLEHUTb 3PPEKTUBHOCTD YKPYMHEHUA OBLLNH,
BbIABUTL (PAKTOPbI, BAUAIOLLME HA HUX, W CTEMEHb UX BAWAHWA, MpefcTa-
BUTb METO[bl KONMYECTBEHHON OLEHKMN, XapaKTepusyroLle 3aBUCUMOCTb
MEXKAY 3TUMU haKTOpamMH.

B pamkax uccnepoBaHuA Obin MpoBefeH onpoc, pesynbTaThl
KoToporo bbinv NogBeLeHbl U OLLEHEHbI METOLOM HAUMEHbBLLIMX KBaLpaToB,
B pesynbTaTe 4ero Obina BblABNeHa NWHelHaA cBA3b Mexpy scpcpek-

TUBHOCTbIO YKPYMNMHEHUA O6LL|,VIHbI N BIUAKOLW UMM Ha Hee CbaKTOpaMVI.
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ISSUES OF ENTERPRISES BANKRUPTCY RISK ASSESSMENT

Abstract: For each Company during its activity it is very important
to have financial sustainability, which is very important as to attract new
investments and to create new partnerships rankings. Nevertheless,
companies often faced with the insolvency problem, which brings to a risk
of bankruptcy, and as a result the company may cease to exist. There are
different methods and ways of bankruptcy risk assessment. In our
research is reviewed two-factor and the five-factor model of Altman and
the Model of Toffler.

Keywords: insolvency, bankruptcy risk, financial condition,
liquidity

JEL code: G 17

Research goals: comparative analysis of enterprise bankruptcy
risk assessment approaches

Research novelty: in case of assessing the risk of bankruptcy of
organizations, should not be guided by only one model and it is necessary
to apply differentiated analytical approaches, creating an opportunity to
interpret the types of solvency risks and ways of their prevention in the
field of comprehensive assessment.

Introduction
In the current situation of the Republic of Armenia, when the
development of the economy is highly dependent on internal and external
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factors, the problem of financial management of enterprises in a crisis
becomes especially relevant. In the process of ensuring real conditions
and sustainable economic growth, it is crucial to achieve the desired level
of financial stability of economic entities, which is important for attracting
new investments and for forming a rating in partnerships. However, in
practice, there are very often cases when enterprises, for various reasons,
find themselves in a financial crisis, which in most cases is the cause of
insolvency or bankruptcy. Therefore, the factors associated with
identifying unfavorable trends in the development of an enterprise,
predicting a crisis situation and bankruptcy, are of interest to many
specialists and managers of an enterprise. In this regard, it is currently
considered relevant to solve the problem of methodological improvement
of business risk assessment

Research results

The definition of the term "bankruptcy" does not cause disputes
and is interpreted unambiguously. The legislation gives a clear definition
of this concept: “bankruptcy is understood as the inability of the enterprise
recognized by the court or declared by the debtor to fully satisfy the claims
of creditors for monetary obligations and fulfill the obligation to make
mandatory payments” [1].

The reasons leading the enterprise to a crisis state can be
different. At the same time, there is no single generally recognized
classification of the causes of the insolvency of an enterprise. The
deterioration of the financial condition of the enterprise may be the result
of an insufficient amount of own funds of the enterprise and the refusal
of credit institutions in further financing, inefficient asset management,
and a decrease in the competitiveness of products. Such consequences
are caused by management errors made in the conduct of business
activities. Bankruptcy issues are especially important in market economies,
where each business entity is responsible for its financial decisions.
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Bankruptcy is a state in which a company is unable to meet its
long-term obligations. The lack of confidence on the part of investors does
not allow attracting funds to refinance their obligations. But bankruptcy
ultimately cleans up the market environment - removing weaker
participants from the market and leaving strong, competitive ones. Thus,
we can say that there is an "evolution" of the market economy [2].

Obviously, bankruptcy does not appear immediately, and the first
sign of this is the poor financial condition of economic entities, resulting
in bankruptcy. In all cases, enterprises with financial difficulties, as
partners, create a number of difficulties for the implementation of a
sustainable economic policy in the country. In general, in the Republic of
Armenia, insolvency relations are regulated by the Civil Code of the
Republic of Armenia and the RA Law “On Bankruptcy”.

In the process of entrepreneurial activity, economic entities are
aimed at ensuring the desired level of financial stability, which is necessary
to attract investment and to form the necessary rating in partnerships.
Bankruptcy is a documented inability of a business entity to pay its debt
obligations and finance current core activities due to lack of funds [3].

The prerequisites for bankruptcy are diverse - this is the result of
the interaction of numerous factors, both external and internal. They can
be classified as follows.

External factors:

1. Economic: the crisis state of the country's economy, the general
decline in production, instability of the financial system, rising prices for
resources and other factors One of the reasons for the insolvency of
business entities may be the wrong fiscal policy of the state. A high level
of taxation can be unbearable for an enterprise.

2. Political: political instability.

3. Strengthening international competition in connection with the
development of scientific and technological progress.

4. Demographics:
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Internal factors:

1. Deficit of own working capital

2. Working capital turnover ratio (turnover rate)
3. Growth of overdue receivables

4. Lack of commodity markets

5. Attracting non-targeted bank loans, etc.

Bankruptcy, as a rule, is the result of the combined action of
internal and external factors. Considering the above factors, the company
should coordinate its planning activities. An important component of
planning is bankruptcy forecasting. The calculation of the relevant
indicators allows company executives to receive notifications of possible
bankruptcy. The correct interpretation of these indicators and the
appropriate steps can save the company from bankruptcy.

Before talking about the insolvency of an enterprise, it is
necessary to calculate two components of the indicator: the current
liquidity ratio and the ratio of own working capital, and to recognize the
insolvency of the company, one of the following conditions is required.

v' The current liquidity ratio at the end of the reporting period is below
the standard. This coefficient in Russia is 2, in the Republic of Belarus
- 1.7, in the Republic of Armenia it is not registered by law. Just to
note, the Accountants Union guarantees a minimum value of 2 for
audit purposes [4].

v" The adequacy ratio of own current assets at the end of the reporting
year is below the standard (in the Russian Federation - 0.1, in RA -
0.1).

The calculation of insolvency indicators was made on the basis of
the balance sheet data for 2020-2021 of the following companies.

188



Table 1. Assessment of the solvency of enterprises

“Sharm Mir “ Nor-

, Holding”com-  |Molybdenum” ma-
Indicators :

pany company tive

2020 | 2021 | 2020 | 2021

Current liquidity ratio
(current assets / current 5.12 | 3.06 | 0.072 0.1597 2.0
liabilities)

Interest coverage ratio
(characterize the financial 0.8 | 0.67 |-12.83 | -5.26 0.1
risk the firm's ability to
respond on its external
obligations

own property)

Calculation sources: www.audit-it.ru/finanaliz/start/, www.azdarar.am

The given data indicate that in the studied companies, the
calculated 2 coefficients are lower than the standard only in “Mir
Molybdenum” LLC

Bankruptcy risk assessment is a very urgent problem for
organizations around the world to plan their activities and to achieve an
effective and desirable result. The risk of bankruptcy is present at all
stages of the life cycle of an organization.

Altman proposed a simple method for predicting the probability
of bankruptcy - a two-factor model for assessing the bankruptcy of a
company.

Z=ap + aiXy + axXe
where’
ao - measurements of the influence of other factors on bankruptcy,
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ai, a; - weight coefficients of influencing factors

Conventionally, the bankruptcy risk coefficient is assigned the
letter Z, the range of which varies -0.3< Z<0.3:

In addition to the two-factor model, Altman also proposed a five-
factor Z model for predicting the bankruptcy of economic entities, which
is expressed in weight coefficients.

Z=1.2y; + 1.4y, + 3.3y3 + 0.6y, + 0.999y5

where’

yi= (current assets, current liabilities) / total assets,

y,= accumulated (retained) profit /, total assets

ys= Net income (before taxes) / total assets

ys= (Market value of common and preferred shares)) / current and
long-term liabilities,

ys = Net sales income / Total equity (assets):

If Z<1.8 - the risk of bankruptcy of this business entity is quite
high.

If 1.8< Z <2.7 - the risk of bankruptcy is at an average level

If 2.7< Z <2.9 - the risk of bankruptcy is not so high

If Z> 2.9 - the risk of bankruptcy is very small or there is no risk
of bankruptcy

To obtain a complete picture of the bankruptcy of the surveyed
companies, it is necessary to use the Lees and Toffler models. The results
of bankruptcy evaluation are shown in the following table.
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Table 2. Comments on assessing the risk of bankruptcy of
enterprises

Enterprise “Sharm Holding” “Mir Molybdenum”
bankruptcy company company
assessment Actual Normative Actual Normative
coefficient by indicator indicator indicator indicator
models (2)
Two-factor Altman -4,7 -0,3<Z<0.3 -0.4577 -0,3<Z<0.3
model The risk is The risk is
low low
Five -factor Altman 2,81 2,7<7<2,9 -1,3194 2,7<7<2,9
model The risk is The risk is
low high
Modification of 2,463 Z>1,23 -0,829 Z>1,23
Altman's five-factor According to According to
model for the model, the model,
enterprises that are no risk was there is a
not JSCs identified fairly higher
risk
Liss model 0,0282 7<0,037 0,022 7<0,037
According to According to
the Liss the Liss
model, there model, there
is a risk of is a risk of
bankruptcy bankruptcy
Tafler model 3,156 Z>0,3 0,092 Z>0,3
According to The firm is
the Tafler more than
model, the likely in
firm has bankruptcy
fairly good
prospects.

Calculation sources: www.azdarar.am
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Conclusion

Summarizing the above coefficients for evaluating bankruptcy
based on models, we can say that Sharm Holding LLC has opportunities
and development prospects, and other things being equal, Mir
Molybdenum LLC has the probability of bankruptcy. In our opinion, any
methods for assessing the prediction of a possible bankruptcy of an
enterprise should identify in advance the emergence of a crisis situation
of a legal entity, even before the appearance of obvious signs of absolute
insolvency.
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NPOBJIEMbI OLLEHKU PUCKA BAHKPOTCTBA NPEANPUATHIA

KnioueBble cnosa - HECOCTOATENbHOCTb, PUCK 6aHKpOTCTBa,

CbMHaHCOBOe nonoxeHne, NnMKBUOHOCTb

Kampoe npepnpuATMe B CBOEl 3KOHOMUYECKOW [eATENbHOCTM
CTpeMUTCA K ODECreveHUo Menaemoro ypoBHA ¢pUHaHCOBOI ycToium-
BOCTM, KOTOPbIA UMeeT BaXHOE 3HaYEHWE ANA NPUBEYEHNA HOBbIX MHBEC-
TULMIA, a Takke LA POPMUPOBAHUA PETUHTa B MApTHEPCKUX OTHOLLEHU-
Ax.

OpHako, NpefnpuATUE YacTO CTANKUBAeTCA ¢ Npobnemoii Hennare-
KecrnocobHOCTH, YTO NPUBOAUT K pUCKy HaHKpPOTCTBa, U B pe3yribTaTe KOM-
naHWA MOKET NPeKpPaTUTb CBOE CyLLLECTBOBaHMUE.

CyliecTBytoT pa3nnyHble METOAbI U CNOcobbl OLEHKN pUcKa GaH-
KpOTCTBa, U3 KOTOPbIX B Hallell paboTe paccMOTpeHbl LBYxcpakTOpHble K
natucpaktopHble mogenu AnbtmaHa, mogenu Jluca, Tadpdnepa. B
pesynbTaTe UCCNeOBaHWA Mbl MPULLAKU K BbIBOAY, YTO MPU OLEHKe pUCKa
6aHKpOTCTBaA OpraHW3aLuil He cnelyeT PyKOBOLCTBOBATbCA TONbKO OfHOM
MOZENbIO U HEOOXOLUMO MPUMEHATH MHOrOhaKTOPHbIE aHaNUTUYECKKe
nogxogbl. B 3Tom cnyyae noABMTCA BO3MOXKHOCTb WHTEprpeTUpPOBaTb
BUAbI PUCKOB HEJOCTATOMHOCTH BaHKpPOTCTBA U MyTell X NpeloTBpalle-

HUA METOLOM KOMIJTEKCHOM OLEHKW.
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