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ACTUARIAL PROFIT IN THE CONTEXT
OF ECO-AUDITING

Abstract: The efficiency of economic activity of organizations is
currently not evaluated only by financial results, but is also
determined by the environmental consequences  of
entrepreneurship. In this regard, the eco-audit is important, which
ultimately provides a reasonable opinion about the environmental
activity. The article discusses the improvement of information on
the formation of actuarial profits, arising from the environmental
performance of organizations in the context of eco-auditing. In
particular, proposals are made for the accounting of future
financial flows aimed at environmental activities at the present
value, by which the environmental obligations of organizations are
presented with more reliable estimates in the published financial
reports. Accountability of environmental financial obligations at
present value not only increases the credibility of the eco-audit
conclusion, but also improves the financial audit carried out in
organizations.
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Research aim: to submit recommendations for improving
environmental audit information provision.

Research novelty: suggested ways to improve the financial
accountability of actuarial profit/loss estimated within the
framework of eco-audit.

Introduction

An actuary uses statistical and probability theory methods to
make a scientific prediction of future economic results. And any
forecast, and especially the expected economic consequences of
long-term environmental activities, do not ideally correspond to the
actual results of future cases and transactions. Therefore, the
deviations of the actual economic results planned and formed by
the actuary in the past are presented as actuarial profits or losses
in the financial statements of organizations carrying out
environmental activities [1]. Thus, the business principle of
sustainable development obliges organizations to further restore
used natural resources. Naturally, during the period of natural use,
the organization should make a reservation of funds for the
restoration of natural resources consumed as a result of business
at the expense of expenses.

Research Results
Here, a problem will arise for the reliable presentation of the
reserve fund in the financial statements of the organizations,
because the exact calculation of the duration of the possible
restoration of the depleted natural resources contains a high
probability [2]. If the organization manages to restore the natural
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resources consumed as a result of business in a period not
exceeding the actuarial forecasts and with minimal costs than
planned, it will "save" the reserve fund aimed at environmental
protection and thereby form an actuarial profit. In the opposite
case, when the actuarial forecasts of restoration of depleted natural
resources are underestimated both in terms of time and restoration
value, then the organization will have an actuarial loss in terms of
restoration of natural resources. In this sense, within the framework
of the financial control system of environmental activity of
organizations, actuarial evaluations are included, as a result of
which the funds reserved for the purpose of environmental
protection, as well as their further use and the determination of the
final financial result, are counted and valued. In case of
presentation of actuarial profit or loss of environmental activities in
financial reports of organizations, a number of problems arise.
First. at the expense of the organization, during the years of
construction of the hotel complex, a fund of environmental
protection compensations is formed so that the obligation of the
defined compensations is presented at the present value [3]. The
demand for the present value assessment of defined benefits is
presented by the RA Law on Accounting and |AS 1 standard, which
pursues two goals: identify the organization's long-term
responsibilities with the most realistic value (present value), which
will make it possible, without exaggeration, to present the reserve
fund for environmental damage compensation with the net amount
(minus capital growth interest), not to attribute the amount of
environmental damage compensation completely to the
construction period costs, but to differentiate according to the
present value and interest expenses, include the interest in the
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expenses of the organization during the post-construction
(operation) years of the hotel complex, and the present value of
compensation - during the construction years [4].

Thus, let's calculate the present value of compensation for
environmental damage due to the construction of the hotel complex
with the help of 7,606 coefficients of 10% annuity for 15 years:

annual future value of the payment x annuity coefficient =
4 000 x 6.145 = 24 580

Then, let's determine the percentage cost included in the
further compensation for the damage caused to the environment
during the years of operation of the hotel complex:

4 000 x 10 years - 24 580 = 15 420

Based on the requirements of financial reporting standards, the
present value of future benefits is included in the costs of the
organization for the years of construction work. And the interest
expense included in the future benefits should still be postponed
and recognized as an unearned interest expense so that it can be
attributed to the expenses of the organization in the years of
operation of the hotel (see table 1, column 3). As presented in table
1, the total amount of the present value of compensations for
environmental damage (24580) and the interest expense not
incurred (15420) is distributed equally between the 5 years of
construction of the hotel complex. In this case, further
compensations determined for environmental damage will be
assigned to the expenses of the organization in a uniform and equal
manner.
Second. during the construction, only the present value of the

defined compensations for environmental damage is attributed to
the expenses of the organization, and the remaining value of the
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full compensations during the years of construction is formulated
as an unearned interest expense in order to be attributed to the
expenses of the organization in the following years of operation of
the hotel complex. Such a time division of costs is provided by the
current chart of accounts.

Table 1. Disaggregated presentation of defined benefit plans
by present value and interest payment (thousand, AMD)

Years of Creation of a Not | Present value of
construction compensation fund incurred defined financial
for environmental | % cost = compensation

damage
1 8 000 3084 4 916
2 8 000 3084 4 916
3 8 000 3084 4916
4 8 000 3084 4 916
5 8 000 3 084 4 916
40 000 15 420 24 580

Therefore, the tourist company will formulate in each financial
year of the construction of the hotel complex.

when assigning the present value of defined plan benefits to the
costs of the organization;

CR 426 "Present value of defined benefit
obligations"...4 916
When formulating the un incurred interest expense.
DR 414 "Unearned interest expense’.................. 3 084
CR 426 "On defined benefits
present value of liabilities".......3 084
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Thus, account No. 414, acting as a contra passive, adjusts the
balance of account No. 426, evaluating the reservation of benefits
defined in it at the present value. Having formulated the account
correspondence during the 5 years of construction, at the time of
putting the hotel complex into operation, we will have the account
items as follows:

Value of defined environmental obligations”............ 40000
Unearned interest expense ............ ...ccccccccveeeennnn. (15 420)
Present value of the defined benefit reserve fund...... 24 580

During the years of operation of the hotel complex, the
obligation to compensate for environmental damage is paid off in
two installments: present value and interest expense. During the
years of operation of the hotel, compensations for environmental
damage during construction are compensated for this purpose
from the reserve fund of compensations already accumulated
during the years of construction, on the other hand, interest costs
not incurred are gradually credited to the actual costs of the
organization. In this case, for the purpose of evaluating the interest
costs of each year of hotel operation, the environmental damage
compensation is discounted by the present value factor related to
the same year (see table 2, column 2). Therefore, compensation for
damage to the environment during the post-construction period is
formulated with the following correspondence:

The first year of operation of the hotel complex: when
transferring environmental damage from the settlement account;
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DR 426 "Present value of defined benefit
obligations"...4 000
CR 252 "Accounting account"...4 000
when attributing the share of interest expenses not incurred to the
actual expenses of the organization;

CR 414 "Unearned interest expense”................... 364
The second year of operation of the hotel complex.
when transferring environmental damage from the account.
DR 426 "Present value of defined benefit
obligations"....4 000
CR 252 "Accounting account'.................... 4000
when attributing the share of interest expenses not incurred to the
actual expenses of the organization;

CR 414 "Unearned interest expense”................... 696

Thus, during the 10 years of the operation of the hotel complex,
by formulating the above-mentioned correspondences, the
balances of accounts No. 426 and No. 414 will eventually become
zero. However, in practice this is unlikely, as the actuarial estimate
of the recovery time for environmental damage should generally
deviate from the exact prediction.

If the restoration of the natural damage caused by the hotel
complex takes more than 10 years, the organization will still be
obliged to complete the environmental restorations, continuing the
damages from the annual settlement account beyond the actuarially
forecasted period, forming an actuarial loss in the balance sheet.
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Table 2. Discounting and presentation of defined benefit plans at
present value and interest rate

Discounted
Damage | Present Loss amount of Interest
compen-  value compen- = Compensatio | expense
sation = coefficient sation n
years
1 0,909 4000 3636 364
2 0,826 4 000 3 304 696
3 0,751 4 000 3004 996
4 0,683 4000 2732 1268
5 0,621 4 000 2 484 1516
6 0,564 4 000 2 256 1744
7 0,513 4000 2 052 1948
8 0,467 4 000 1868 2132
9 0,424 4 000 1696 2 304
10 0,386 4000 1544 2 456
40 000 24 576 15 424

Otherwise, when the environmental restorations stipulated by
the contractual obligations are completed in a shorter time than the
actuarial forecasts, the organization will stop the defined planned
environmental compensations, and performing "economy" will form
an actuarial profit.

During the construction of the hotel complex, after the
restoration of the ecological balance of the lake and the
surrounding forest cover, in case of deviations of the actual and
planned compensations, the actuarial profit (loss) is formulated. the
balance and the restoration of the surrounding forest cover will take
place two years later than the actuarial assessments, that is, during
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the 12 years of operation of the complex, then an actuarial loss will
occur and for each additional year it will be formulated:
DR 427 "Actuarial profit (loss)" ...... 4000
CR 252 "Accrual account” ............. 4000

Otherwise, when the restoration of the damage done to nature
is completed 2 years earlier than the actuarial forecasts, that is,
during the 8 years of operation of the hotel complex, then by
writing off the balances of accounts No. 414 and No. 426, an
actuarial profit will be formed with the following correspondence:

DR 426 "On defined benefits present value of
liabilities”...4,000 (4,000 x 2)
CR 414 "Unearned interest expense"....2 008
(1052 + 956)
CR 427 "Actuarial profit (loss)" ...........ccccccc...... 1992

Conclusion

When the balance of actuarial profit or loss in the financial
statements of the organization carrying out environmental activities
increases, then according to the following years, they are written
off part by part, on the account of expenses or income [6].

Thus, the application of the actuarial results evaluation
mechanism of environmental activities, on the one hand, provides
an opportunity to manage the economic risks of environmental
activities, and on the other hand, creates preconditions for a more
credible presentation of environmental obligations in the financial
statements of organizations [7], which is extremely important when
making managerial decisions in the field of natural use.
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Lhihp Uynwywi
n.g.p., Ywlwdnph whwnwlwu hwdwuwpwu

uusSNhUru3nL cu<nNh3EL tununhhSh
<uvustLeusnru

Pwuwih pwnbp - wywniwpwihtu gwhnye, puwwwhwwuw-
Ywu wninhw, Ihtwtuwlwu hwybinyniginiutbtp, puoguw-
gnpddwu phuwuutbin, huwuuwywu Yytpwhulynnnipntu

Ywqguwybpwnieiniuutiph nunbuwlwu gnpéniutinyeiwu wp-
ryniuwybinneyniup ubipyujnidu sh guwhwwnynid dhwju Phuwu-
uwlwu wprynwupubpny, wy npnaynd £ bwl dbnubiptignyejwu
puwwwhwwuwlwu hbnbwupubpny: Wu wnnwing Yuplnpynid
E Eynwninhwinp, npu, h ybpon, nnowdhwn Ywnpdhp £ tnpwdwnpnid
Ywqdwybpwnipjwu nunbuwywu gnpdniubinyeniuhg duwynp-
ynn plwwywhwwiwlwtu, dhuwitvwwnumbuwlywu hbGnlbwup-
ubiph dwuhu:

Ujnwu Ynndhg, Eynwninhwp nwnwuwuppnud b uwb plw-
wwhwywuwlwu dhongwnndubiph ninnwéd  Yuqdwybpwnt-
pintuutiph Ppuwtuwlwu nbunpuubiph wwhnwwnwynpdwu b
ognwagnnddwu gnpdpupwgp: Wu nbwpnud, Eynwninpinp Ynn-
dhg ptuwpldwu wnwpyw § nwnund wynnwpwihtu swhnyeh
Ywd Juwuh duwynpdwt hwywuwnhnieyniup:

<nnjwénd putwpyynd £ EYynwninhnp  hwdwunbpuwnnid
Ywqguwybpwniejniuutiph  puwwwhwwuwlywu gnpdniutinye)nt-
Uhg plunn wywnniwpwihtu gwhnyph duwynpdwl nbnGlwwnynt-
pjwlU pwnbjwynudp: Uwutwynpwwbiu, wnwownpyniejniuutp Gu
wpynud ptwwwhwywuwywu gnpdniutinygjwuu ninnywd wwjw-

gw dhuwtuwlwu hnupbiph ubpyw wpdtipny hwojwndwu
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ninnnjwdp, npny hpwwwpwlynn ppuwtuvwlwu hwoygbinynt-
pIntuutipnud Yuqdwybipwynipniuubph puwwwhwywiuwywu wwp-
wnwynpnipniuutipp ubipyuwjwgynd tu wnwyb) hwwuwnh quw-
hwwnuubpny: Lbpyw wpdtipn puwwwhwwiuwywu $huwu-
uwlwu wwpwnwynpnigyniuutiph  hwaybnynnulwunyenitup ny
dhwju pwpdpwgunwd £ Eynwninhinh Ggpwwgniejwu wpdwuw-
hwywwniejwu wunhbwup, wjl pwpbwynd £ ugdwybpwnt-
pIntuutpnd hpwywuwgynn htwtuwlwu yipwhuynnnipiniup:

<nnjwénud ubpyuywgynd £ uwle wnwowpynipnit’ puw-
wwhwwuwlwu gnpdntubinygjwup wnusynn htwtuwlywu hnu-
ptiph wpdwuwhwywwn pwofudw ninnniejwdp, npp hwugbgunwd
E wywnniwpwihtu gwhnyph Ywd Juwuph hwjwunh guwhwwnnd-

ubiph:
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