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OPTIMAL ALLOCATION OF PENSION FUNDS. SENSITIVITY
ANALYSES OF THE ADJUSTED SHARPE RATIO

Abstract: In order to optimally manage pension funds, an
optimal portfolio is constructed under various constraints. The
Sharpe and adjusted Sharpe ratios are calculated. An assessment
of the symmetry and spread coefficients of the optimal portfolio
yield is made. A sensitivity analysis of the optimal portfolio is
performed and founded that when using the Sharpe ratio as a
decision criterion, the optimal limit for the country and asset is
35%, while under RA law it is 15%, and the obtained result is stable
with respect to symmetry and spread.

Keywords: pension funds, optimal portfolio, risk, Sharpe ratio,
adjusted Sharpe ratio

JEL code: G28

Research aim: The aim of the research is to achieve maximum
efficiency of the pension fund investments by using the Sharpe ratio
as a criterion, and show that the result is stable with respect to
symmetry and spread.



Research hypothesis: It is supposed that optimal allocation of
pension funds and sensitivity analyses is vital for achieving
maximum efficiency of the pension fund.

Research novelty: The scientific novelty is the analysis of
eligible asset classes for pension funds under looser boundary
conditions than imposed limits by law based on the mean-variance
portfolio optimization model where Sharpe ratio is taken as a
decision criterion and the result is stable with respect to symmetry
and spread. The proposed analysis can be used in optimal
management of pension funds for asset allocation purposes.

Introduction

There are various approaches by which an investor can evaluate
the performance of a portfolio. The main objective of pension fund
managers is to manage the optimal portfolio under various asset
investment constraints, the asset allocation strategy, whether the
weights are optimally allocated, what amount of risk comes from
those asset groups, and whether there are assets that diversify the
risk of the portfolio. In order to evaluate the performance of the
portfolio, the Sharpe and adjusted Sharpe ratio are calculated in
the work. Investments also require considering the symmetry and
spread of the portfolio distribution, for which the adjusted Sharpe
ratio is calculated. Seema Sharma in ‘Sharpe ratio and information
ratio: do they really help investment decisions?’ research [1] thought
that simplicity of ratio leads to its greatest weakness. The ratio is
useful for evaluating the portfolio but only in limited situation. It is
not applicable in asymmetric situations. M. Venugopal and S.
Sophia concluded [2] that adjusted Sharpe ratio is the best
performance measure that can be used in the volatile markets.
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Sharpe ratio has become part of the canon of modern financial
analysis, the results of Francisco Barillas, Raymond Kan, Cesare
Robotti and Jay Shanken study [3] presented in article suggest that
a more sophisticated approach to interpreting Sharpe ratio is called
for, one that incorporates information about the investment style
that generated the returns and the market environment in which
those returns were generated.

The most common and classic model, Markowitz [4] model, is
used for optimal asset management. According to Markowitz's
approach, in choosing the optimal portfolio, the return and volatility
of the portfolio are important, where the amount of risk is the
standard deviation of the expected return.

The below is presented the expected return and standard
deviation of the portfolio:

pp(W) =wT s, op(w) = (W + 35 w)°%,

where:
i - NxI vector, i-th element is the expected rate of
return on the relevant asset,
w - Nx1 vector, i-th lement is the weight of the
corresponding asset in the portfolio and Y w =1,
Wp and o, - portfolio return and standard deviation,

¥ - NxN covariance matrix of asset returns.
The Markovitz model is considered as the basis for the

evaluation of the optimal portfolio. In this study, the following
interpretation of the Markovitz model's problem solution with
several limitations are considered.
Nw) =wlsp—Axswl «Z*w,
Axw =Db,
Cxw<d,
where 1A is the risk tolerance coefficient.
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The portfolio corresponding to the maximum Sharpe ratio is
considered as the optimal portfolio [5]. Typically, the Sharpe ratio
is used to measure a portfolio's performance, and the higher the
ratio, the higher the portfolio's return per unit of risk, where risk
is measured by the portfolio's standard deviation.

The Sharpe ratio is:

SR = (i, — 1)/},
where r is the risk-free rate of return.

Investors' risk preference can be described in terms of expected
return and standard deviation. For any level of risk, the portfolio
with the highest expected return is preferred, or, equivalently, for
any level of expected return, the portfolio with the least risk is
preferred. The higher the SR ratio, the higher the expected
additional return ( u, —r) for the unit risk ( o, ) of the portfolio.
The Sharpe Ratio tells an investor what portion of portfolio’s
performance is associated with risk-taking. It measures a portfolio’s
added value relative to its total risk [6].

The Sharpe ratio does not take into account the symmetry and
spread of the distribution of the returns of the portfolio, so in order
to evaluate the stability of the obtained results, the adjusted Sharpe
ratio is calculated in the study. First, the distribution moments of
the 3rd and 4th order are calculated, and then the adjusted Sharpe
ratio - ASR [5].

H3 e —
ASR = SR|1 +=2+ SR —
T 24

where u;,u, are the standardized central moments of the
corresponding return distribution?
The third-order moment or symmetry factor is a measure of the

3
* SR?|,

distribution's symmetry. A distribution is symmetric when the right
and left sides are equal, that is, the third-order central moment is
8



zero. The fourth-order moment, or coefficient of spread, shows the
concentration of the distribution around the mean. If the latter is
smaller than 3, we have a distribution centered around the mean,
and the opposite is a mean of greater spread.

The solution of the problem is presented not analytically, but
numerically, using the Matlab program. Under various constraints,
optimal portfolios are constructed and by applying the Sharpe ratio,
the risk/return behavior of these portfolios are analyzed according
to the specified criterion. For the construction of the portfolio,
unhedged returns are first calculated, based on the returns on
assets in dram value. The optimal portfolios are constructed by
applying restrictions by the currency of the asset traded and
restrictions by country. Considering that there are missing data in
the asset price series, the expected return and the covariance
matrix are estimated using the missing data method, and then the
covariance matrix is filtered based on the random matrix theory.
Next, the optimal portfolio is evaluated based on the Sharpe ratio.
For the optimal portfolio, an assessment of risk statistics is carried
out by currency, by country and by sector, as well as in the case of
various restrictions, by calculating the Sharpe and adjusted Sharpe
ratios, a comparative analysis of the portfolios and the stability of
the obtained result is performed.

In order to evaluate the optimal portfolio, investments in ETFs
[7] / ETF (Exchange traded fund) - a group of bonds, securities and
other types of securities / and RA government bond indices / ETF
and indices - henceforth active / are considered. The data are
observed monthly from 01.01.2014 to 02.28.2022. for the period
and are downloaded from Bloomberg [8]. ETFs are selected based
on the following criteria: monthly price availability, Morningstar
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Performance Rating 4 and 5 stars, region: USA, UK, France,
Germany, capital market value greater than 100,000, 3-month
average volume greater than 10,000, turnover the coefficient is
greater than 1. As a result, 48 ETFs are obtained with the above
parameters, and TBI discount bonds with a maturity of 1 week and
more and G5I coupon bonds with a maturity of 5 years and more
are considered as the index of RA government bonds [9]. In the
case of the base scenario, restrictions by country and currency are
defined as follows: as lower limit minimum 5% per country and 10%
per currency as upper limit 30% per country and 40% per currency
maximum investment in each asset 20% and minimum 0%. The
return on the risk-free asset is estimated at 8% at work.

As a result of optimization, based on the expected return and
risk estimates for the above mentioned assets, the effective limit of
the portfolios is calculated: Figure 1. The picture also shows the
optimum Sharpe portfolio:

Efficient Froniier

lized)

5 (ARNUE

Mean of Retim

| | | | |
&0z oM 0o (thi) a1 042 o g 0.18
Standard Deviation of Returs [Annuaized)

Figure 1. Efficient frontier. Sharpe ratio 0.26

10



Below shows the distribution of optimal Sharpie portfolio
weights by sector and country.

US:13% Country Weight
nia: 30%
UK:30
nce:5%

Germany:22%

Communications: 11% Sedtor Weght

Consumer Discretionany; ixed Income: 30%
10%
Consumer Staples:4%
Financials:1%

Energy:< 1%

Health Care:5% 3 Utilities: < 1%
Industrials: 2%
Materials: < 1%
Real Estate:= 1%~
Other sector:5%

Technology:30%

Figure 2. Distribution of Sharpe portfolio weights by country and
sector

In order to evaluate the sensitivity of the obtained results to the
change of restrictions, as a base option, the restrictions on the
investment of assets of the funds defined in the RA Law on
Accumulated Pensions [10] are considered, and under these
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restrictions, the 3rd and 4th order moments are first calculated
[Figure 3/, Sharpe and adjusted Sharpe ratios /Figure 4/. Then the
deviations from these restrictions and the sensitivity of the
coefficient to them are considered.

Fortfolio Skewness
Portfolio Kurtosis
—

Courfry mas limil
Figure 3. Portfolio skewness and kurtosis

In Figure 3 we received information about the symmetry and
distribution of the portfolio; the central moment of the third order
is negative, but, taking into account its magnitude, it can be
concluded that the distribution of optimal portfolios is symmetric
about the mean under the various constraints. Similarly, the plot
shows that the fourth-order central moment of the optimal portfolio
is very close to three, from which we can conclude that the
distribution of returns of the optimal portfolio has almost zero
excess (relative to the normal distribution) spread. Therefore, it can
be concluded that the distribution of returns of the optimal portfolio
does not have significant asymmetry and extra spread.
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Sharpe Rl
Adjusted Sharpe Ratio

“ o

Caunlry max limit

Figure 4. Sharpe and adjusted Sharpe ratios under constraints,
sensitivity

As a result, we can see from Figure 4 that the obtained optimal
result has no deviations, it is stable with respect to symmetry and
spread. Depending on the limitations, the values of the Sharpe ratio
are different. A diversified portfolio can be chosen under different
constraints, and the more the constraints are relaxed, the larger
the Sharpe ratio becomes.

The sensitivity analysis of the Sharpe ratio of the optimal
portfolio is carried out depending on the maximum permissible
weights of the asset and the country. The range of the maximum
weight of the asset is 5...50%, and the range of the maximum weight
of the country is 5...60%. As can be seen from Figure 3, the Sharpe
ratio of the optimal portfolio reaches its stable level at a maximum
limit of 35% of the asset and country, and the change of the Sharpe
ratio is almost zero at larger maximum allowable weights. If the
Sharpe ratio is 0.23 in the case of restrictions allowed by law, it can
reach 0.28 if the restrictions are relaxed, where the optimal
restriction is 35% for both the country and the asset. As a result of
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the sensitivity analysis of the adjusted Sharpe ratio, it is found that
the values of the symmetry of the portfolio range from -0.2294 to
-0.1535, that is, the distribution is slightly left-skewed, the
probability of accepting values smaller than the mean is greater.
Portfolio spread values range from 2.7654 to 3.3267, which means
the distribution does not have much extra spread. As a result of the
assessment of the corrected Sharpe ratio, it is obtained that the
coefficient values are in the range from 0.1850 to 0.2833, and in
the case of the Sharpe ratio, from 0.1859 to 0.2862. Therefore,
we can conclude that the obtained optimal result is stable with
respect to the criterion.

Conclusion
Under the constraints, an optimal portfolio is constructed and

the Sharpe ratio is estimated for the optimal portfolio. Then,
sensitivity analysis of Sharpe and adjusted Sharpe ratio to different
combinations of restrictions by country and by asset is carried out.
As a result of the analysis, it is found that when using the Sharpe
ratio as a decision criterion, the optimal limit for the country and
asset is 35%, while under RA law it is 15%, and the obtained result
is stable with respect to symmetry and spread, because the
deviations of the values are insignificant.
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INTERPRETIVE STRUCTURAL MODELLING IN MUNICIPAL
PROJECTS RISK MANAGEMENT

Abstract: There is risk in all projects, a correct understanding
of project risk can help project managers to complete it. Therefore,
the purpose of this study is to identify and rank the risk components
of municipal infrastructure projects based on the Structural-
Interpretive Approach (ISM).

Finally, there were 41 indicators in the subset of 8 dimensions,
which included (Organizational risk, Individual risk, and
Environmental risk, Familiarity of employees with project control,
Financial burden imposed, Initial miscalculation and incomplete
definition of stakeholder needs, Interpersonal risk, Internal
processes of organizational culture). Component (Organizational
risk, Individual risk, and Environmental risk) is in the first level,
component (Familiarity of employees with project control) is in the
second level, component (Financial burden imposed, Initial
miscalculation and incomplete definition of stakeholder needs,
Interpersonal risk) is in the third level and component (Internal
processes of organizational culture) is in the fourth level.

Keywords: Structural-Interpretive Approach (ISM), risk
taking, MICMAC analysis method, municipal projects

JEL classification: G31
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Research novelty: The present research is applied in terms of
nature and purpose, qualitative research in terms of data search
and descriptive-analytical in terms of data method. Using in-depth
and semi-structured interviews, the statistical sample was asked to
answer the interview questions based on the dimensions and risk
components of the municipal project. Sampling in this part of the
study was purposeful and 15 people from the research community
were selected as the research sample in this section. Finally, using
MICMAC analysis method, the graph of penetration power and
dependence of structural-interpretive components was determined.

Introduction
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 not effectively managed will face greater risks [1]. 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
[2]. 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 [3]. 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
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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 (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 [1]. In this
research, an attempt has been made to provide a model by
interpretive structural equations that can show the risk components
of municipal infrastructure projects.

Methodology
The present research is applied in terms of nature and purpose,

qualitative in terms of data search in terms of research and
descriptive-analytical in terms of data analysis. The interpretive
structural method is an effective and efficient method for topics in
which Qualitative variables interact with each other at different
levels of importance. Using this technique, the relationships and
dependencies between the qualitative variables of the problem can
be discovered. This methodology examines the order and direction
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of the complex relationships between the elements of a system, by
which the complexity between the elements can be overcome [4].

Data collection tools in this study were library studies,
interviews and interpretive structural questionnaires. The statistical
population of the study includes all professors and project experts,
managers of Tehran Municipality. In the first step, by studying
theories, models, approaches and using library resources,
searching the Internet and databases of valid domestic and foreign
electronic publications, the risk-taking components of Tehran
Municipality were identified. In the continuation of this section,
using in-depth and semi-structured interviews, the statistical
sample was asked to answer the interview questions based on the
dimensions of risk-taking.

Municipalities respond. It should be noted that sampling in this
part of the study was purposeful until 15 people were interviewed
to achieve theoretical saturation. In this part, participation in this
research was completely free by individuals and they were assured
that their answers would remain confidential. Semi-structured and
interactive-participatory method was used to conduct interviews
and collect data. The number of interviews continued until the
theoretical saturation was reached. Also, interviews were conducted
in person, meetings were held and online through virtual networks.
The interview time varied from 25 to 45 minutes.

After collecting the data, the first stage of Delphi semi-
structured questionnaires were designed based on it and the
participants in the research were asked to identify the important
dimensions and risk components of infrastructure projects, as well
as the dimensions and indicators. Add other possible items to the
list. Then, according to the results of the preliminary questionnaire,
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the second stage questionnaire (Delphi) was designed to achieve
consensus on effective indicators based on the Likert scale.
Questionnaire options including: very high (5 points), high (4
points), medium (3 points), low (2 points), very low (1 point) were
considered and the research participants were asked to rate each
of the components. Give.

In this study, the validity of the ISM questionnaire has been
obtained through content. To determine the content validity of the
questionnaire was used by experts, administrators and university
professors and the validity of the questionnaire was confirmed.
Also, to ensure the reliability of the research, detailed and accurate
note-taking and anonymous coding were used with the help of
coding who were not part of the research team.

Findings

Step 1: Identifying the risk components of infrastructure
projects

In this study, in order to identify the risk-taking components of
municipal infrastructure projects, it was based on the available
literature and the background of research on the dimensions and
components of risk-taking in each dimension, which were more
comprehensive and general, were identified. Finally, with the
collective agreement of experts, a total of 25 indicators were
identified in a subset of 8 dimensions, which can be seen in Table
1.

In the continuation of the research, the second stage of
interpretive structural modeling method has been used to
determine the type of correlation between the risk components of
infrastructure projects. At this stage, the relationships between
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dimensions are analyzed using interpretive structural modeling and
the conceptual relationship of "lead".
Table 1. Risk components

Risk components Row
Familiarity of employees with project control F1
Financial burden imposed F2
Initial miscalculation and incomplete definition of F3
stakeholder needs
Internal processes of organizational culture F4
Organizational risk F5
Individual risk F6
Environmental risk F7
Interpersonal risk F8

That is, the "two in two" comparison is done by experts in a table
between the row dimension (row) and the column dimension, and
the result is written as a symbol at the intersection of the row and
the column. If the row coefficient can be the background of the
column coefficient, the symbol is V; if there is a two-way relationship
between the row coefficient and the column, the symbol X; if the
column factor can be the background of the row coefficient, it is
the symbol A; If there are no rows or columns, the symbol O is used
in this conceptual relation [5].

Step 2: Formation of self-structured interactive matrix
(SSIM)

The structural self-interactive matrix consists of project risk
components and their comparison using four conceptual modes.
This matrix has been completed in the form of a questionnaire by
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researchers and researchers in the field of risk and professors and
academic experts in the field of risk taking. The information
obtained from the questionnaire was summarized based on
interpretive structural modeling.

Step 3: Determining the relationship between the risk
components

To implement this first step, a questionnaire was designed that
has a shape similar to Table 2, and thus the 8 selected dimensions
are mentioned in the first row and column of the table, and the
respondents were asked to pay attention to the introduced symbols.
(V, A, X, O) Specify the type of connections of the components in
pairs. Thus, the most common responses were selected. In fact, the
logic of interpretive structural modeling corresponds to non-
parametric methods and operates on the basis of fashion in
frequencies. Finally, the final structural self-interaction matrix was
formed based on the relationships seen in Table 2:

Step 4: Getting the Matrix

The received matrix is obtained by converting the structural
interaction matrix itself into a matrix of two values (zero and one).
To extract the received matrix, in each row the number one must
replace the symbols X, V and the number zero in its structural
interactive matrix must replace the symbols (A, O). After converting
all the rows, the result is called the initial received matrix (Table 3).

After receiving the primary matrix, the secondary relationships
between the dimensions were checked, that is, after the initial
received matrix was obtained, its internal compatibility was also
examined.
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Table 2. Self-interactive matrix of risk components of municipal
infrastructure projects

Fac| FI [ 2 [ F3 [ F4a [ F5 [ F6 | F7 | F8

tors
F1 A X X
F2 v v
F3 v
F4
FS
F6
F7
F8

< | x| Xx|>

<|>|>|Xx|>

>I< | I<|>P|I<|X

> | > | > > | X|XxX|>

Table 3. Initial received matrix of risk components of
municipal infrastructure projects

Fac- | Fi F5 | F6 | F7 | F8
tors
F1
F2
F3
F4

1
1
1
1
F5 1
1
1
1

-n
N
-n
w
-n
N

F6
F7
F8

—|o|l—-|o|o|o|=|o
O_A_L_L_A_L_AO
—|o|lo|o|o|=|=|o

olo|l—=|=|lO|=|—=]|—=
—|lo|lo|l=|=|=|=—~|=

For example, if the variable "a" leads to the variable "b" and the
variable "b" also leads to the variable "c", the variable "a" must also
lead to the variable "c", and if this is the case in the received matrix
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No, the matrix must be modified and the relationships that exist
directly between the dimensions; But it is not mentioned in the table
that they should be replaced. At this stage, with the consensus of
experts, the relationship between other factors was adjusted and if
there was an indirect relationship between the factors, it was
considered at this stage and the final changes were made in the
table scores.

By identifying the secondary relations, the modified received
matrix was obtained; then the modified table was provided to the
experts or the consensus of the experts on the relationship between
other risk components of infrastructure projects was examined and
if there was an indirect relationship between the dimensions, it was
considered at this stage. The results are presented in Table 4.

Table 4. Determining the relationships and levels of
risk components

Factors Input set Output set Jom‘F Level
collection
F1 1,2,3,4,5,6,7,8 1,3,4,7 1,3,4,7 2
F2 2,6,8 1,2,3,4,5,6,7,8 2,6,8 3
F3 1,2,3,5,6 1,3,45,8 1,3,5 3
F4 1,2,3,4,5,8 1,4,5,7 1,4 4
F5 2,3,45,6,7 1,3,45,6,7 3,4,5,6,7 1
F6 2,5,6,7,8 1,2,3,5,6,78 | 2,56,7,8 1
F7 1,2, 4,5,6,7,8 1,5,6,7,8 1,5,6,7,8 1
F8 2,3,6,7,8 1,2,4.,6,7 2,6,7 3

Step 5: Determining relationships and leveling dimensions
To determine the relationships and level the dimensions, a set
of outputs and a set of inputs must be extracted for each dimension
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of the received matrix. The set of outputs includes the dimension
itself and the dimensions that are affected by it. The set of inputs
includes the dimension itself and the set of dimensions that affect
it. Then determine the set of bilateral relations of each of the
dimensions; That is, the number of dimensions that are repeated in
both input and output sets. Dimensions are graded based on the
resulting sets. Typically, dimensions that have the same output set
and two-way relationship set constitute the top-level dimensions of
the hierarchy. In other words, if the output of the output set and
the input set (common set) are equal to the output set, it should be
at the highest level in the ISM hierarchy; therefore, the dimensions
of the upper surface of the source will be no other dimension. Once
the upper level is defined, it is separated from the other
dimensions. The next levels are then identified by an identical
process. The results for the components of risk-taking are
presented in Table 4.

According to Table 4 and the leveling of the risk component, it
was determined that the dimensions are in 4 levels.

Step 6: Drawing the model and network of interactions of
risk components

Then, the third step of method (ISM) was used to draw the
model and level the risk components. In this step, the network of
interactions between the dimensions of the research can be plotted
as a model. For this purpose, the components were first drawn from
top to bottom in terms of their level according to the data in Table
4 (Determining the relationships and levels of risk components)
(Figure 1).
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Figure 1. Interpretive structural model of risk components

As shown in Figure 1, the risk components are classified into 4
levels. In model (ISM), interactions and influences between
components and the relationship of different components are
visible. In the first level, there are components (Organizational risk,
Individual risk, Environmental risk), the dimensions of which affect

each other in pairs. In the continuation of the leveling of the
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components, the components (Familiarity of employees with project
control) and finally in the third level (Financial burden imposed,
Initial miscalculation and incomplete definition of stakeholder
needs, Interpersonal risk) and in the fourth level (Internal
processes of organizational culture) are located respectively and act
as the foundation stone of the model to provide the ground for the
emergence and realization of other factors at the top levels of the
model.

Discussion and Conclusion

Risk-taking is one of the most important components in
infrastructure projects that can help managers in project
management. Therefore, the present study examined the
identification of risk components of municipal infrastructure
projects. In this regard, citing the sources in the literature and the
research background in the field of risk components and factors
affecting each dimension, which were more comprehensive and
general, were identified. Finally, 8 components (Organizational
risk, Individual risk, Environmental risk) were extracted. According
to the model and network of interactions, the risk components of
municipal infrastructure projects (Familiarity of employees with
project control) are in the first level and all affect each other.
(Financial burden imposed, initial miscalculation and incomplete
definition of stakeholder needs, Interpersonal risk) Is in the second
level. (Internal processes of organizational culture). 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.
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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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ISSUES OF CHOOSING CLOUD COMPUTING
PLATFORMS

Abstract: Cloud computing has become increasingly popular
due to its cost-effectiveness, scalability, and flexibility. However, the
selection of the right platform can be challenging, with various
factors such as security, pricing, reliability, and functionality,
among others, to consider. This study found that while all three
platforms offer similar services, the selection of a platform depends
on the specifics needs of an organization, and it is crucial to conduct
a through evaluation of the different options to make an informed
decision.

Keywords: cloud computing platform, factors of security,
pricing, reliability, decision making

JEL classification: A12, L86

Research aim: to evaluate the critical factors that influence the
selection of cloud computing platform, provide guidance for
organizations to make informed decisions based on their specific
needs.
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Research novelty: identify the strengths and weaknesses of
each platform concerning security, pricing, functionality and
number of services in selecting appropriate cloud computing
platform.

Introduction

In today’s digital age, cloud computing has become a
fundamental technology of organizations looking to improve their
operations and reduce cost. The use of cloud computing platforms
provides businesses with numerous benefits, such as increased
flexibility, scalability and security. However, choosing the right
cloud platform can be a daunting task, given the increasing number
of options available in the market. Amazon Web Services, Google
Cloud Platform, and Microsoft Azure are among the leading cloud
platforms that offer a range of services and functionalities.

Overview of cloud computing and its significance to
organizations. It then delves into a comparison of the three leading
cloud platforms, highlighting their unique features and benefits.
The study evaluates each platform’s capabilities in c critical areas
such as data secure, performance, pricing models and availability
[1].

Research results

Businesses must conduct a thorough evaluation of the different
platforms to make an informed decision based on their specific
requirements [2].

Evaluate business requirements: Before selecting a cloud
platform, assess business needs, such as the type of applications
business run, storage and processing requirements, expected
traffic volume, and budget. Understanding business requirements
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will help you choose a cloud platform that meets business specific
needs.

Evaluate security measures: Evaluate the security measures
offered by each platform, such as data encryption, access controls,
and compliance certifications. Choose a platform that provides
robust security measures that align with security requirements.

Consider pricing: Consider the pricing models offered by each
platform, such as pay-as-you-go and reserved instances. Choose a
platform that offers a pricing model that aligns with budget and
usage requirements.

Table 1. Pricing of AWS, GCP, MA as of April 15, 2023

Platform | Service Starting price Type

AWS t4g.micro instance | $0.0058 per hour | VM

GC e2-micro instance | $0.0057 per hour | VM

MA Bls instance $0.0059 per hour | VM

AWS AWS S3 $0.023 per GB 0S

GC GCP Cloud $0.02 per GB 0S
Storage

MA Microsoft Azure $0.0225 per GB 0S
Blob Storage:

AWS db.t3. micro $0.017 per hour RD
instance

GC db-fl-micro $0.015 per hour RD
instance

MA Basic tier instance | $0.0093 per hour | RD

Evaluate reliability: Evaluate the reliability of each platform in
terms of uptime and availability. Choose a platform that offers a
reliable service with high availability that aligns with business needs.
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Evaluate functionality: Evaluate the functionality of each
platform in terms of the range of services and features offered.
Choose a platform that provides the necessary services and features
that align with business requirements.

Evaluate scalability: Evaluate the scalability of each platform in
terms of its ability to handle growth and increased demand. Choose
a platform that offers scalable solutions that align with business
growth plans.

First step. the initial articles of the report on the pricing (see
table 1),having this information a organization can chose platform
based on its budget. Next choosing platform based on security.
Depending on the business needs for scalability and functionality.

Virtual Machine - VM, Object Storage — OS, Relation
Databases - RD

The security measures implemented by AWS, GCP, and
Microsoft Azure:

Identity and Access Management (IAM):

AWS IAM: AWS Identity and Access Management (IAM) enables
you to manage access to AWS services and resources securely. You
can create and manage AWS users and groups, and use
permissions to allow and deny their access to AWS resources.

GCP IAM: Google Cloud Identity and Access Management (IAM)
lets you authorize who can take action on specific resources, giving
you full control and visibility to manage cloud resources centrally.

Microsoft Azure IAM: Azure Active Directory (Azure AD) is
Microsoft's cloud-based identity and access management service. It
enables you to manage access to Azure resources, as well as other
Microsoft services, such as Office 365 and Dynamics 365.
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Encryption:

AWS Encryption: AWS provides various encryption options for
data at rest and in transit. AWS Key Management Service (KMS)
allows you to create and control the encryption keys used to encrypt
data.

GCP Encryption: Google Cloud Platform provides strong
encryption for data at rest and in transit. Google Cloud KMS allows
you to create and manage encryption keys that can be used to
encrypt data.

Microsoft Azure Encryption: Azure provides encryption for data
at rest and in transit. Azure Key Vault allows you to create and
manage encryption keys, and store secrets such as passwords,
connection strings, and API keys.

Network Security:

AWS Network Security: AWS provides network security
features such as Virtual Private Cloud (VPC), security groups,
network ACLs, and Web Application Firewall (WAF) to help
protect network resources.

GCP Network Security: Google Cloud Platform provides
network security features such as VPC, firewall rules, load
balancers, and Cloud Armor to help protect network resources.

Microsoft Azure Network Security: Azure provides network
security features such as VNet, security groups, network security
groups, and Azure Firewall to help protect network resources.

Compliance and Certifications:

AWS Compliance and Certifications: AWS has a wide range of
compliance certifications, including SOC 1, SOC 2, 1ISO 27001, and
HIPAA, among others.
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GCP Compliance and Certifications: GCP has a wide range of
compliance certifications, including SOC 1, SOC 2, 1ISO 27001, and
HIPAA, among others.

Microsoft Azure Compliance and Certifications: Azure has a
wide range of compliance certifications, including SOC 1, SOC 2,
ISO 27001, and HIPAA, among others.

It's important to note that these security measures are just
examples, and each cloud provider offers a wide range of security
features and services. Before choosing a cloud platform, it's
important to evaluate the specific security needs of business and
ensure that the chosen platform meets those needs. Therefore,
when choosing between them, it's important to evaluate specific
security needs and consider factors such as:

Compliance requirements: If business needs to comply with
specific regulations such as HIPAA or PCI-DSS, you should
consider the compliance certifications offered by each provider.
Identity and Access Management: Look at the IAM features offered
by each provider to ensure that you can securely manage user
access to resources. Encryption: Consider the encryption options
offered by each provider to ensure that data is protected at rest
and in transit. Network Security: Evaluate the network security
features offered by each provider to ensure that network resources
are protected. Support and Documentation: Consider the level of
support and documentation offered by each provider to ensure that
you have access to the resources you need to maintain the security
of environment. Ultimately, the choice between AWS, GCP, and
Microsoft Azure will depend on specific security needs and
preferences. It's important to conduct a thorough evaluation of each
platform before making a decision.
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Second step: When choosing between AWS, GCP, and
Microsoft Azure based on the number of services (see table 2)
offered, it's important to keep in mind that the number of services
alone may not be the best indicator of which provider is the best fit
for your business needs. That being said, here are a few
considerations to keep in mind: Specific service needs, Integration
with existing systems, Ease of use [3].

Table 2. Number of services provided by AWS, GCP, and
Microsoft Azure as of April 2023

Platform Number of | Services

services
AWS 200+ | compute, storage, databases,
GCP 120+ | networking, machine learning,

analytics, security, and more

MA 200+

It's important to note that the number of services offered by
each provider may change over time as new services are introduced
or existing services are updated or retired. Additionally, the specific
features and capabilities of each service may vary depending on the
provider. Therefore, it's important to conduct a thorough evaluation
of each provider's services and compare them based on your
specific business needs.

Third step: Strengths and Weaknesses of each platform, is the
most crucial factor considering the platform for the business. Se
the following list of perks [4]:

AWS:
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Strengths: Largest cloud provider with the widest range of
services and features. Strong presence in the market, with a 32%
share of the cloud infrastructure market according to Synergy
Research Group. High scalability and flexibility, with the ability to
scale up or down quickly based on business needs. Strong security
features, including identity and access management, encryption,
and network security.

Weaknesses: Can be complex to use for some users, particularly
those without a strong technical background. Can be expensive for
smaller businesses, particularly if they are not using the services to
their full potential.

GCP:

Strengths: Strong focus on machine learning and data analytics,
with a wide range of services in these areas. User-friendly interface,
with easy integration with other Google products. Good pricing
model, with competitive pricing for many services. Good track
record for reliability and uptime.

Weaknesses: Smaller market share than AWS and Microsoft
Azure, with a 9% share of the cloud infrastructure market according
to Synergy Research Group. Fewer services and features than AWS,
although still a wide range of services are provided. Less
established than AWS and Microsoft Azure, with fewer third-party
tools and resources available.

Microsoft Azure:

Strengths: Good integration with other Microsoft products and
services, such as Office 365 and Dynamics 365. Large range of
services and features, with over 200 services available. Strong
security features, including identity and access management,
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encryption, and network security. Competitive pricing for many
services.

Weaknesses: Can be complex to use for some users, particularly
those without a strong technical background.

Can be more expensive than AWS for certain services.

Slightly smaller market share than AWS, with a 20% share of
the cloud infrastructure market according to Synergy Research
Group.

Conclusion

As more and more businesses move their operations to the
cloud, choosing the right cloud platform becomes increasingly
important. AWS, GCP, and Microsoft Azure are three of the leading
cloud providers, each with their own strengths and weaknesses. In
this article, we've taken a look at real data to help businesses make
an informed decision on which cloud platform to choose. One of
the key factors to consider when choosing a cloud platform is
pricing. AWS, GCP, and Microsoft Azure all offer a range of pricing
options, from pay-as-you-go to reserved instances. It's important to
evaluate business needs and usage patterns to determine which
pricing model will be most cost-effective. Real data shows, that GCP
generally has competitive pricing for many services, although AWS
also offers cost savings for larger workloads.

Security is another important consideration when choosing a
cloud provider. All three providers offer strong security features,
including identity and access management, encryption, and
network security. Microsoft Azure has a particularly strong focus on
security, with a range of security certifications and compliance
standards. Real data shows that all three providers have a good
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track record for reliability and uptime, although AWS has had some
high-profile outages in the past. Another key factor to consider is
the range of services and features offered by each provider. AWS
has the largest market share and the widest range of services,
making it a popular choice for businesses of all sizes. GCP, on the
other hand, offers a strong focus on machine learning and data
analytics, as well as a user-friendly interface and competitive
pricing. Microsoft Azure offers good integration with other
Microsoft products and services, a wide range of services, and
strong security features. Real data shows that AWS has over 200
services available, compared to GCP's 120+ and Microsoft Azure's
200+.

When deciding between AWS, GCP, and Microsoft Azure, it's
important to consider your specific business needs and use cases.
For example, if you have a large workload and require a wide range
of services, AWS may be the best choice for you. If you have a focus
on machine learning and data analytics, GCP may be the best
choice. If you already use other Microsoft products and services,
Microsoft Azure may be the best choice for integration purposes.

In conclusion, choosing between AWS, GCP, and Microsoft
Azure requires a thorough evaluation of each provider's pricing,
security, and range of services and features. Real data shows that
each provider has its own strengths and weaknesses, and the choice
will ultimately depend on your specific business needs and use
cases. With the right choice, businesses can take advantage of the
flexibility, scalability, and cost-effectiveness of cloud computing to
drive innovation and growth.
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ISSUES OF STRATEGIC ACCOUNTING FOR SUSTAINABLE
DEVELOPMENT OF ENTERPRISES

Abstract: Information users are currently interested in the
results of entrepreneurial activity not only in terms of financial, but
also non-financial achievements. Along with the traditional financial
reports, it is proposed to publish reports on the results of the
sustainable development of enterprises. The article presents
suggestions for improving the methodology of strategic accounting
for sustainable development of enterprises. In particular, new
management accounts and double registration correspondence
were proposed, through which the strategic results of sustainable
development of enterprises are recorded.
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JEL classification: M40, M41

Research aim: to develop a methodology of strategic
accounting resulting from the process of sustainable development
of organizations.

Research novelty: a methodology of strategic accounting of the
results of sustainable development of organizations was proposed.

Introduction
Information validity and transparency of accounting reports

have always been considered one of the cornerstones of business
culture. It has been a long time since accounting information in its
tangible scope has ceased to be considered a trade secret and is of
public interest. This was especially evident in the middle of the
previous era, when there was a demand to develop financial
accounting reporting standards [1], by which financial accounting
reports are compiled and are still being created and published, on
the basis of which external users of organizations make managerial
decisions.

However, as a rule, financial statements by organizations
mainly provide users with retrospective information and interpret
the results of economic activities of the past period [2]. On the
other hand, today, the public clearly demands that organizations
be accountable to those challenges, the solutions of which are
derived not only from private business interests, but also from
public interests. In particular, the public is interested in what
strategic expectations are formed in the organizations in the
foreseeable future, in what directions the business is developing,
having not only purely private economic targets, but also
environmental and social objectives [3].
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In this sense, the traditional published financial reports do not
satisfy the internal and external stakeholders of the organization
with their information and there is a demand to organize strategic
accounting. Financial statements published by organizations are
currently undergoing conceptual reforms. Report users view
organizations not only from a private but also from a public interest
perspective [4].

Research results

Strategic accounting is still interwoven with the management
accounting used in organizations and does not pose clear problems
in order to cover the place of sustainable business.

The solutions to the answers to the listed questions are found
in the information domain of strategic accounting carried out in
organizations, when the accounting system of sustainable economic
development is in place, financial and non-financial integrated
reports are published. At the same time, the International
Accounting Federation is currently tasked with developing
reporting standards that reflect the sustainable development of
organizations, which will create an opportunity to combine financial
and non-financial information flows and publish integrated reports
[5]. Strategic accounting can play a significant role in this matter,
which has the ability to use a special toolkit, to present the results
of the implementation of strategic goals of organizations with
uniform dimensions and homogeneous information flows from the
point of view of both private and public interest information
beneficiaries. The effectiveness of strategic accounting for an
organization also depends on the skill of the manager and the
quality of the information provided by strategic accounting. It is
from quality information that the right decisions are made, and it
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itself benefits significantly from the accurate use and display of
data. Therefore, the ability to receive, present and explain data is
becoming important for a manager nowadays [6].

When presenting the comprehensive statement of financial
position of the organization, it is necessary to separate the part of
the data related to sustainable development from the general
business information flows. By attracting various resources during
economic activity, the organization uses an incomplete part of them
in the directions of sustainable development of interest to the
public, but on the contrary, redirects them to gain profit for private
reasons [7].

Thus, in case of presenting reports, combined with integrated
management information, is facing with problem to separate the
information flows, that are related to the involvement of resources.
For this purpose, we suggest using special accounts, that will
separate and group the information flows, related to sustainable
development from the general information of the economic
activities of the organization.

Let's assume that the organization decides at the beginning of
the year to submit a combined report at the end of the financial
year, where information related to commercial activity and
sustainable development will be combined with monetary metrics.
To achieve this goal, we suggest the following steps.

First step. the initial articles of the statement of traditional
financial position (see table 1) are supplemented with assets aimed
at the sustainable development of business, respectively, with the
capital components that include the sources of their formation and
serve sustainable development. In this way, a comprehensive
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statement of financial position of the organization is obtained (see
Table 2).
Table 1. Statement of financial position (million, AMD)

Assets Sum Capital and Sum
liabilities

Buildings 20 | Share capital 55
Equipment: 40 | Accumulated profit 5
Supplies 10 | Loan obligations 9
Debtors 7

Cash 3 | Purchase Obligations 11
Balance 80 | Balance 80

And it turns out that at the beginning of the year, the
comprehensive statement of financial position is composed with
reviews of capital and assets aimed at sustainable development. In
particular, the equipment owned by the organization is presented
in two sections: production and environmental. The same applies to
stocks. In addition, the comprehensive statement of financial
position recorded assets (labor, social, intellectual) that are outside
the scope of financial accounting, but are recognizable by the
organization in the context of sustainable development.

The comprehensive statement of financial position shows a new
approach also in terms of the organization's capital structure. In
particular, reviewing the equity capital in terms of ensuring the
effectiveness of financial and sustainable development, as well as
adding components of environmental, human and social capital.
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Table 2. Comprehensive statement of financial position at
the beginning of the year (million AMD)

Assets Sum | Capital and liabilities | Sum
Buildings 20 | Financial capital 35
Production 28 | Accumulated profit 5
equipment
Air filters 12 | Environmental capital 12
Traditional 2
resources
Substitutes for 8 8
natural raw Natural use capital
materials
Intellectual assets 9 | Intellectual capital 9
Job resources 11 | Human capital 11
Social assets 6 | Social capital 6
Debtors 7 | Loan obligations 9
Cash 3 | Purchase Obligations 11

Balance | 106 Balance 106

Second step: with double entries, the changes of the assets
targeted at the sustainable development of the organization and the
capital components forming them are recorded. The initial

49



comprehensive statement of financial position creates the basis for
the accounting of the formation of new value by the organization
during the year and the presentation of the combined report at the
end of the year, which we can present with the help of the
accounting record of the following economic operations.

1. By combining the expenses and incomes of the reporting
period of the organization, the profit of the business was
formulated, which increased the funds by 15 million AMD:

DR Cash ............ 15

CR Accumulated profit................. 15

2. Having received a grant in the reporting year, the

organization equipped the ventilation equipment with 8 million

drams:
DR Air filters..........cccc..... 8
CR Environmental capital......8

3. In the reporting year, a decrease in intellectual assets of 4
million drams was recorded in the organization.
DR Intellectual capital.................. 4
CR Intellectual Assets......4
4. In the reporting year, the human capital used in the
organization was declined by 2 million drams:
DR Human capital.................. 2
CR Job Resources........................ 2
5. Substitutes for natural raw materials worth 3 million drams
were purchased during the reporting period with state assistance
DR Substitutes for natural raw materials....... 3
CR Natural use of capital............. 3
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6. In the reporting year, the organization expanded the social
capital due to the increase in business management, presenting it
with a re-estimated increase of 6 million drams.

DR Social Assets....... 6

CR Social capital ..... 6

The presented accounting reports record the changes in the
capital components that form the public value created by the
organization as a result of the business activity of the reporting
period. In practice, with the help of these correspondences, an
opportunity is created to present a comprehensive statement of
financial position published by the organization.

Us a result of the presentation of the comprehensive statement
of financial position offered by us, an opportunity is created at the
end of the year to identify the risks related to the sustainable
development of the organization, the possibilities of their mitigation,
as well as the directions for improving the applied management
system.

Thus, by registering the results of the above-mentioned
accounting correspondence during the year in the comprehensive
initial statement financial position, the end-of-year report is
obtained (see table 3), where a comparison field is created between
the resource changes of sustainable development according to the
relevant capital components.

In particular, the users of the published combined report are
presented with findings on what factors have decreased human
capital, what are the opportunities, if applied, the organization will
increase its capabilities for attracting and expanding qualified labor
in the medium or long term.
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Table 3. A comprehensive year-end statement of financial
position (million, AMD)

Assets Sum Capital and Sum
begin- | en- liabilities begin- | en-
ning | ding ning | ding

Buildings 20 20 | Financial capital 35 35
Production | 28 28 | Accumulated S 20
equipment profit
Air filters 12 20 | Environmental 12 20
capital
Traditional 2 2
resources
Substitutes 8 11 8 11
for natural Natural use
raw capital
materials
Intellectual 9 S | Intellectual capital 9 5
assets
Job 1 9 | Human capital 1 9
resources
Social 6 12 | Social capital 6 12
assets
Debtors 7 7 | Loan obligations 9 9
Cash 3 18 | Purchase 11 11
Obligations
Balance| 106 | 132 Balance| 106 | 132

Moreover, in this case, both quantitative and qualitative
assessments are given, performing scenario analyzes in terms of
the value of the organization. In our example, an organization may
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present human capital replenishment opportunities with the goal of
incurring the cost of its own resources. In this case, there will be a
need to compile and publish comprehensive reports of financial
results and cash flows, which will enable scenario analyzes and
financial risk assessments in the short and long term.

Conclusion
Integrated published reports will be formed and published in

the near future according to the requirements of the International
Financial Reporting Standards (IFRS - S1), where it will be clearly
presented what findings will be made in the direction of sustainable
development of organizations [8]. Naturally, in this field, a problem
will arise, how to measure and account for the results of sustainable
development and the resources supporting their formation, which
will then be the basis for further reporting findings. Of course,
findings related to sustainable development in published reports
may be merely descriptive, without systematic quantitative analyses.

However, we believe that in the end, an international accounting
methodology should be formed to combine financial and non-
financial business information, to present a framework and toolkit
of unified approaches to the assessment of sustainable development
resources and accountability, not only in terms of disclosures, but
also in terms of a revalued alternative information coordination
towards the ESG concept. It, in turn, will contribute to the
systematic analysis of the results of sustainable development based
on integrated thinking and the establishment of effective
management decisions aimed at mitigating risks.
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ISSUES OF CONTROLLING SUSTAINABLE DEVELOPMENT
OF BUSINESS

Abstract: The business activity of the enterprises does not only
pursue private interests, but also related the public expectations
results. Society requires enterprises to create additional public
value as a result of business, which is regarding to sustainable
development. The article explains, how the company will present
the growth of environmental resources characteristic of sustainable
development and the qualitative changes of human capital in its
published accounting reports.

Keywords: business, integrated accounting report, social
capital, environmental resources, control of non-financial results

JEL classification: M41

Research aim: the purpose of the research was to study the
approaches to evaluating the results of sustainable business
development and to make recommendations in that direction

Research novelty: the article commented on approaches to
improving the framework for evaluating the results of sustainable
business development in companies’ financial statements.

Introduction
Business results have traditionally been monitored in terms of
emerging financial implications. Moreover, this control was always
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carried out both from the inside and from the outside. The internal
managers are interested in the movement of the organization's
assets, the formation of business profits, and the external partners
of the organization monitor the financial condition of the
organization, the movement of funds, and the emerging financial
results with published reports.

However, nowadays, the results of business are considered not

only from the point of view of private, but also of public interests,
in particular, from the point of view of sustainable development of
entrepreneurial activity. Therefore, it is a task not only to control
the results of sustainable development of business, but also to
publish them for external users in the reports of enterprises.

On the other hand, indicators of sustainable business
development are not only financial, but also non-financial in nature,
thus creating certain difficulties in accounting reports published by
companies.

Research results

Control of the results of sustainable business development is
considered relevant in enterprises. Partners of the organization,
and especially investors, when making decisions, try to understand,
what results contributing to sustainable development will be
obtained from specific business activities [1]. However, the informa-
tion in the published accounting reports in this area is quite scarce,
and in most cases, almost non-existent [2]. Therefore, managers in
enterprises currently have the problem of how to obtain infor-

mation related to sustainable development and how to control it.
The International Federation of Accountants is already
taking steps in this regard and has published the draft International

Financial Reporting Standards (IFRS - S1), where the specific task
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is to present an integrated report with financial and non-financial
data [3]. Therefore, the accounting reports of enterprises will also
present information related to the results of sustainable business
development. However, it is still not clearly outlined, and even more
regulated, how this information should be formed in the published
reports [4].

From our opinion, it is recommended to develop three
groups of indicators: environmental, social and human capital in
terms of the results of sustainable business development (see
Figure 1). Ensuring environmental activities in the business sector
is first of all characterized by the accumulation of necessary
resources in the field of environmental protection over time, and
then by their use [6]. Therefore, we propose to record the
accumulation of environmental resources in the reports on the
financial condition of enterprises, which will serve as a basis for
monitoring the results of sustainable business development.

Currently, the expansion of partnership relations in
entrepreneurship is also emphasized, which is manifested through
the accumulation of social capital [5]. The more enterprises are
trusted by business partners, the more the reputation of the
business increases, and therefore the social capital. And if the latter
is recorded in the reports on the financial condition of enterprises,
then an opportunity is created to organize control over the
consequences of sustainable business development.

And finally, the success of sustainable business development
is not formed without the use of quality human capital [7]. At
present, attracting qualified labor resources and their regular
training is a serious challenge for enterprises. Therefore, we
suggest that in the published statement on the financial position of

59



the enterprises, the growth of the managed human capital can be
an important source of information in the field of control of the
results of business sustainable development.

Report on the financial position

of enterprises
Environmental Entrepreneurial social Human
resources capital resources capital

resources

T~ | —

Accounting information for sustainable
business development controlling

Figure 1. Directions for accounting information improvement
for controlling to results of sustainable business development

Conclusion
The results of business activity in current conditions of

competition included of the of interests scope to the partners of
the enterprise not only in purely financial terms, but also in non-
financial terms [8]. The additional result value as a result of
business is especially important, which also includes components of
sustainable development from the public point of view. Therefore,
there is a need to publish integrated accounting reports, where
both financial and non-financial achievements of the accounting
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year of the business will be presented. It is especially important to

include in the statement on the financial position of organizations,

components, supporting the sustainable development of business,

which are related to environmental protection resources,

enlargement human and social capital of the enterprises.
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FINANCIAL RESOURCES ACCOUNTING ISSUES IN
UNIVERSITIES

Abstract: Obtaining information to evaluate the effective use
of financial resources of universities has always been a problem in
management departments. In the article, a methodology of
managerial accounting of the efficiency of financial resources is
proposed, which enables solving a number of problems in
universities. An information system for efficient use of financial
resources is recommended, according to responsibility centers. In
this case, with the information registered in the accounts,
management reports are regularly presented, which reveal which
departments of the university's activity have failed in the field of
effective use of financial resources and who are responsible for
them.

Keywords: financial resources, responsibility centers,
managerial accounting, administrative reports, scientific and
educational activities

JEL classification: M40, M41

Research aim: identify ways of evaluating the effectiveness of
the use of financial resources presented to universities.
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Research novelty: a managerial accounting methodology for
the efficient usage of financial resources accessible in universities
was proposed.

Introduction

The process of measuring the effectiveness of the use of
financial resources will be carried out in a more methodical
approach, if it proceeds with the coordination of relevant
information flows, which can be carried out using accounting
methods [1]. Double-entry bookkeeping forms an information
system, in which the separate financial components presented are
interconnected and balanced. In this case, it is possible to create
systematic information flows and present reports on the financial
and economic results of the organization's activities [2].

However, until now, accounting for the effectiveness of
financial resources of universities has not been used in practice,
and the information flows related to the process have not been
coordinated, the presence of which will significantly increase the
usefulness of the accountability of the use of finances. If the
accounting of the efficiency of the use of financial resources finds
its practical application in universities, then the beneficiaries will
receive a clear report on which areas of scientific and educational
activity there were deficiencies in the effective use of financial
resources, in which departments of responsibility they were
formed and who are responsible for the occurrence of negative
results.

Research results
It is reasonable to solve the problem of coordination of
information flows of the efficiency of financial resources using the
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administrative accounting methodology. Currently, the managerial
accounting used in universities only solves the problems of
coordination of cost flows, which is regulated by the 8th class of
the chart of accounts of accounting in organizations [3]. In this
case, the integrated system of managerial and financial accounting
is used, because the accounts represented by class 8th are
interconnected with other account groups of the chart of accounts.
Naturally, this correlation is carried out in monetary terms, since
ultimately the management accounting information is conveyed in
the financial statements published by the organizations.

With this approach, it is not possible to calculate the
information flows of the efficiency of the use of financial resources
[4], because the results of scientific and educational activities have
different measurements (person, day, drams, etc.). Therefore, we
propose to apply not an integrated, but a localized system of
managerial accounting of the efficiency of the use of financial
resources, where the use of financial resources of the university
and the various results of scientific and educational activities are
only offset against each other, which are brought to the same
dimension, expressed with deviation coefficients.

In this case, the goals and actual results of the use of financial
resources are consolidated within the framework of one local
solidarity (see table 1). However, "usage-outcomes" comparisons of
financial resources still do not provide prerequisites for the
accounting of information flows in managerial accounting, as they
appear with different metrics.

Therefore, before entering into the management accounting
system, we suggest the implementation of the calculation of
coefficient deviations of the component of the use of financial
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resources according to separate scientific and educational paths
(see table 2).

Table 1. Objectives and actual results of the use of financial
resources in the university

Financial | Pro- | Actual | Purposes of Use | Pro- | Actual
resources | posed posed
(mIn AMD)
Education 80 70 | Student quantity | 250 | 240
fees

Grants 45 60 | Commercialize- 50 65
tion of research
results (min
drams)
Quality 20 30 | Average quality 70 80
improvem assessment of
ent students (points)
resources

At the same time, in order to organize double ledger
management accounting, we also propose to balance the coefficient
deviations of the use of financial resources and their directions,
which will create an opportunity to coordinate the necessary
information flows. In table 2, the deviations of the actual results
from the goals of the use of financial resources presented on the
left side are balanced with the actual deviations of the expected goal
from the use of financial resources presented on the left side, which
is the object of the management accounting of the effectiveness of
the financial resources of the university. Moreover, as a result of
such combinations of deviations, the "Balanced deviation" indicator
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is formed, which can be recorded both on the right and on the left
side of the table. In general, it is not recorded in the management
accounting reports, but in a certain sense it is an analytical indicator
when evaluating the efficiency of the use of financial resources.

Table 2. Coefficients deviations of the component of the use
of financial resources according to directions

Inventory Usage Vari- | Inventory usage Vari-
ance | outcomes ance
Education fees 0,875 | Student quantity 0,96
Grants 1,333 | Commercialization of 1,30
research results (min
drams)
Quality 1.5 | Average quality 1,14
improvement assessment of students
resources (points)
Balanced variance 0,30
8
Total 3,708 3,708

Obviously, the organization of localized managerial accounting
of the effectiveness of financial resources also implies the use of
special accounts and accounting correspondence [5]. And as a con-
sequence, there is a need to form a mechanism for regulating
information flows of managerial accounting.

Thus, based on the data in table 2, for the managerial
accounting of the effectiveness of the financial resources of the
university, we propose a number of new accounts, such as "Tuition-
fee deviations", "Grants deviations", "Quality improvement
resources deviations", "Students' deviations in number", "Variances
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in the commercialization of scientific results", "Variances in the
students' grading".

The information recorded in the listed accounts are summarized
in the "Variances in the use of financial resources" and "Variances
in the use of resources" accounts, which do not have a residual
balance, because the information included in them is completely
transferred and balanced in a separate management account. As a
result, the "Balance of deviations" account is also closed at the
beginning of the month, comparing the deviations of the actual
results of the use of financial resources and the resulting scientific
and educational activities from the planned values (see Figure 1).

Variances in the use Variances of financial
of financial resources recourses usage outcomes

Balance of deviations

— | —

Figure 1. The proposed mechanism of managerial accounting
for the formation and use of financial resources

In this case, the necessary information flows are formed by the
principle of continuity and double registration in the management
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accounting system, which characterize the efficiency of the use of
financial resources in universities, applying the following accounting
reports offered by us:
- the deviations of the actual use of financial resources for
grants from the planned ones were formulated;
DR Variances in the use of financial resources...1,333
CR Variances of Grants ...........c.cccccoveuevveeennen. 1,333
- the deviations of the actual use of financial resources for
tuition fees from the planned ones were formulated;
DR Variance in the use of financial resources ...0.875
CR Tuition deviations ...................... 0,875
- the deviations of the actual use of the reserves from the
planned quality improvement resources were formulated;
DR Variance in the use of financial resources....1,5
CR Variances of Quality Improvement Resources ....1,5
- the deviations of the actual part of the financial resources
usage for ensuring the number of students from the planned ones
were formulated;
DR Deviations of the number of students............ 0.96
CR Variance of resources usage component....0.96
- the deviations of the actual part of the usage of financial
resources in the field of scientific and research works were
formulated;
DR Deviations in the results of commercialization .1,3
CR Variances of the resources’ usage component...1,3
- the deviations of the actual part of the financial resources’
usage for the provision of students' grading level were formulated.
DR Students' GPA deviations............... 1,14
CR Variances of the resource usage component...1,14
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- the accounting correspondence of the balance of recorded
deviations was formulated.

DR Resource usage variances.......0,308
CR Balance of deviations ........................ 0,308
DR Resources usage variances .................... 3,4
CR Balance of deviations ......................... 3,4
DR Balance of deviations ........................... 3,708

CR Variances in the use of fin. resources ... 3,708

By formulating the correspondences offered by us in the
accounting related to the information on the efficiency of the use of
financial resources in the double registration method, an
opportunity is created to coordinate the information flows related
to the efficiency and to submit a management report within the
university (see table 3).

Table 3. Management accounting report on the effectiveness of
the use of financial resources

Financial | Responsibility | Resources | Deviations of
resource’s | center deviations | outcomes
Tuition Education 0,875 0,96
fees Department
Grants Department of 1,333 1,30
Science and
Innovation
Provision | Internal Quality 1.5 1,14
funds Assurance
Department
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Table 3, which is an internal report on the effectiveness of the
use of financial resources of the university, is compiled with
information on the new accounts and accounting correspondence,
that we offer for management accounting. And it gives an
opportunity to present such a report not only on the basis of
interrelated information, but also on the principle of continuity.
Thus, the work of the proposed mechanism for the formation of
information flows for the management accounting of the
effectiveness of financial resources is ensured by such accounts,
that constantly record in which circles the financial resources
supporting the scientific and educational activities of the university
were formed and in what directions and proportions received their
results.

Thus, if the education department still managed to collect less
than planned tuition fees (deviation 0.875) and still not allow a drop
in the number of students equivalent to it (deviation 0.96), then the
degree of financial resources usage in this direction should be
considered as effective. The same cannot be said for the use of
grant resources, when the financial resources allocated to research
work were formed more, than planned (deviation 1.33), but their
feature, i.e. the commercialization of the obtained scientific results,
did not provide adequate progress (deviation 1.30).

Naturally, such information obtained from accounting accounts
on a continuous basis can be the basis for making timely and sound
management decisions on increasing the efficiency of the use of
financial resources.
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Conclusion

Thus, the mechanism proposed by us for the calculation of the
efficiency of financial resources provides an opportunity to solve a
number of problems in universities.

First, an information system for the formation and usage of
financial recourses is formed, which, unlike financial accounting,
presents not only indicators with monetary measurements, but also
non-monetary information flows, which enables accounting
monitoring of the efficiency of the usage part of financial reserves,
according to the university's scientific and educational in various
fields of activity.

Secondly, an information system for efficient use of financial
resources is formed according to responsibility centers. In this
case, with the information registered in the accounts, management
reports are regularly presented, which reveal which departments
of the university's activity have failed in the field of effective use of
financial resources and who are responsible for them.

Thirdly, such a reporting system is formed, when feedback is
provided between the beneficiaries related to the effective use of
financial resources and the university's administrative
departments, which makes it possible to implement sound
managerial decisions in terms of increasing the financial, economic
and social aspect of scientific and educational activities [6].
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CONCEPTUAL PROBLEMS OF IMPLEMENTATION STARTEGIC
ACCOUNTING

Abstract: We made proposals for the concept of using strategic
accounting in organizations, in accordance with the implementation
of management tasks and sustainable development of enterprises,
including financial and non-financial results of business activities. It
is also recommended to organize strategic accounting with a
differentiated methodology for each business field, retaining the
inclusion in the accounting system of key indicators for achieving
managerial goals and intentions for sustainable business
development.

Keywords: strategic accounting, integrated reports, sus-

tainable development accounting, performance accounting

JEL classification: M40, M41

Research aim: propose a concept for implementing strategic
accounting in organizations.

Research novelty: a strategic accounting methodology was
developed on the basis of assessments of sustainable development
and managerial decisions of organizations.

Introduction
Methodological studies of the directions and functions of
strategic accounting show that theorists have not yet presented a
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specific concept that would summarize the scope of this type of
accounting goals and the results expected from them. If, from the
beginning, in the professional literature, strategic accounting was
considered as a tool for the presentation of information reports for
the realization of internal and external competitive goals of
organizations [1], then today strategic accounting is considered as
the most important means of accountability characterizing the
sustainable development of organizations. which even receives its
regulations according to international accounting standards [2].

On the other hand, if management accounting is mainly an
information system representing a "trade secret" of organizational
activities and does not publish its reports as a rule, then strategic
accounting is a more open information system in terms of publicity
and gives comments. not only in terms of business activity, but also
in terms of non-financial results [3].

Research Results

The concept of strategic accounting needs to be made in such
a way that it is accountable to the internal stakeholders of the
organization and provides information containing "commercial
secrets”, and on the other hand, to provide accountability to the
public and make its information public.

In this regard, we propose to apply such a structure of strategic
accounting, that can satisfy the information requirements of both
internal and external stakeholders of organizations, while ensuring
publicity and confidentiality of competitive information (see Figure

1).
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Figure 1. Strategic accounting proposed application framework’

With its information mainly aimed at making decisions related
to the foreseeable future, we recommend that strategic accounting
be implemented in two key directions: accounting for the
performance of the organization's managerial goals and accounting
for the results of the organization's sustainable development.

! Composed by author
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Moreover, if the results of the first direction can be partially
publicized by the organizations, because they contain a certain
commercial secret, then the proposed second direction of strategic
accounting simply needs to be made public with its results [4].
Moreover, the main goal of strategic accounting for sustainable
development is to provide information on the results of the
organization's activities in terms of the creation of additional results
for public and not private business reasons, which is realized in the
report provided by the accounting conducted in that direction (see
Figure 1).

We propose to integrate the strategic reports on the
achievement of objectives and the formation of public additional
value by organizations with the published traditional financial
reports and to present an integrated (comprehensive) report that
will satisfy both the private beneficiaries of business and the
financial and non-financial circles of the general public information
consumption expectations. Perhaps, professional literature
mentions, the need to integrate financial and non-financial
information [5], but such proposals are not systematic in nature,
especially when they do not present ways of integrating similar
information.

In the professional literature, ways of integrating non-financial
and financial information in the system of strategic accounting are
presented, particularly mentioning, that it is most applicable in the
control system of economic activities [6]. The authors also express
an opinion on the integration of non-financial and financial results
of business to apply the structure of accounting for deviations.

In this case, the indicators represented by different non-
financial indicators of economic activity are brought into a unified,
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factorial form and thereby become comparable, subjected to double
registration. Such an approach solves the problems of recording,
measurability and accounting of the actual achievement of
managerial non-financial goals, based on relative indicators.

In the professional literature, there is also an opinion to carry
out a strategic accounting of the competitiveness of formations, in
this case also using relative indicators. At the same time, using the
coefficients, it is proposed not only to solve the problem of bringing
financial and non-financial incomparable indicators into the field of
comparability and to account for them with double registration [7],
but also to implement a system of strategic accounting of
organizations in the balance sheet of indicators of managerial goals
in the following format:

Actual Performance = Competitive Performance +
Deviations

Moreover, with this methodology, an attempt is made to
evaluate and even calculate the effectiveness of the management
system used in the organization, because the maximum limit of
competitive indicators is marked at the level of 1.0, and the
realization of their availability by each factor is represented by 1.
with coefficients smaller than 0. And the more these factors move
away from one another, the more ineffective the given sphere of
management is. Therefore, it becomes possible to calculate the
managerial efficiency of the organization's functions, considering it
as the most important component of the strategic accounting
system (see Figure 1).

The next most important goal of strategic accounting, from a
public perspective, is the presentation of an added value report due
to the sustainable development of accounting methods, which is
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formed by organizing business activities based on the
"environmental protection - social trust - effective management"
chain. with current demand (ESG). Accounting of the results of
sustainable development on the basis of environmental protection
is proposed in the professional literature to be carried out by
organizations taking and recording environmental obligations. In
this case, in case of causing damage to the environment, the
organizations are not limited to the environmental protection fees
set by the state, but use "eco-drivers" at their own will, that is,
environmental reserve fund formations that are applied at the
expense of expenses. for measures to restore the damage to the
surrounding environment as a result of business (forest planting,
cleaning of water basins, provision of health care services to the
workforce, etc.). Therefore, in such a case, a correlation is formed
between the report on the financial condition of the organizations
and the report on the financial results in terms of environmental
activity [6].

In the report on the creation of additional value of organizations
for public reasons, the reflection of the formation of human capital
is also considered relevant (see Figure .1). In recent years,
accounting system theorists suggest considering the number of
employees involved in organizations as assets and presenting them
in the form of human capital in the financial statement. Moreover,
if the organization continuously implements the labor qualification
process, then the resources spent in that direction are debited in
the asset of labor resources, and with double registration, they are
adequately credited in the human capital reflected in the financial
statement [8].
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Such an approach is based on the fact, that labor resources,
according to the logic of a managed asset, also provide inflows of
economic benefits for the organization, therefore, on the one hand,
they should be valued and recorded as assets in the published
reports, and on the other hand, adequately recorded as human
capital.

And finally, in the strategic accounting reports of sustainable
development of organizations, there is currently a requirement to
record the formation of social capital due to business [9]. In the
course of doing business, the good reputation of the organization
is not limited only by the formation of goodwill. Having many
external partners (investors, lenders, suppliers, buyers, etc.), and
also establishing relationships with internal stakeholders (workers,
technical staff, managers), the organization gains a reputation for
trust through its perceptible and balanced activities, thereby
increasing its the value of social capital, i.e. the value of trusted
partner relations, the measurement of which theorists still do not
agree.

Moreover, in the professional literature, it is recommended to
carry out the accounting of receivables and credit-related debts in
a normative manner by defining in advance the estimates of their
formation [10]. And if there are positive deviations in these
estimates, then it is emphasized that the level of trust of the
organization's buyers and suppliers in the partnership environment
has increased.

82



Conclusion

Thus, when forming the concept of the application of strategic
accounting in organizations, we recommend the following
approaches:

First, to clearly present the areas that are grouped according to
the performance of managerial objectives and directions of
sustainable development, including financial and non-financial
results of business.

Second, to organize strategic accounting in each sector with a
differentiated methodology, considering the characteristics of the
accounting subject, but maintaining the inclusion of the key indi-
cators of the achievement of objectives and sustainable business
development into the accounting system.

Third, consider the presentation of financial and non-financial
information as a basis for the preparation of integrated reports,
thereby satisfying the requirements of internal and external
beneficiaries of information in terms of private and public
expectations.
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CONSEPTUAL ISSUES OF INTERNAL AUDIT

Abstract: The characterization of internal audit and the scope
of organizational functions are perceived differently by
stakeholders. Formed much later than external auditing, internal
auditing developed relatively quickly, and that too in several
directions. Currently, the most common types of internal audit are
operational audit, management audit and performance audit.
Studies show that in practice, the listed types of internal audit
overlap in their functions, which not only causes confusion among
audit beneficiaries, but also takes additional resources from the
organization.

The article clarifies the functions of operational, management
and performance audit from the point of view of the beneficiaries.
Operational audit pursues the identification of efficiency reserves
in the implementation of various entrepreneurial functions, which
are related to production, service provision. The task of
management audit is to promote the functioning of the effective
management system used in the organization. And the performance
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audit is mainly related to the public sector organizations and aims
not only to find out the reliability of the budgets of state finances,
but also their effectiveness in terms of the expectations of the
beneficiaries.

Therefore, the areas of operational, management, and
performance auditing may intersect somewhere in organizations.
And the smaller the scope of managerial, operational and
performance audit functions, the more effective the organization of
internal audit in organizations.

Keywords: internal audit, auditing standards, operational
audit, performance audit, management audit, beneficiaries of audit

JEL classification: M40, M41

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

Research novelty: from the beneficiaries decision-making
point of view, managerial, operational and performance audit
functions have been specified in the concept of internal audit.

Introduction

The requirement to form an internal audit is mainly related not
so much to the assurance of information, but to the control
functions of economic activity, with the aim of increasing the degree
of efficiency of entrepreneurship. Consequently, the establishment
of an internal audit institution is not at all an assessment of the
reliability of the published financial statements, but rather an
advisory and impartial opinion from an independent third party. In
this regard, the business owner, shareholders and even the
beneficiaries of public organizations feel the need to form internal
structures that will function independently of the executive
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management circles, will evaluate their work, will identify the weak
points of entrepreneurship and will present recommendations for
their elimination. However, at the same time, internal audit has its
various manifestations in organizations. On the one hand, it reveals
deficiencies in the implementation of specific functions (production,
organizational) in the field of business, on the other hand, it helps
to increase the efficiency of entrepreneurship management
systems. And finally, in the public sector, internal audit pursues the
evaluation of the performance of defined programs, both in terms
of the fulfillment of budgets and the integrity of the intended
results. And it turns out that in practice the internal audit is
perceived differently by the beneficiaries, and gives rise to the
clarification and interpretation of its functions.

Research Results

Internal audit experienced its development especially in the
80s of the last centuries, when the scope of functions of this
structure was regulated. Subsequently, internal audit standards,
internal auditors’ codes of conduct, and internal audit
implementation legislation came into force.

The internal audit operating in the organizations practically
finds the edges of interactions with the external audit invited from
outside. The regulation of such interactions is addressed by the
international auditor standard 610 "Investigation of internal work",
where it is stated that the role of internal audit is determined by the
management of the organization and its objectives differ from the
objectives of the external auditor, who is invited by organizations to
present a conclusion on financial statements.
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Therefore, the objectives of the internal audit functions change
according to the requirements of the organization's management,
and the main task of the external audit remains the same: to
determine whether the published financial statements are free from
material misstatements.

However, in achieving their respective objectives, the internal
and external audit functions overlap to some extent, so some
aspects of internal auditing may be useful in carrying out external
audit procedures. At the same time, the international standard of
external auditing emphasizes that the external auditor is responsible
only for the expressed audit opinion and thus, does not reduce his
responsibility at all when using internal audit work.

In this regard, internal audit standards are in practice along
with external audit standards. Since 2011, the Republic of Armenia
has had internal audit standards with the following groups:

1) characterizing standards (Attribute Standards).
2) operational standards (Performance Standards).
3) Implementation Standards.

Characteristic standards consider the main characteristic
features of internal audit organizations and parties. Operational
standards describe the nature of internal auditing and provide
qualitative standards for evaluating internal audit activities.

While descriptive and operational standards apply to internal
auditing in general, application standards apply to specific types of
auditing activities. The applicable standards are different for
different types of auditing activities. In particular, the applicable
standards relate to audit assurance activities and consulting
activities.
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Operational auditing refers to the process of evaluating a
company's operational performance, both day-to-day and over a
wider time frame. It serves as a detailed overview of all internal
departments and processes that make up business operations.
While an external audit evaluates the reliability of financial
statements, an operational audit examines how a company conducts
its business with the goal of increasing the overall effectiveness of
the business. Moreover, operational audits can be carried out by
external specialists or an internal audit team.

The purpose of the operational audit is ultimately to identify
reserves for increasing the efficiency of management. By auditing
internal business policies and procedures, a company can identify
problem areas and operate more efficiently. The results from the
audit are most useful to the management team, who can consider
these recommendations to streamline future processes. Let's
present three of the main results of a successful operational audit:

maximize entrepreneurial effectiveness by gaining a better
understanding of how future policies and procedures can promote
competitive business.

identify and prevent risks as much as possible, as organizations
face many operational risks, from health and safety issues to cyber
threats.

clear internal control system, examining each step of the
operational process, delving deeper into the impact of any changes
in internal control.

The auditor develops a report on their findings and includes
recommendations for improvement. Depending on those
recommendations, the auditor may also develop an implementation
plan to help the company make the necessary changes. They discuss
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these recommendations with the appropriate managers, ensuring
that the management team accepts unfavorable findings and
solutions. Organizational management may agree to follow all
suggestions or discuss why some changes cannot be implemented.

After completing the operational audit, the auditor organizes a
follow-up meeting with the relevant management team and staff,
discussing the changes made in the processes and evaluating their
results. They measure these results against the objectives set by the
audit and determine whether they are meeting the stated objectives
and making some progress towards them. Participants in public
services and the wider non-profit sector regularly evaluate their
activities in terms of the mission, goals and objectives for which they
were created. In international practice, among such approaches
and tools, performance audit (CA) is particularly important. In this
regard, performance audit (CA) finds its active application in public
sector organizations. A performance audit is an independent,
impartial and reliable study that shows whether government
initiatives, ~ systems, operations, programs, activities or
organizations are operating in accordance with the principles of
economy, target effectiveness and cost effectiveness and whether
or not there is room for improvement. The principles of economy,
target efficiency and cost efficiency can be defined as follows. The
principle of economy means minimizing the cost of resources, when
the resources used must be available at the right time, in the right
quantity and in the right quality, as well as at the best price. The
principle of cost-effectiveness means getting the most out of
available resources. This refers to the relationship between the
resources used and the output in terms of quantity, quality and
time. Target effectiveness relates to the achievement of defined
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goals and the achievement of intended results. The main purpose
of performance audit is to constructively promote economical,
targeted and cost-effective management. It also promotes
accountability and transparency. Performance auditing promotes
accountability by helping those with management and supervisory
authority improve performance. This is done by analyzing whether
the decisions of the legislative and executive bodies are effectively
developed and implemented from a goal and cost point of view, and
whether the best combination of price and quality is provided to
citizens and taxpayers. It does not question the goals and decisions
of the legislator, but analyzes whether any gaps in laws, legal acts
or any deficiencies related to their implementation hinder the
realization of individual goals. A performance audit focuses on
areas where it can create the most value for citizens and areas with
the greatest potential for improvement. Performance auditing
creates constructive incentives for responsible parties to take
appropriate action.

Management audit is also a variety of internal audit and has
been in use since the recent past. It does not aim to establish the
credibility of the organizations' reports, but to identify weak links in
management and improve management functions. A management
audit is an analysis and assessment of the competencies and
capabilities of a company's management to achieve corporate goals.
It is aimed at an independent and systematic analysis and evaluation
of the company's overall activity, considering the effectiveness of
the company's management, functions and achievements.
Therefore, a management audit assesses the extent to which an
organization's management team is utilizing its strategic and tactical
capabilities and resources.
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A management audit also finds out whether the principles and
policies formulated by the organization's management have been
successfully implemented or not. It analyzes the causes of
management inefficiency and non-fulfillment of objectives, presents
suggestions for improvement, e.g. production, sales, purchasing,
finance, human resources, administration, etc.

In fact, business owners hire management auditors who provide
valuable suggestions to improve business performance, examine
and evaluate the organization's management objectives and
strategic policies, and judge whether planning and policies are
being properly implemented. A management audit helps to increase
profitability by making recommendations to maximize the efficient
use of an organization's resources. Management audit also helps to
coordinate management activities. identifies interrelationships
between activities, assesses authority and responsibility, and
provides valuable suggestions for improving coordination between
activities and employees. In this case, the weak points of various
levels of management are identified and valuable advice is given to
the top management regarding various policies and further actions.

A management audit is a process that allows a company to
determine the effectiveness of its current management team. It may
include analyzing current department processes, reviewing team
member leadership strategies, and reviewing performance and
inventory reports. This can help a company understand how its
management teams use available resources and implement
strategies to achieve organizational goals. A management audit
focuses on the performance of the management team as a whole
rather than auditing individual management team members.
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A management audit is a systematic study of management
decisions and actions to analyze performance. Unlike an external
audit, a management audit primarily examines non-financial data to
assess management performance. In a way, the audit tries to find
the answer to how well the management is managing the company's
business. Is the management style suitable for business operations?
A management audit focuses on results, evaluating the effectiveness
and adequacy of controls by challenging the underlying rules,
procedures and methods.

Auditors analyze the structure of the organization with various
competitive aspects. This can help them determine whether the
current structure benefits the organization or whether a different
structure could increase the company's competitiveness. In the case
of an audit, the communication system operating within the
management framework becomes a matter of discussion. The more
confusing or complex the organizational structure, the more likely
the consultant will suggest simplifying the structure of management
information flows and feedback loops. Having a simple
organizational structure can help improve communication flows and
help resolve issues faster.

After the management audit is completed, the consultants
prepare a detailed report on what they observed during the audit.
Once management teams receive a report from the third-party
consultant, they can begin developing plans to implement the action
items from the audit. Implementation of these changes may vary
from organization to organization, as company change management
programs likely differ. However, some general steps a company can
take to implement the changes recommended by a management
audit include:
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— ratification of the proposed changes,

— definition of intended changes,

— adaptation of changes to the company's goals,

— determining the impact of the intended changes,
— communicator.

Operational
Audit

Managerail
Audit

- Internal
- Audit

Performance audit

Figure 1. The place of internal audit within the management,
operational and performance audit functions?

2 Composed by author
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Conclusion
Thus, the functions of operational, managerial and

performance audits derive from the direct objectives of internal
audit. Both management and operational audits operate within the
organization and their functions often overlap with internal audit
(see Figure 1). If the performance audit is carried out to evaluate
the effectiveness of the management functions within the
organization, then the operational audit is organized with the aim
of optimizing and improving the management functions. And
performance audits promote transparency by providing parliament,
taxpayers, other funding sources, and the media with insight into
the management of various government activities and their ultimate
outcomes. In all cases, these three areas of internal audit may
overlap in their functions, which in practice requires clarification of
their objectives, to avoid repetitions and ineffective spending of
audit resources. And the smaller the scope of managerial,
operational and performance audit functions, the more effective the
organization of internal audit in organizations.
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BASIC ISSUES OF MANAGERAIL AUDIT IN BUSINESS

Abstract: Traditionally, business auditing is related to the
financial results of the economic activities of enterprises and is
mainly carried out by external independent auditing organizations.
However, management audit is currently actively developing in the
business sector, the purpose of which is to identify efficiency
reserves of enterprise management functions by independent
experts and to present improvements in that direction to business
executive bodies. The article interprets the managerial audit applied
in business with this approach and makes recommendations for the
improvement of the internal audit toolkit.

Keywords: management audit, business objectives, business
organization, motivation, internal control

JEL classification: M41

Research aim: to present the features of managerial audit
functions in business and based on this to make recommendations
for improvement in the internal control system of enterprises

Research novelty: recommendations were made for improving
the functions of managerial audit in business, which are applicable
in the internal control of enterprises
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Introduction
Managerial audit is a type of internal audit, that is used relatively

recently. It practically aims to identify the weak links of the business
and improve the management functions. When examining the
corporate goals, the managerial audit is aimed at analyzing and
evaluating the competences and abilities of the business,
considering the management results. Therefore, it can be said that
the management audit evaluates how effectively the leadership team
of the organization uses its strategic and tactical capabilities and
resources.

On the other hand, the managerial audit is a method of
independent and systematic assessment of the business of
management, which aims to find out the effectiveness of
management functions and the recorded achievements compared
to the established standards, as well as to identify whether it is being
implemented such management, which contributes to the
construction of the most effective relations. Therefore, we can say
that managerial audit is an investigation of business management,
from the highest to the internal level, which needs continuous
improvement.

Research results
The scope of the study of managerial auditing is much wider,

than that of finance, as it relates not only to the financial sphere,
but also to various aspects of business.

Thus, one of the activities of the managerial audit is to find out,
how much the management of the business follows the principles
and policies formulated by itself, to analyze the ineffectiveness of
the management and the fulfillment of the business goals. reasons
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for action, to present proposals for the improvement of certain
areas (for example, production, sales, purchases, finance, human
resources, administration, etc.) [1].

Therefore, the managerial audit should assess the business
organization processes and present appropriate recommendations
for their improvement in order to achieve the following goals:

- ensuring effective management and accountability of the
business activities,

- reporting information about risks and controls to the relevant
departments of the organization,

- effective coordination of external and internal auditors and
management of the organization and provision of information flows
between them.

Managerial audit should also assess the effectiveness of the risk
management system and contribute to its improvement. Effectively
identifying risk management processes is a judgment based on the
following conclusions made by internal auditors:

a) the goals of the business development support and are
consistent with the organization's mission,

b) significant risks are identified and assessed,

c) appropriate structures for responding to risks are selected,

d) relevant risk-related information was collected and timely
communicated to the organization's responsible staff, management
and internal audit committee, so that the latter could fulfill their
responsibilities [2].

Thus, management audit aims to assess the effectiveness of
management at all levels. It is implemented by an audit advisory
group independent of the executive departments. In fact, business
owners hire management auditors, who make valuable
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recommendations to improve business performance, study and
evaluate the organization's management goals and strategic plans.
politics and judging whether planning and policies are being
implemented properly [3].

Managerial audit helps to increase the level of profitability by
making recommendations on the efficient use of the organization's
resources. It also contributes to the coordination of management
activities, by revealing the interrelationships between activities,
assessing authority and responsibility, presenting valuable
opportunities for action among employees. In terms of the
regulation of services. By identifying the weak points of different
levels of business management, auditors give valuable advice to the
top management regarding the policy and further actions.

A managerial audit is a process, that allows you to determine
the effectiveness of the management team of a company [4]. It may
include an analysis of current departmental activities, a review of
management strategy by team members, and a review of
performance and inventory reports. This can help the company
understand, how its management teams use available resources and
implement strategies to achieve organizational goals. A managerial
audit focuses on the performance of the management team as a
whole and does not audit the performance of individual members
of the management team.

Organizations hire third-party consultants to perform
managerial audits. This can help prevent bias and help the company
get a better picture of its management teams. This audit works with
the participation of one or more consultants who visit the
organization and review the management procedure with the aim
of improving practical management experience (see Figure 1). A
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management audit is conducted by the company's independent
consultants, focusing on a critical approach to the activities of the
entire management team, rather than individuals.

A managerial audit is a systematic study of management
decisions and actions to evaluate performance. Unlike an external
audit, a management audit mainly looks at non-financial data to

assess management effectiveness [5].

Entrepre- . Business

Control of

Figure 1. Managerial audit implementation fields

in business [6]

Managerial audit tries to somehow find answers to the following
questions: how does the management of the company manage the
business, does the chosen management style correspond to the
purpose of the given operation, etc.? It focuses on results, assessing
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the effectiveness and compliance of controls, challenging the
underlying rules, procedures and methods.

Auditors analyze the organization's structure from various
competitive perspectives. This helps them to determine how much
it enables them to increase their competitiveness. In the case of an
audit, the communication system operating within the management
framework becomes a matter of discussion. The more confusing or
complex the organizational structure is, the more likely it is that the
consultant will suggest revising it, simplifying the design and follow-
up of management information flows. conversion systems. A simple
organizational structure allows to improve communication flows
and to solve the problems faced by the organization more quickly.

The existence of positive relations between employees can help
to improve labor supply and increase the degree of individual
satisfaction of the employee. Consultants can conduct employee
surveys or conduct individual interviews to better understand the
organization's culture and environment. They also often collaborate
with managers, supervisors, and human resources professionals to
get a good picture of how employees feel about a given workplace.
to work there. They can come up with effective suggestions aimed
at improving relations between employees.

Risk management is also essential to ensure business
sustainability. Consultants often analyze current risk management
practices to determine their effectiveness. They compare actual
business results with previous reports in order to better understand
how well the organization is implementing appropriate procedures.
After conducting policy reviews, incident reports, and comparisons
with industry best practices, consultants are able to make
recommendations to reduce the organization's risks.
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In the managerial audit process, the consultants do not bypass
the financial sphere of the organization either. In this way, they are
able to identify opportunities for improvement in how the
organization manages its assets, inventories and costs. When
consultants identify these opportunities, they are able to develop
special proposals, that contribute to increasing the company's
revenues or profits by reducing costs and allocating resources more
efficiently. or by improving current manufacturing procedures.

After the managerial audit is completed, the consultants
prepare a detailed report on what they observed in the process.
When management teams receive the report from the third-party
consultants, they typically begin developing a joint action plan for
the audit's identified action items.

Conclusion
Managerial audit plays an important role in organizing an

efficient business. It does not duplicate, but complements the
operational audit. Managerial audit functions are currently in need
of review, as they are more focused on identifying business
management efficiency reserves. Therefore, the conclusions of
management auditors should be mostly related to business
orhanizational functions, and not to the improvement of business
financial results.
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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 entrepreneur-
ship. 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.

Keywords: actuarial profit, eco-audit, financial statements,
environmental finance, financial audit

JEL classification: M40, M41

Research aim: to submit recommendations for improving
environmental audit information provision.
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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
resources consumed as a result of business in a period not
exceeding the actuarial forecasts and with minimal costs than
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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 IAS 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
expenses of the organization during the post-construction

110



(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
full compensations during the years of construction is formulated
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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 4916
2 8 000 3084 4 916
3 8 000 3084 4916
4 8 000 3084 4916
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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Abstract: The environment created in international monetary
relations in the last decade following the global financial and
economic crisis causes more concerns than optimism, both in terms
of the financial systems of the national economies of individual
countries, as well as the future course of the world economy. There
are also many countries that have not even overcome the second
wave of the global financial and economic crisis, the external debt
crisis (Greece, Spain, Portugal, Holland, etc.). And in a broader
sense, both in the economy and in the financial system, the general
uncertainty is increasing.
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currency, EAEU, financial risks

JEL code: G10

Research aim: to justify the need to ensure financial security
in the era of deepening competition between national and electronic
currencies, as well as the search of the private sector to choose
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alternative means for international payments in trade and
cooperation.

Research hypothesis: Compared to the approaches based on
classical theory related to money, contemporary e-currency
operations have a number of aspects. The role of the electronic
currency with its’ varieties will grow further despite the attempts of
national governments and the central banks to limit the circulation
of electronic currency and to create institutional barriers for its’
use.

Research novelty: portray the challenging environment after
the global financial crisis, as well as consider the pros and cons
related to the circulation of the electronic currency in the world
economy in conjunction with the main trends and developments
taking place in regional integration, particularly, in the Eurasian
Economic Union and in local economies, including Armenia.

Introduction

Armenians, are particularly interested in the mentioned issues
for at least three reasons.

- In the years of independence, the established, even
competitive and stable financial system in the post-Soviet territory
faces certain risks. Even in the years when the national currencies
of the neighboring countries - the Turkish lira, the Azerbaijani
manat, the two lIranian currencies, the Georgian lari - were
overvalued, the Armenian dram was advantageously distinguished
by a stable trajectory, and what is more important for the economy,
by a certain predictability. The year 2022 brought new challenges
to the national currency, which may continue in 2023 as well.
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- How to ensure the financial security of the country in the
conditions of continuous turbulence of the currencies of trade and
economic partners, global uncertainty and unprecedented fierce
competition between electronic currencies and national currencies.

- To what extent it is possible to insure the national economy in
the process of formation of the unified financial market planned
within EAEU in 2025, as a result of it and in the following years.

Of course, it is difficult to find exhaustive answers to the
formulated problems today, but it is important to incite and provoke
discussions with the participation of the scientific community, which
will help develop realistic scenarios to ensure the sustainable
development of the national economy and its financial component.

Research results

Obviously, although cash is a fast and efficient method of
payment, there are many drawbacks to its use {1}. Holding cash
comes with many costs, including fraud, cash losses, deposits, and
money management costs at financial institutions. The goal of
electronic money is to replace small cash with small value
transactions, thus avoiding loopholes such as France's experience
with Moneo [2]. Moneo is designed to reduce purchasing power
costs by temporarily transferring funds more efficiently. This
structure should be applied to various retail transactions of smaller
value to ultimately become more efficient. Moneo offers great
benefits for consumers and retailers. The benefits of consumers
are the following: greater speed of the transaction and a possible
benefit in the form of a discount for future purchases. Moneo card
holders should have fewer bank cards, especially if the features of
debit and credit cards are taken into account, and they will feel
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more secure with it. Merchants will receive funds before shipping
physical goods or services, customer loyalty will increase, and the
payment process at the point of purchase will become faster,
thereby reducing the cost of the transaction.

In general, there are still different and conflicting opinions
about the future of electronic currency. The optimistic approach to
using cryptocurrency supports the fact that transactions are easily
done between two parties. These money transfers are done at
minimal cost, which allows users to avoid large fees charged by
banks. Additionally, many countries have started accepting Bitcoin
as a currency. In particular, countries that aim to get rid of cash
have a very favorable approach to codification. The argument that
most people use is that the market capitalization of Bitcoin and
other cryptocurrencies makes the cryptocurrency market very
large and powerful, and a ban would be expensive for every
country. Today, the total value of all codes has reached several
hundred billion dollars.

No inflation, the maximum amount of currency is strictly limited
(for example, Bitcoin: 21 million) [3]. Since there are no political
forces or corporations to change that order, there is no room for
inflation to develop in the system. In networks, there is no single
server that is responsible for all operations. The exchange of
information (in this case - money) takes place through 2 to 3 or
more software clients. All are installed by developers who are part
of the network. Transactions are executed from hundreds of
distributed servers. Neither banks nor governments can control the
exchange of money. Unlimited transaction possibilities for each
person to pay anyone, anywhere. The transaction cannot be
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monitored or prevented, so transfers can be made anywhere the
user is with their wallet.

There is no charge for declaring limits in this system. Currency
cannot be counterfeited, copied or spent twice. These features
guarantee the integrity of the field system. Decentralization - there
is no central controlling authority in the network, the network
refers to all participants, the member of each computer with a
secret currency is a member of this system. This means that the
central government has no power to rob the owners. And even if
some part of the network is offline, the payment system will
continue to work.

Anonymity. It is completely anonymous and at the same time
completely transparent. Each company can create an unlimited
number of secret addresses, regardless of name, location or any
other information.

Transparency. It maintains a history of transactions that have
taken place. It is called block block. Block informs about everything.
So if a company publicly uses a Bitcoin address, everyone can see
how much Bitcoin they own. If the company address is not
published, no one will know that it belongs to this company. For
complete anonymity, companies use a unique Bitcoin address for
each transaction.

In the BTC network, all information about the transaction is
shared, but there is no data for the recipient or the sender (no
personal information of the owner).

Transaction speed - ability to transfer money anywhere, etc.

Opponents of cryptocurrency argue that cryptocurrencies are
highly volatile and can be used for money laundering or illegal
activities. In this regard, for example, Humphrey gives reasons why
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cryptocurrency is not a viable electronic currency [4]. He states that
Bitcoin is trivial and shows price volatility and the discounted cash
value of Bitcoin is zero. Additionally, he notes that the currency has
no central issuer, and there is no financial or economic basis for its
creation. Disadvantages include strong volatility, this volatility is a
problem in the short term [5].

People don't stop investing without proper knowledge and lose
money.

Lack of knowledge. People don't know how to protect
themselves from cyber attack and therefore succumb to the will of
hackers. There is no way to cancel the payment, if the transfer is
mistakenly made to another person, there is no way to refund the
payment. It is only possible to ask the person to return the money
and if the request is rejected, then you just have to forget about the
money.

The main risks of investing in corporate currencies that should
be considered in the medium and long term.

Many experts believe that the list of disadvantages of
cryptocurrencies is much longer and related to money laundering,
terrorist financing and other illegal activities [6]. Many scholars and
experts argue that the future of cryptocurrency is bright, as it will
eliminate trade barriers and middlemen, reducing transaction
costs, thereby boosting trade and the economy [7].

Can Bitcoin Hide Criminals? Five years ago, Bitcoin
demonstrated the possibility of anonymity. But that's changing,
starting with the FBI and other law enforcement agencies. Most of
Bitcoin's users are people working in law, which has raised privacy
concerns. There are also people who see anonymity as a tool for
financial crime. This was an attempt at a virtual currency
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settlement. Governments are known to be interested in virtual
currencies as they continue to gain recognition. Thus, in 2013, the
US Treasury issued a directive on how to use digital currency and
money transfers [8]. At that time, certain steps were taken to
regulate Bitcoin, which means that the secret currency should be
recognized as taxable property. Transacting in digital currencies
has become one of the preferred payment methods as it provides
anonymity and privacy.

The regulatory landscape for digital currencies is bigger than
public protection and combating criminal activity. However, care
must be taken to avoid the development of innovative technologies
[9]. Regulation of digital currencies should be sufficiently balanced
with privacy, business development and innovative technologies.

Electronic agenda in the EAEU

Bitcoin and blockchain technologies in general are starting to
find wide spread in EAEU member states as well. As in the whole
world, cryptocurrency in EAEU countries has the following features.
« Decentralization, freedom and trust. The system does not require
a central authority. it is maintained by distributed consensus.

« Common use and integration capabilities. Cryptocurrency can be
used worldwide as it does not refer to national currencies. This is
very important in the context of economic, political and legal
integration.

 Income opportunities. Investors' interest in cryptocurrency is
explained by the possibility of high income(s) without taxes and
controls.

o From a state-legal position, cryptocurrency also has great
potential. In Russia, 70 percent of the country's gross domestic
product comes from the sale of mineral resources such as oil, gas,
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and coal. The development of digital technologies can help reduce
the country's dependence on natural resources.

o Cost reduction. Unlike traditional money, cryptocurrency is not
issued in the form of coins or notes. This reduces production costs
and the risk of counterfeiting. The use of digital technologies can
significantly reduce the costs of organizing money circulation.

The legal regulation of crypto-currency in the Eurasian
Economic Union is determined by the peculiarities of the economic
development and legal-legal regulation of the five different member
states of the Union. For the Russian Federation, for example, the
experience of currency regulation by the neighboring countries and
partners of the European Union is of great importance.
Cryptocurrencies are not subject to any legal regulation in our
strategic ally, the Russian Federation. And the officials involved in
the state administration system, as well as the most influential and
prominent specialists of the banking sector, regularly express their
opposition to their use, and even more so to their legalization.
However, it is noteworthy that in 2017 In October, Putin announced
the possibility of creating a wunique cryptocurrency, the
cryptorouble, which has not been done yet [10]. However, this
cannot be equated with classic crypto-currencies, as mining was not
planned, as well as identification of users, in order to collect taxes
through them. And all this already excludes the primary principle
of decentralization.

The most consistent regulation of cryptocurrency circulation is
carried out in the Republic of Belarus. On December 21, 2017, the
President of the Republic of Belarus signed Decree No. 8 "On the
Development of the Digital Economy" for the development of
innovation in the state sector and the development of a modern

127



digital economy. First of all, it should be noted that during the
development of the document, the experts' conclusions were
collected and analyzed not only regarding the high-tech park of
Belarus, but also regarding the largest IT companies. In addition,
consulting firms and legal consultancies contributed to the order.
The decision supports the ideas and initiatives of the information
technology community and, as the Belarusian mass media notes,
can rightfully be called revolutionary.

This normative act is intended to introduce the conditions for
the introduction of blockchain technology for the use of transaction
registration and other technologies in the economy of the Republic
of Belarus, which are based on the principles of distribution,
decentralization and security of operations performed with their
use. It should be noted that before the adoption of the decree, the
circulation of digital assets was not regulated by the legislation of
the Republic of Belarus, and they are not the object of legal
relations. Today, the main statements of the decree specify that
legal entities (mainly residents of the Belarusian high-tech park) and
natural persons have the right to their own tokens. to have and
carry out the following activities: acquiring them, storing tokens in
virtual wallets, exchanging other currencies, acquiring them,
alienating Belarusian rubles with foreign currency, electronic
money, etc [11].

In addition, according to the decree, privileges and preferences
are given to participants involved in the use of modern
technologies. Thus, until 2023 On January 1, these participants are
not recognized as objects of taxation.

A project is underway in Kazakhstan to implement VAT
settlements using a blockchain-based platform. In the Law of the
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Republic of Kazakhstan "On Currency Regulation and Currency
Control" there is a definition of currency, which is as follows:
Currency is a monetary unit accepted by states as a legal tender or
standard in the form of banknotes, coins, including precious
metals, as well as cash accounts, including international money
accounts.

Thus, the legislation of Kazakhstan defines an exhaustive list of
financial means that can be attributed to the currency. This rule in
the concept of currency in Kazakhstan is fundamental, and
therefore the prevention of digital technologies as a means of
payment (currency) makes it possible to classify secret currency as
property. The National Bank of the Republic of Kazakhstan stated
the following in its informative message on January 16, 2017:

Organizations using secretive cover providing investment
services for the population operate in Kazakhstan. Participants
investing in these organizations do not have legal guarantees for
the return of the invested money, because according to the civil
legislation of the Republic of Kazakhstan, entry into this
organization and the transfer of money by individuals takes place
on a voluntary basis and without documentation procedures of
reservation.

The position of the National Bank of Kazakhstan is largely
defined by the adopted plan of struggle against financial pyramid
schemes.

2018 In May, the President of Kazakhstan called for a joint study
with other countries on the adaptation of digital currencies to the
financial system and general provisions for the development of
cryptographic rules. It can be assumed that at this stage of the
development of Kazakhstan's economy, the regulation of
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confidentiality at the legislative level will have a positive effect not
only in the field of entrepreneurship, but also in other spheres of
society [12].

The use of cryptocurrencies is currently considered illegal in
Kyrgyzstan.

Prospects of application of cryptocurrency in Armenia

As is well known, Bitcoin is created by the use of IT power in a
sequence of blocks formed on a large computer network. New
bitcoins are issued and distributed among participants who use
their own computer power to protect a given "unit of computation”.
Participants are rewarded for such service in the form of bitcoins
and corresponding commissions. The number of registered bitcoin
owners in RA is very small.

A community is slowly forming in Armenia that is interested in
Bitcoin and other digital currencies, many are "mining", selling, etc.
However, in general, the number of people dealing with digital
currency is not really large, mostly people who are involved in the
IT sector. Many people start dealing with digital currencies even
though they are not technically trained, because it is a way of
making easy money. However, the technological community is very
small, we are talking about those who understand the technology of
digital currencies, those who study the application and significance
of this or that tool.

It is very difficult to make predictions about digital currencies,
it still only causes panic. The price of digital currencies is growing
very fast [13], and some people greedily assume that it is a way to
make easy money. When many people want to buy a limited number
of bitcoins, the price naturally goes up.
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In such conditions of awareness and involvement, one of the
largest mining farms in the world was opened in our republic, this
is how the RA Prime Minister answered the journalists' questions.
"Honestly, | still need to understand what Bitcoin is." [14] Referring
to this unprecedented event for our republic, it should be said that
it is due to relatively low electricity prices set in our country. This
company, based in the framework of cooperation between the
"Multi Group" concern and the Swedish "Omnia Tech" company,
can become the best stimulus for the development of
cryptocurrencies and blockchain technologies in Armenia, as well
as the flow of new large investments. However, in general, our
republic needs to adopt an appropriate strategy in this newly
created and global market.

As for the legal part, according to the legislative initiative in
2018. In January, the National Assembly of the 6th convocation
spoke. The project "On the Development of Digital Technologies”
stipulates that any natural person over the age of 18, as well as
legal entities, can engage in gaming in RA without any permission
or license, and until 2023. similar activity is not taxed [15].

In recent years, the legislative basis for cryptocurrency
circulation in Armenia has not yet been created. In 2015, the
Central Bank of Armenia, following the experience of EAEU
countries, warned citizens about the risks of investing in electronic
currencies. Since 2015, the situation and opinions regarding
electronic currencies have changed. The analysis of the experience
of the Republic of Belarus had a positive effect on the legislators of
Armenia, as a result of which a bill was presented to the National
Assembly of Armenia, the purpose of which was to exempt the
circulation of secret foreign currency from taxes.
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A newly proposed draft of the Digital Technology Bill lays the
groundwork for secret licensing and cryptocurrency creation in the
country. This project is tax exempt and allows the creation of
cryptocurrency without licensing. Cryptocurrency companies may
receive other incentives, such as preferential customs facilities.
Adoption of the bill will allow Armenia to follow Belarus [16].

The use of blockchain technologies has expanded over the years
in both the private and public sectors. South Caucasus "Bitcoin”
mining factory was established in Georgia, and since 2016, the
territorial register of Georgia has been maintained with blockchain
technology. The Armenian authorities also announced plans to
create a free economic zone [17].

Bitcoin has been repeatedly labeled as an "economic bubble"
by journalists and a number of public figures [18]. Back in 2014,
the famous American business magnate Warren Buffett said, “Stay
away from it. It is a real dream."[19] Although the designer of the
system, when presenting the idea of the currency, stated that he
expects the creation of more perfect forms of value over time, the
most acute reasons for criticizing the Bitcoin system are:

« its deflationary nature - the maximum amount of currency is
rigidly defined by the used software, as a result of which the amount
of newly created currency will gradually decrease, and in 2030 will
finally stop changing in the regions. If its viability is preserved, such
a situation will lead to a gradual deflation of the currency. Already
today, a situation can be observed when people involved in the early
stages of the system's implementation have strong comparative
advantages over new entrants to the market.

o price fluctuations - being protected purely by consumer
confidence, Bitcoin can exhibit very sharp fluctuations, which is not
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appropriate for a currency intended for everyday use. Such drastic
fluctuations were observed, for example, in 2011. in June, when the
price rose from $17.50 to $0.01 as a result of the release of a large
amount of currency into the market by unknown market
participants.
« incomplete confidentiality - from a purely structural point of view,
it is impossible to hide the information about the transactions
carried out in the system. In such conditions, it becomes relatively
easy to link large-scale transactions with the activities of the person
or organization implementing them. In addition, privacy can easily
be compromised if the transaction counterparty is interested in
sharing the collected personal data.
« support for illegal activities and black markets - since the system
is originally intended as a currency alternative competing with
classical monetary systems and devoid of control and central
management, other than "law-abiding citizens" who simply seek to
assert authority over their own funds and their management , the
system also becomes convenient for black market participants to
exploit. In particular, there is information that "Silk Road" operating
on the TOR Internet, which presents itself as an alternative to eBay,
as a black market, accepts payments for drugs sold in bitcoins.
e resource consumption - many people consider the approach
implemented in the system to be unfair, which forces us to waste
pointless electricity and money on the generation of new blocks.
« In many countries such as Romania, Kyrgyzstan, etc., the use of
Bitcoin is considered illegal.

This series of criticisms and even accusations only increases
year by year as the value of Bitcoin increases. from kakachamania
to "Ponzi scheme", from economic pyramid to "dead wolf".
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However, no matter how this phenomenon is labeled, the fact that
it continues to attract and unite more and more people and
companies at an indescribable pace is undeniable.

Conclusion

Summarizing the study of cryptocurrencies, in this case Bitcoin,
we can come to the following. In its current status, Bitcoin cannot
become a complete and absolute substitute for the traditional dram
and claim the role of the main monetary unit in the world economy.
However, even if there is such an initiative by states and global
centers, it still needs to undergo certain changes and regulations in
order to smoothly take the place of traditional currencies.

Giving more importance to the idea of bitcoin and blockchain
technologies as such, we believe that it is paramount to define the
legal regulations for the use of cryptocurrencies and their mining
process, and to promote the implementation of blockchain
technologies in the public and private spheres. The latter can really
become a great tool in the fight against corruption and be
implemented in other branches of the state administration system.

The approach that one can create a new, unique cryptocurrency
for the purpose of financing any government initiative, which will
be based on a closed system and will generally be excluded from
their use in another direction, is gaining more and more popularity.
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THE ISSUES OF FINANCIAL RESOURSES USING ASSESMENT
IN UNIVERSITES

Abstract: By providing educational services, universities pursue
the satisfaction of public interests on the one hand, and commercial
benefits on the other hand. In this sense, a problem arises to
evaluate the effectiveness of the financial resources, spent for the
purpose of educational services. The article proposes approaches
to evaluating the use of financial resources of universities with a
combination of public and commercial interests.

Keywords: financial resources, university educational services,
efficiency, resource consumption, financial control

JEL code; M 40, M41

Research aim: identify opportunities for comprehensive
evaluation of the effectiveness of the use of financial resources in
universities

Research novelty: an integral index for the evaluation of the
efficiency of the use of financial resources in universities was
proposed

Introduction

The evaluation of the effectiveness of the use of financial
resources of higher educational institutions is connected with a
number of methodological problems. By forming financial
resources and applying them in the field of providing educational
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services, the universities face a number of problems, the evaluation
of the effectiveness of the use of financial resources depends on
their solutions.

First of all, the efficiency of the universities should be

considered from the point of view of public interests. From the
provision of educational services, the state expects to receive not
only qualified specialists, but also knowledgeable and patriotic
citizens endowed with professional abilities and skills [1]. The
national school is the mainstay of the state policy in the field of
education, the main purpose of which is the formation of a person
who has proper professional training and is comprehensively
developed, brought up in the spirit of patriotism, statehood and
philanthropy. The educational system of the Republic of Armenia is
aimed at strengthening the spiritual and intellectual potential of the
Armenian people, preserving and developing national and human
values [2].

However, on the other hand, universities have not only public,
but also private interests in providing educational services, which
require special approaches when evaluating the effective use of
financial resources. Thus, during their activities, universities strive
to obtain commercial results, profit growth, accumulation of
necessary financial resources in order to be able to gain competitive
positions in the research market, improve the quality of provided
educational services, making additional financial investments in
their activities [3].

Research results

In turn, graduates who are key beneficiaries of educational
services are interested in the quality of their professional skills and
seek to obtain a quality education in order to become competitive
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in the labor market. University graduates often present questions
related to education. Why are they not competitive in the labor
market, what was the point of wasting years in universities, what
was the point of spending so many financial resources on education,
if they cannot find a job after graduating from university? These
questions become even more important these days, when university
education is becoming further expensive every year, overload of
many professions is observed in the labor market. It is with these
considerations that universities face challenges, as they are unable
to meet the expectations of graduates and are gradually pushed out
of the competitive market of providing educational services.

Thus, different beneficiaries related to professional education
services have different expectations from university activities
(quality, profitability, professional skills, universal and national
value system, etc.), which require special approaches when
evaluating the effectiveness of financial resources of universities
(see Figure 1).

‘ Professional education

‘ Government ‘ Graduates ‘ Universities

acquisition of
professional
skills and
abilities

education of a pro-
state citizen,
training of a
qualified specialist

competitive
positions in the
educational and
research market

Figure 1. Expectations of key beneficiaries of professional
education from university activities
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In general, the use of financial resources of universities is
discussed in the short-term, medium-term and long-term, and the
task is to determine whether these resources have been effectively
used according to their purpose. And since the expectations of the
beneficiaries of education differ from university activities, it
becomes somewhat difficult to evaluate the effectiveness of the
financial resources in terms of measurability [4]. And since the
manifestations of the use of financial resources are represented by
different metrics: the average quality score of the graduate,
university income, commercialization of research activities, etc.,
there is a need to transform these metrics into relative indicators
and bring them into the field of comparison [7].

In this sense, we propose to measure the various manifestations
of the effective use of financial resources of universities with relative
indicators, more specifically with coefficients, which will make it
possible to make them comparable and thus combine them within
the framework of one integral indicator. In such a case, various
aspects of the use of financial resources in different areas of
providing scientific and educational services will become
comparable in a factorial way, and by consolidating them, an oppor-
tunity will be created to evaluate the multifaceted effect of the
process of providing professional educational services.

We recommend the creation of a combined indicator of
efficiency with the relative values of the use of financial resources
in several interconnected stages (see Figure.2).

In the first stage, the expectations and goals of the
beneficiaries related to the process of professional scientific and
educational services are defined, which can be formed both in the
public and in the private sector. At the same time, these goals may
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not coincide with different beneficiaries, so they consider it
appropriate to form a complex and comprehensive approach to the
measurement of the efficiency of the use of financial resources [5].

scientific and
educational benefits
expected from the use

of cash flows

definition of the ratio of
expected and actually
formed scientific and
educational results

«II stage

evaluation of the
effectiveness of + 11 stage
individual financing
directions

evaluation of the
effectiveness of the of

monetary resources
usage with a integrated
indicator

Figure 2. Suggested steps for evaluating the effectiveness of
the use of financial resources in the university system

In the second stage of the calculation of the combined efficiency
index with the relative amounts of the use of financial resources, a
comparison of the actual and intended results of the scientific and
educational activities of the university is carried out according to
individual directions. Moreover, this comparison is carried out by
means of relative coefficients, which creates an opportunity to
compare the indicators with different metrics and to present them
in the form of unified coefficients. In this case, the closer these
coefficients are to point one, the more effective will be the targeted
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use of financial resources in carrying out scientific and educational
activities. And the further the deviations of the calculated
coefficients from point one, the lower will be the ratio of the use of
financial resources in this or that field of scientific and educational
activity of universities.

At the last stage of measuring the efficiency of financial
resources, an integral indicator is already built in the form of a
fraction, which shows the consolidated part of the use of financial
resources. At the same time, the denominator of the integral (E)
index characterizing the efficiency represents the coefficient
deviations of the target and actual magnitudes of the formation of
financial reserves, and the numerator - the coefficient deviations of
the target and actual magnitudes of the university's scientific and
educational activities.

n n
E = 2(Si1/Soi)/Z(Fii/Fol) (1)
i=1 i=1
where:
Fii - is the actual cost of the i-th financial stock,
Foi is the expected cost of the i-th financial stock,
Sii — the actual results of scientific and educational activities,
Soi - intended results of scientific and educational activities.

Thus, table 1 presents information on the calculation of the
effectiveness of the use of financial resources aimed at the scientific
and educational activities of the university, which is used in the
proposed formula (1). In fact, the formula proposed by us for the
efficiency of the use of financial resources combines the total costs
of the implementation of scientific and educational programs and
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their value from the point of view of access, and the higher the
values it accepts, the higher the efficiency is estimated.

Table 1. Indicators of evaluation for the effectiveness of the
provision scientific and educational services

Indicators Inten- | Actual Coefficient of
ded availability
Collected tuition fees 820 800 | 800/820 = 0,98
(million AMD)
Number of students 3420 | 3550 (3550/3420 =1,03

Research grants (million | 73 68 68/73 = 0,93
AMD)
Research completion 100% | 93% 91/100= 0,91
rate (%)

Student mobility 12 9 912 =0,75
financing (million AMD)
Degree of 100% | 83% | 85/100 = 0,83

implementation of
student exchange
programs
Funding for the 54 49 49/54= 0,91
organization of distance
education (million AMD)
Degree of completion of | 100% | 96% | 96/100 = 0,96
distance learning
implementation

Thus, the coefficient of the fraction characterizing the efficiency
of the use of the university's financial resources increases when the
diversified actual results expected from the funded educational and
scientific research programs approach their intended results and
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strive for one. And if there is an actual saving of financial reserves
and they deviate from their planned sizes, then in that case the
denominator is reduced, as a result, the size of the fraction
increases.

(1.03+0.91+ 0.83+0.96)/(0.98+0.93+0.75+0.91) = 1.044

Therefore, the higher the fractional indicator proposed by us
for the evaluation of the efficiency of the use of financial resources
of the university, the higher the ratio and efficiency of the use of
cash and their equivalents is recorded, because the increases in the
fractional numerator indicate financing a high degree of actual
availability of the consolidated results of scientific programs, and
denominator deductions about the management of financial
resources.

In addition, the proposed methodology makes it possible to
evaluate the efficiency of funding of individual scientific and
educational directions, comparing the performance of the planned
degree of use of monetary resources for each of them with the
actual degree of formation of compensation. And the greater the
degree of comparison, the more effective the use of financial
resources is in a specific direction:

v efficiency of using tuition fees = 1.03/0.98 = 1.05

v" research funding efficiency = 0.91/0.93 = 0.97
v" financing of mobility efficiency = 0.83/0.75 = 1.11
v" distance education financing efficiency =0.96/0.91 = 1.05

Conclusion
Thus, the methodology proposed by us for evaluating the
effectiveness of the financial resources usage in universities
provides an opportunity.
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First, to apply a unified measure for various features of
financing, when using coefficients for the results obtained by
different metrics from the use of financial resources, a field of
comparability of evaluation is formed and, therefore, the possibility
of using an integral indicator of efficiency.

Second, to take into account the expectations of internal and
external beneficiaries related to the scope of the provision of
scientific and educational services, not only in terms of targeted but
also effective uses of financial resources.

Third, to combine the indicators of the efficiency of the use of
financial resources in separate directions with an integral indicator,
which will reveal the degrees of formation of the component of
funding of separate scientific and educational programs.
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THE FISCAL POLICY OF THE REPUBLIC OF ARMENIA AS A
TOOL FOR MACROECONOMIC REGULATION OF THE
ECONOMY

Abstract: The Fiscal policy is the important direction of the
macroeconomic policy of the state, by which the state affects the
economy, ensuring its normal development. The strategic problems
of the socio-economic development of the Republic of Armenia
require a modernization of the fiscal system as an integral part of
the financial policy aimed at the economic and social well-being of
our country. Therefore, the creation of an effective, dynamic and
stable developing economy without a systematic approach to the
formation of sources of financial resources in Armenia, as well as
without determining the role and the place of the institutional links
of the financial and credit system and evaluating their contribution
is practically impossible. In the article the fiscal system isconsidered
as a single whole, which, according to the author, is explained by
the unity of the tax and budget policies, their strategic and tactical
goals, as well as by the close correlation of the tax revenues and
budget expenditures. The article is more than relevant today,
because the implementation of an effective fiscal policy is the main
tool for the development of the country's economy.
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Research aims: The purpose of the research is that, based on
a theoretical and methodical analysis of the fiscal policy, as well as
the forms and methods of the state regulation of the budgetary and
tax systems, the author has defined the main characteristics of the
dynamic balance of the fiscal system that provides economic growth
and socio-economic orientation.

Research novelty: The scientific novelty of the research is the
theoretical and methodical basis of the modern directions of the
fiscal policy presented by the author, as well as the growing role of
the dynamic fiscal balance in ensuring its socio-economic
orientation.

Introduction

The state budget for the state is a means of accumulating
financial resources, a system of monetary relations and expresses
the economic relations of society, including the relationships
between different social strata and groups.Like the rest of the post-
Soviet countries, the fiscal system of the Republic of Armenia is
relatively young and unstable compared to those of developed
countries. The formation of fundamentally new budgetary relations
for Armenia started in 1992, after the collapse of the USSR, and
underwent a number of constructive changes during the following
30 years. In modern conditions, the development of the economy
and ensuring of sufficient budget revenues become not only the
pledge of the financial well-being and defense power of our
country, but also the source of funding for new socio-economic
programs, with the aim of ensuring the socio-economic direction of
the RA fiscal policy. Moreover, the fiscal policy is the main
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instrument of state influence on the regulation of the economy in
general. Therefore, from a theoretical and methodological point of
view, the solution of these problems, their meaning, as well as
making strategic decisions regarding the development and
improvement of the mechanisms and tools of the state's fiscal policy
are of high importance. The development of fiscal policy
mechanisms should take into account the economic, financial
capabilities and tax potential of the republic, which are the
information base for the methodical calculations of the GDP, on the
basis of which the forecasts of the budget's tax revenues are made.
At present, the active works carried out by the RA government in
the direction of improving the fiscal system continue, as a result of
which, in the med-term period, it is expected to have a stable
economic growth, an efficient state management system of public
finances, based on the principle of fiscal balance, which will
guarantee the social direction of the economic policy of the state in
parallel with the economic growth. Due to the existence of the
above-mentioned problems, the scientific analysis of the RA fiscal
policy, its mechanisms and social priorities has a significant
importance and relevance, which is validated by the need to
improve the RA fiscal policy system.

Research results
The budget and taxes are the most important means of income
redistribution, state regulation of economy and economic policy.
They are closely related categories, so they act as fiscal® policy [11].
In general, for the further development of the market economy, it

3 Latin: fiscus - basket. In ancient Rome, the military treasury was called a fisc.
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is necessary to carry out such radical reforms that cover the fiscal,
financial, banking, social, structural, monetary and other systems
of the economy [6]. Fiscal policy is the activity of the government to
regulate the taxes and government spending to influence the
economy, in other words, it is the macroeconomic policy to
influence the national income through government revenues
(mainly taxes) and spending. This policy aims also to maintaining
GDP growth in the range of 2-3% on average (2-3% inflation is
considered useful for the economy), and unemployment close to
the natural level [1]. This means that the fiscal policy is being used
during business activities to stabilize the economy [2]. The fiscal
policy of modern Armenia determines the directions of using the
financial resources of the state, the methods of financing the budget
and the main sources of replenishment. Depending on specific
economic conditions, each country implements its own fiscal policy.
However, despite the specifics of their policies, they all use the
direct and indirect financial methods of economic regulation (see
the Figure 1) [10].

Depending on the application of these methods, two types of
state fiscal policy are distinguished: discretionary* and non-
discretionary (see the Figure 2).

Discretionary policy means that the state consciously regulates
expenses and taxes in order to improve the economic situation of
the country. Depending on the stages of the economic cycle,
discretionary policies are divided into three groups:

4 Latin: discrecio - acting at one's discretion
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directions (maintenance of The influence of the state on
the defense and security aggregate demand and
complex, development of aggregate supply through the
social infrastructure, tax system.

development of science, etc.)

Figure 1. The Fiscal Policy Methods

[ Types of fiscal policy }
’ Non-discretionary (automatic) ‘
\ |
Activefiscal policy, deliberate Passive fiscal policy, in which the necessary
manipulation of taxes and changes in the level of government spending and
expenditures taxes are introduced automatically
Tools Tools
Public works Changes totransfer Manipulation of
payments tax rates
Built-in stabilizers

Social charges Agricultural subsidy

Changes in tax
revenues

Figure 2. The Types of Fiscal Policy

1) expansionary fiscal policy, which is carried out during a
period of recession, depression, includes the increase of
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government spending, reduction of taxes and leads to a budget
deficit. The implementation of these measures is related to the
implementation of comprehensive tax reforms, which are
accompanied by the restrictive monetary policy of the central bank
and changes in the optimization of the structure of public
expenditures by the government;

2) contractionary fiscal policy, which is carried out during the
period of economic boom and inflation, includes the reduction of
public expenditures, the increase of taxes, leads to a budget
surplus, aims to limit the cyclical rise of the economy,

3) neutral fiscal policy applied when the economy is neither in
a recession nor inupswing boom. Government spending is about
what it usually is on average, meaning there is no change in
spending that would affect economic activity.

The policy of non-discretionary or automatic (embedded)
stabilizers is an economic mechanism that eliminates unfavorable
situations at different stages of the cycle without a state
intervention. The main built-in stabilizers are the tax revenues and
social payments.

The monetary and fiscal policies are the main strategies that the
government and the central bank use to achieve their economic
goals. However, these two policies have their own characteristics.
Thus, the monetary policy is carried out by the central bank through
money supply and interest rates, and the fiscal policy is
implemented primarily by legislative and executive bodies through
changes in taxes and expenditures. And in general, in order to get
out of the economic crisis, the restoration of the previous economic
balance cannot be carried out only through monetary policy,
because the purpose of government spending is to create demand
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and get the economy out of a crisis situation [3]. Despite the
peculiarities of monetary and fiscal policies, their combination has
become an important means of solving economic problems, which
is successfully applied in many developed countries of the world
(for example, in the USA) [4].

As in the entire civilized world, in the RA the successful
development of the country is not limited to the growth of GDP. It
should also contribute the improvement of living standards and
human development. As Thomas Jefferson, the third president of
the USA, said, the first and only legitimate object of a good
government is to take care of people's lives and health [12]. Taking
into account the fact that the final result of the fiscal policy should
be the stable socio-economic development of the country and the
improvement of the living standard of the population, the
correlation of its results, goals and tools can be presented as follows
(see the Figure 3).

The goal of the first level of fiscal policy acts as a strategic (long-
term) goal, reflecting the impact of fiscal policy on socio-economic
processes, which in turn contributes to the socio-economic
development of the country and raising the standard of living of the
population. GDP acts as a quantitative measure. They ensure the
implementation of second-level goals, i.e., tactical and operational
goals, moreover, tactical goals are set for a medium-term period,
and operational goals are set for a certain time period, taking into
account the dynamics of the socio-political and economic situation.
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of the budget
deficit, the size of
loans and interest
rates

Figure 3. The Interrelationship of Fiscal Policy Results, Goals and
Instruments

For second-level objectives, the size of the fiscal space can be
considered as a quantitative measure. Fiscal space is defined as a
budget reserve that enables to provide resources for the implemen-
tation of goals set without harming the financial and macroeco-
nomic stability of the budget [7], funds available in the annual
budget or medium-term expenditure plan [8], opportunity to
finance the budget deficit without drastically increasing the cost of
crowding out financing for private investment [9]. And the goals are
implemented with the help of fiscal instruments, which the state
uses to influence the total demand and total supply, thus influencing
the general economic conjuncture, as well as assisting the
stabilization of the economic situation, implementing anti-cyclical
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measures, etc. [13]. State subsidies and transfers, government
procurements, changes in taxes and their rates, setting of new taxes
and other mandatory fees act as tools. Thus, the fiscal policy acts as
a unity of goals, instruments and results.

The fiscal policy, being a set of state spending and tax regulation
measures implemented by the government, as well as being aimed
at ensuring full employment and balanced GDP, is an integral part
of the country's financial policy, which is a set of financial measures
implemented by the state through the links and elements of the
financial system (see the Figure 4).

Financial policy
Fiscal policy Budget policy Financial programs
Regulation of the . .
. . Financing of social,
economic Acceleration of budgetary .
) . structural, regional and
conjuncture through processes (balance, deficit, Lo
. economic policies. Financial
budget revenues and public debt). i
assistance
expenses

Figure 4. The Structure of the Financial Policy

The RA government implements a counter-cyclical fiscal policy,
which assumes that during the period of an economicboom, the
fiscal stimulus should be restraining, accumulating "resilience
reserves" so that the economy can withstand the periods of decline,
and during a recession - stimulating, due to the accumulated
"resilience reserves", in order to mitigate the negative effects of
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shocks. The fiscal policy conducted in the conditions of high
economic growth in 2018-2019 was aimed at ensuring the stability
of the debt of the RA government, as a result of which it was
possible to reduce the debt burden of the government, eventually
bringing it to 50.1% of GDP (before the revision of GDP in 2021 it
was 49.9%) [15].

In the context of the economic recession as a result of the
developments during the year of 2020 involving unprecedented
negative shocks (the coronavirus pandemic and the Artsakh war),
the government conducted a counter-cyclical fiscal policy, as a
result of which a significant increase in the state budget
expenditures was recorded connected with the need of additional
expenses, occurred connected with theanti-crisis measures and
military operations, which led to the state budget deficit and
increase in the government debt. The situation caused by the
consequences of the COVID-19 pandemic and the Artsakh war were
recognized as "exceptional cases" in accordance with the procedure
defined by the fiscal rules, on the basis of which, in 2020,
approaches different from the existing rules were applied for the
normal situation with debt and expenses. Taking into account the
long-term consequences of the negative events that took place in
2020, the "exceptional case" regulations continued in 2021 as well.
In 2021, amid some economic recovery and weak demand, the goal
of the fiscal policy was to ensure fiscal stability, while supporting
economic recovery and creating conditions for reducing the debt
of the RA government. For this purpose, at the beginning of
2021 the effect of the fiscal policy on the aggregate demand was
stimulating, which gradually weakened and became contracting on
an annual basis.
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In 2021, the government continued to implement anti-crisis
measures aimed at mitigating the negative consequences of both
the coronavirus and the Artsakh war. In the medium term, the goal
of the fiscal policy is to smoothly reduce the state debt burden,
bringing it to 56.8% in 2024, and then to ensure a downward trend
in the state debt burden in subsequent years, bringing it to around
54% of GDP by 2026, which will make it possible to create "a fiscal
space' to respond to potential shocks [15]. As a result of the
projected economic recovery, tax administration improvements,
and tax legislation reforms, the taxes/GDPis expected to improve by
around 0.4 percentage points per year in the medium-term
horizon.

In 2021, the actual revenues in the amount of 1 trillion 683.8
billion drams were entered into the state budget of the Republic of
Armenia, that is, the indicator of revenues forseen with theadjusted
program of the Government of the Republic of Armenia was
ensured with 99.6%. Of the budget revenues, 1 trillion 586.9 billion
drams were taxes and duties, 12.4 billion drams were official grants
provided by international organizations and foreign states, and
84.6 billion drams were other revenues (see the Figure 5) [14].

Compared to 2020, the state budget revenues increased by
7.9% or 123.2 billion drams due to the increase in tax revenues and
state duties. The increase in tax refunds had a downward effect on
the tax revenue indicator of the 2021 state budget. In 2021, the total
amounts of said the mentioned returns was 184.4 billion drams,
which exceeded the indicator of the previous year by 32.8% or 45.5
billion drams. The value added tax and income tax had the largest
share in the tax revenues and duties (see the Table 1) [14].
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Figure 5. The Structure of Actual Revenues of the RA State Budget
in 2021, billion drams

Thus, the reasonable application of the fiscal policy will create an
opportunity to move the tax relations in the Republic of Armenia to
a qualitatively higher level, creating the necessary conditions for the
effective interaction between the tax authorities and taxpayers, and
the significant economic changes that have taken place in our
country in recent years and the ongoing reforms of the market
economy will be an important incentive to increase and to further
improve the efficiency of the tax system and tax administration of
the Republic of Armenia. [5].
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Table 1: The Structure of Actual Tax Revenues of
the RA state budget in 2021

Taxes, duties, fees billion drams Weight n tax
revenues, %
Tax revenues and state duties 1,586.9 100.0%
Value added tax 556.0 35.0%
Income tax 426.3 26.9%
Profit tax 158.6 10.0%
Turnover tax 324 2.0%
Excise tax 13.1 7.1%
Customs duty 84.8 5.3%
Environmental tax and nature use fee 62.7 3.9%
Social fee 43.0 2.7%
Other tax revenues 472 3.0%
Transitional overpayment of taxes 4.1 -0.3%
State taxes 66.9 4.2%
Conclusion

Summarizing the research conducted in the article, we come to
the conclusion, according to which, in our opinion, in order to have
an effective fiscal system in the RA, it is necessary:

1) To direct the tax policy to increase the investment
attractiveness of the economy and improve the level of economic
activity, thereby creating stable prerequisites for export and long-
term economic growth, redistribution of public goods and
strengthening the fiscal stability. Increasing the efficiency of the tax
administration and reducing the shadow economy, to ensure the
continuous growth of the tax/GDP ratio in the medium term, as
much as possible.

2) From the point of view of increasing the effectiveness of the
spending policy, the purposeful, economical and efficient use and
management of public finances should be strongly emphasized. In
the structure of the RA state budget expenditures, gradually, within
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the limits of possibility, to increase the share of expenditures
directed to the human capital and infrastructures.

3) To direct the activity of the RA government towards building
a high-technological, industrial, conforming to the high
environmental standards, as well as export-oriented, competitive
and inclusive economy in the RA.

4) In the medium term, to return the fiscal policy to the full
compliance withthe "golden rule" of public finance, which will
provide the opportunity to ensure the improvement of the cost
structure and the increase of the role of public capital expenditures,
the decreasing trajectory of the debt/GDP ratio, creating stable
foundations for ensuring long-term economic growth.

We believe that as a result of the implementation of the above-
mentioned measures, we will have an efficient fiscal system in the
Republic of Armenia, which will ensure long-term economic
growth.
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