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THE PROBLEMS OF ATTRACTING YENTURE
CAPITAL IN RA

Varuzhan Muradyan

Armenian State University of Economics
Ph.D. in Economics, Assistant Professor
varujan.muradyan17@gmail.com

Abstract: The investment environment formed in RA is still not
favorable for attracting foreign venture capital. An effective state
policy is needed, mainly aimed not at the creation of new venture
funds, but at improving the depth of the Capital Market, the most
vulnerable and at the same time the most important indicator group
in the "Venture Capital and Private Equity Index". The article
analyzes the risks of venture capital formation and based on it,
recommendations are made in the direction of measures
contributing to the improvement of the investment environment in
RA.

Keywords: venture capital index, investment risks, innovation
financing, facilitating entrepreneurial start-ups, state support,
venture capital funding

JEL code: E22



Research objectives: to analyze the position of the Republic of
Armenia in the "Venture Capital and Private Equity Index" and
based on it to present recommendations for improving the
attraction of venture capital in the country

Research novelty: The weak links of the sub-sections of the
venture capital index of the Republic of Armenia were identified
and based on this, recommendations were made regarding the
attractiveness of venture capital financing.

Introduction

RA is improving its positions in the "Venture Capital and Private
Equity Index" every year, but the investment environment of the
republic is still not favorable for foreign venture capital. And as for
the venture funds and angel investor clubs created in RA, the
investments in these funds, although they are made with foreign
capital, are predominantly owned by Armenian investors. The
creation of venture funds can become a good prerequisite for
attracting foreign funds, but the presence of the latter alone is
perhaps not enough to make the country's investment environment
favorable and attract large-scale foreign venture capital [1]. Here,
an effective state policy is needed, aimed not at the creation of new
venture funds, but at improving the depth of the most vulnerable
and at the same time the most important indicator group of the
index, that is, the depth of the capital market. As a way to improve
the above indicators, it is possible to propose the application of tax
benefits for companies that have implemented an IPO, support for



the creation of the Crowd Investing system, the introduction and
legal regulation of internationally used investment tools in the
startup ecosystem: convertible bonds and SAFEs, the creation of
effective mechanisms for the protection of investors' interests, etc.

Research results

Along with the increase in the number of startup companies, a
demand for venture capital is created, as a result of which, every
year in RA, clubs of angel investors are created and venture funds
are formed. In particular, in addition to the 2013 and in 2014
created "Granatus Ventures" (invested in 13 companies to date,
average investment amount: 250,000-300,000 USD) and "Hive
Ventures" funds (invested in 18 companies to date, average
investment amount: 100,000 USD), in 2016. "Smart gate VISI"
venture fund was also created, which invested in 5 more companies.
Three angel investor clubs in 2018 were created, which plan to
invest in companies at the most initial stage of development. 2019
The Science and Technology Foundation of Armenia has also
created 2 venture funds with the aim of investing in science-based
start-up companies.

Despite the increasing trends of venture capital in RA, it should
be noted, that the investment capital of the above-mentioned funds
does not exceed 10 million US dollars, which may be sufficient only
for financing the seed stage of startups, and the next investment
stages (series A, B, C+), Armenian startups have to turn to foreign
venture funds for financing. Another no less important advantage



of attracting foreign capital, is the transfer of their experience,
knowledge and connections to Armenia and their use by the startup
ecosystem. And perhaps the most important prerequisite for
attracting foreign venture capital is the attractiveness of the RA
investment environment.

The country's attractiveness for venture capital is measured by
the "Venture Capital and Private Equity" index, according to which
RA ranked 90th among 125 countries [2].

Although the dynamics of the index is positive for RA, the
indicators of RA regarding a number of components of the index
are worrisome, in particular, it refers to indicators of economic
activity and depth of the capital market, which are perhaps the most
vulnerable aspects of RA. The latter is confirmed by the chart, in
which the deviation between RA and Asian countries (in which RA
is included) is the largest in terms of those indicators.

As a result of the separate observation of the index groups, it
becomes obvious, that RA has an advantage in terms of taxation
compared to the mentioned countries, in particular, ranks 39th in
this indicator. This speaks of the RA's favorable tax environment,
which is facilitated by the RA Law "On State Support of the
Information Technology Sector", according to which startup
companies are exempted from profit tax for 5 years, and pay
income tax at the rate of 10%. The favorable tax environment is also
facilitated by the fact that reporting is simplified and automated.



The next group of indicators, where RA has a comparative
advantage, is the "Protection of Investors' Interests and Corporate
Governance" group, in which RA ranks 49th.

Table 1. Sizes of individual indices of venture capital and private
equity participation index by country

Countries

Q ) 5 L 2 =
R 58T | 5388 ate
5% |5E5| % |fze|s%%E% z8:
w ® O ET| - £ £ a T ow'S| wc o
Russia 88,1 65,1 97,9 |57,2 35,2 69,9
Estonia 68,2 |45 104 83,5 61,1 62,1
Kazakhstan | 79,8 | 46,6 95,7 | 66,5 46,4 54,1
Georgia 61,2 42,6 104,4 | 72,5 53,3 50,4
Armenia 50,7 | 35,1 104,1 | 64,7 47,2 52,5
Belarus 74 11,1 98,9 |46 51,2 53,1
Azerbaijan | 63,3 | 6,9 105,3 | 70,3 41,4 55,2

However, in that group, the qualitative indicator of applicability
of the law is low, with RA taking the 67th position. It should be
noted, that the dynamics of this indicator is increasing and taking
into account the positive expectations towards the new Government,
further improvement of the indicator can be expected.

The "Entrepreneurial culture" group is the weakest part of the
index of venture capital and private equity participation, according
to which RA lags behind the most in terms of the number of articles



in scientific journals and the costs of conducting research (R&D) by
enterprises.

Thus, according to Skimago rating, Armenian authors in 1996-
2017. published 15,450 scientific articles in international
periodicals, in which RA ranks 86th, lagging behind Georgia (84),
Kazakhstan (76), Estonia (64) and Belarus (65). The rating of
Armenia according to the number of references to the document is
even lower, with RA occupying the 115th position. It should also be
noted that a significant part of the references in the articles are
provided by the researchers of the Yerevan Institute of Physics and
in 2017 about 40 percent of the published articles were related to
the field of physics and astronomy.

As for research expenses, it should be noted that around 68%
of RA information and communication companies provide services
to other companies and do not carry out their own research and
product creation [3]. However, in 2016-2017 70% of the established
companies stated that their activity is aimed at conducting research
and creating new products. From the point of view of research
expenses, the size of RA state expenses is even lower. In particular,
in 2017 government spending on research was 0.2% of GDP, which
is more than 10 times less than the average size of OECD countries,
2.4%. For comparison, let's note that this index is 2.79% in the USA,
4.23% in South Korea, and 4.25% in Israel.

RA occupies the lowest position, 112th, in terms of indicators of
the economic activity group. In particular, in terms of the size of
the economy (GDP) and unemployment, RA occupies the 114th and
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113th positions, respectively. The latter is perhaps characteristic of
all the small countries included in the index, including Georgia and
Estonia. It is noteworthy that the other index included in the group,
"Real GDP Expected Growth", ranks RA 69th, which speaks of
positive expectations for the RA economy.

The weakest group of the index and at the same time with
significant development potential is the "Depth of the Capital
Market" group. The indicators of this group are of great importance
for the attractiveness of the investment environment of any country.
The presence of the capital market, particularly the market-centric
capital market, is more than important for venture capital, because
the stock market ensures the return of invested money and the
realization of investments [4]. From the chart presented below, it is
obvious that the financial system of RA has a banking concentration,
although the stock market capitalization/GDP indicator has
continuously increased during the considered period, and the
banking system's loans/GDP indicator has shown a stable behavior.

The importance of the depth of the capital market (including
the presence of a market-centric capital market) for the attraction
of foreign venture capital is also indicated by the fact that this group
has the largest specific weight in the Venture Capital and Private
Equity Index. Within the group, the liquidity and size of the Stock
Market, IPOs and public issue operations are most important, in
terms of which RA itself occupies the lowest positions.
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Table 2. The position of RA according to the indicators of the
Capital market depth group

Indicator Horizontal Unit
Stock market liquidity and size 94 43
Volume of stock market 98 447
turnover
IPOs and public issue 78 6,7
transactions
The merger and acquisition 89 14,5
market
Debt and credit market 46 82,6
Access to financial markets 69 51,4

Conclusion

Venture capital represents a certain volume of investments,
when the investor invests in such new enterprises (startups) that
are engaged in the development of new technologies, know-how
and other innovative technologies. Such organizations are
characterized by high risk, due to the use of new products in
business, rapid and dynamic development of activities, as well as
receiving super profits in case of successful implementation of new
ideas in the market [7].

The interest in venture investments is growing not only among
those, who are ready to invest their funds, but also among those
who would like to receive it for the development of their business
[8]. It is also necessary to mention the fact that there are certain
prerequisites for the development of venture capital in Armenia,
particularly in the field of information technologies there is a
significant development potential. In addition, there are a
significant number of inventions and innovations in Armenia, which,
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however, remain on paper and do not come to life in the absence
of funding.

In order to ensure the attractiveness of the country's investment
environment and, in particular, to attract venture investments, in
our opinion, the RA government should implement the following
steps:
v"implement structural changes in the economy, giving priority to

the development of scientific branches and, in particular, the

military industry,
v'ensure progressive rates of economic growth in the country,
v' to create guarantees to ensure the return of investment funds,
in particular to create an insurance system for them.
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CHALLENGES OF ARMENIAN STARTUP COMPANIES:
ANALYSIS OF SURVEY FINDINGS

Kristine Arshakyan
Yerevan State University, Ph.D. Student
kristine.arshakyan@ysu.am

Abstract: Startup companies, by their nature, entail substantial
risks and frequently encounter an array of challenges. Despite
some instances of success of Armenian startup companies, it
remains evident that significant headway on the global stage has yet
to be achieved. In contrast to well-established ecosystems, the
Armenian startup ecosystem falls short in providing the necessary
support for the sustained advancement of these companies. As
such, there exists a pressing need to highlight and comprehensively
examine the obstacles impeding the growth of Armenian startup
companies.

This article provides an analytical overview of the survey
conducted among Armenian startup companies to identify key
obstacles hindering their progress. Additionally, it offers
recommendations aimed at addressing the aforementioned
challenges.

Keywords: startup company, startup ecosystem, survey,
development issues

JEL code: E3
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Research Aim: to identidy the challenges faced by Armenian
startup companies and present relevant recommendations to
effectively tackle these challenges.

Research Novelty: on the basis of the survey, comprehensive
analyses were conducted, yielding targeted recommendations
aimed at enhancing the startup entrepreneurship landscape in
Armenia.

Introduction

Startup companies serve as the driving force of the modern
economy, assuming an important role in fostering innovation and
job creation. Nonetheless, these enterprises operate in an
environment rife with uncertainty, consequently subjecting them to
an array of challenges. These challenges manifest prominently
during their early stage of development, a period in which startup
companies have no sustainable development and they are
vulnerable to these challenges. Numerous research studies have
revealed a number of problems that are common to most startup
companies. These problems include scarcity of resources, the
uncertainty of market demand, overcoming competition, legislative
gaps, lack of qualified workforce and more. It is important to
acknowledge that each startup ecosystem has its own
characteristics, thereby necessitating an examination of these issues
at the local level.

Within the startup ecosystem of Armenia, a number of
problems exist that impede the optimal functioning of local startup
companies.

17



It is important to note that there is a limited number of research
studies focusing on the challenges faced by startup companies in
Armenia. Existing research primarily focuses on the technological
sector in the Republic of Armenia, providing statistical insights into
IT and engineering sectors [1], without specifically delving into the
realm of startup companies. Another study [2] predominantly offers
data concerning technology-based startups, thereby overlooking
information pertinent to non-technology startups.

Between June 2021 and March 2022, an extensive survey was
conducted to identify and analyze the challenges faced by Armenian
startup companies'. Studying the challenges highlighted through
this survey will not only help develop effective policies to overcome
these obstacles, but it will aid in cultivating an environment that
nurtures the expansion and sustainable development of startups.

! Given the absence of an official, publicly accessible statistical data and
consolidated registry for startup companies in Armenia, for the purpose of the
survey a comprehensive database of startup companies was created including
information from incubation and acceleration programs, grant programs for
startups, technological events, angel investor clubs, venture funds of Armenia's
startup ecosystem, as well as platforms such as Crunchbase and Startupblink. This
compilation included 137 companies. Employing simple random sampling and
convenience sampling, a sample of 68 companies was identified for inclusion in
the survey. The precision of the survey findings was upheld, with a margin of error
under the 5% threshold of significance. The research data was collected through
personal in-depth interviews, involving active participation of the startup founder
and/or co-founder. The interview questionnaire was made up of sections
representing the main areas of the activity of startup companies and containing
both open-ended and closed questions. The data obtained as a result of the
interviews was managed and analyzed using the MS Excel software.
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Moreover, the insights gained will provide valuable information to
government agencies, essential for developing a precise strategy
for the advancement of the startup ecosystem in Armenia.

Findings of the Research

The survey achieved a participation rate of 79%, with active
involvement from 54 companies. Among the startup companies that
chose not to take part in the survey, 43% expressed a lack of interest
in participation, while 57% remained unresponsive. The survey
encompassed a diverse spectrum of startups, spanning from those
at the idea stage to both registered and operational companies
established between the years 2011 and 2022.

The survey data underscore a notable nonproportional
development of the Armenia's startup ecosystem throughout the
country, with a predominant concentration centered in the city of
Yerevan. This is evidenced by the fact that in Armenia 94% of the
surveyed companies are registered in Yerevan, while a mere 6%
are registered in Gyumri. Nearly half of the startup companies
surveyed, accounting for 47%, hold dual registrations, both in
Armenia and abroad. 45% possess sole registration in Armenia,
while the remaining 8% are exclusively registered abroad.

According to the surveyed companies, 62% of them cite
patriotism as the most important driver for registering in Armenia.
This is followed by quality and cost-effective labor (43%), along with
winning a grant (21%). These findings shows a noteworthy trend:
Armenian startup companies do not consider Armenia and its
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startup ecosystem as the most conducive environment for business
expansion. As a result, they prefer to register and/or continue their
activities abroad. (Of particular interest is the US state of Delaware
as the favored destination for 79% of these companies.)

The primary purpose of registering and conducting operations
abroad is attracting investments (65% of the respondents, see Table
1). This decision stems from the perception within surveyed
companies that Armenia's startup ecosystem lacks investment funds
or programs that provide investments in stages higher than seed
stage. A second compelling reason for registration abroad is the
opportunity to enter the market (46%). This is attributed to the
challenges associated with conducting effective market research
and entering foreign markets directly from Armenia. Furthermore,
the surveyed companies perceive Armenia's tax system as less than
favorable for their successful operations. As such, 38% of
respondents identify this as a pivotal factor prompting foreign
registration. Additionally, 30% of participants view the more
supportive legal frameworks abroad as a crucial consideration in
their decision-making process.
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Table 1. Factors Influencing the Choice of Foreign Registration for
Armenian Startup Companies

Attracting investments 65%
Market entry 46%
Favorable tax system 38%
Supportive legal frameworks 30%
Availability of payment systems 14%
Other 14%
Not specified 11%
Workforce

A majority of the companies participating in the survey have 5
to 10 employees (30%). The pronounced escalation of salaries in
the technology sector has generated a predicament for startups in
prototyping and early development stages: they grapple with the
challenge of recruiting both qualified professionals and large
numbers of employees. Among businesses with 10 to 20 employees
and those with more than 20 employees (26% and 22%
respectively), a prevailing pattern is discernible. These companies
are primarily beneficiaries of grants or have received investments
and generate revenue or are in the expansion stage. Consequently,
they maintain a requisite number of employees thanks to the
availability of substantial funding or generated revenue. However,
these companies also acknowledge the impediment posed by
elevated salaries, which significantly dampen their capacity to
attract qualified workforce.

The lack of qualified workforce within Armenia's startup
ecosystem commands special attention, emerging as a matter of
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paramount concern raised by the interviewed startup companies
(63%, see Table 2). 83% of the companies surveyed share a
consensus on the overall inadequacy, both in terms of quality and
quantity, of specialists within the Armenian labor market. This
deficiency is attributed to the low quality education in Armenia. The
respondents pinpoint subpar professional knowledge and absence
of practical experience as resultant issues, owing to a lack of
relevant, updated, and hands-on education. Additionally, 13%
identify that there no connection between academia and the labor
market. When it comes to recruiting, surveyed companies prefer
graduates from the American University of Armenia, followed by
the Russian-Armenian University and the French University in
Armenia. Personal connections remain the most reliable channel
for discovering qualified professionals (41%). Meanwhile, 26% of
respondents opt for job postings, acknowledging, however, that this
method does not always yield the desired outcome of attracting
suitable personnel, and it can be a time-consuming process.

The absence of international market experience (15%) and the
issue of staff turnover (13%) also hold notable significance as
challenges related to the labor market.
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Table 2. Issues Related to Workforce and Labor Market

Lack of qualified workforce in the technological sector  63%

Inability to pay high salaries 35%
Shortage of experienced senior and mid-level 33%
professionals in the technological sector

Lack of experience for working in the international 15%
market

Staff turnover 13%
Lack of connection between the university and the 13%
labor market

Lack of sales specialists 11%
Challenges with both quantity and quality of project 9%
managers

Lack of specialists engaged in R&D 9%
Insufficient foreign language proficiency 9%
Lack of self-education among professionals 9%

Only 32% of the surveyed companies have foreign employees as
a measure to address the labor shortage and attract talents.
Meanwhile, 63% abstain from engaging foreign workers, citing that
they do not need or have the possibility to find them. However, it
shall be noted that the context of this survey's findings predates the
Russian-Ukrainian conflict of 2022, which has undoubtedly ushered
in a situational transformation worth considering.

Funding
In the Armenian startup ecosystem, as revealed by the survey

findings, a substantial proportion of startup companies have
received grants (65%). In contrast, a comparably smaller segment
has acquired funding through investments from angel investors and
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venture funds, accounting for 19% and 9% respectively (see Figure
1). This pronounced divergence can be attributed to a combination
of factors. Primarily, the accelerating stage of the Armenian startup
ecosystem comes into play, with a larger presence of companies
positioned at the idea and early developmental stages and not yet
ready for advanced-stage investments. Furthermore, this might
underscore a potential scarcity of angel investors and venture
capital funds in the Armenian startup ecosystem, perhaps further
exacerbated by the absence of significant international funds.

This is further evidenced by the fact that a substantial majority
of the surveyed companies (56%) prefer to seek future funding
from international venture funds, predominantly those based in the
USA. This inclination can be attributed to the prevailing
circumstance where Armenia lacks significant international venture
funds, and local funds encounter limitations in facilitating larger
investments.

The majority of the surveyed startups have outlined their
intentions to allocate the anticipated future funding predominantly
toward marketing initiatives including increasing sales volumes and
entering new markets, constituting a notable 74% of the
respondents (see Table 3). 50% of these companies also accord
equal importance to investing in product enhancement and
expanding their team.
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Sources of Funding for Armenian Startup
Companies

Family and Friends [N 87%
Startup Business Grants [N 65%
Angel Investors [ 19%
Venture Capital Funds [l 9%
Bank Loans M 6%
Other sources [l 7%
0% 20% 40% 60% 80% 100%

Figure 1. Sources of Funding received by Armenian Startups

However, a mere 11% intend to dedicate their forthcoming
funding to research and development. This disparity might suggest
the limited presence of scientific-oriented startup companies within
Armenia's startup ecosystem, thereby potentially constraining the

ecosystem's growth and development potential.
Table 3. Allocation of Expected Funding

Marketing campaign/increasing sales 74%
volumes/entering new markets

Product improvement 50%
Team expansion 48%
Research and Development 11%
Acquisition of equipment 6%
Acquisition of licenses 4%

Among the overarching challenges concerning funding, as
highlighted by survey participants, the primary concern is the
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insufficiency of financial resources accessible to startup companies
in Armenia (33%, see Table 4). Following closely, the lack of
pitching skills and experience in effectively communicate with
investors emerges as the second most pivotal issue among founders
(26%). This factor has the potential to derail investment negotiations
even when the idea itself is promising. Equally noteworthy is the
Armenia's low attractiveness for foreign investments (11%). This, to
some extent, stems from the absence of foreign investors in
Armenia (9%), further constituting a notable hindrance to the
flourishing of the startup ecosystem and the growth of startup
companies in the country.

Table 4. Common Issues Related to Funding of Startup Companies

Financial resources offered to startup companies in 33%
Armenia are insufficient

Lack of pitching skills and experience in 26%
communicating with the investor

Low awareness regarding funding opportunities for 19%
startup companies

Diminished perception of Armenia's investment 1%
environment among international investors

Lack of viable and fundable ideas 13%
Lack of investors/funds offering long-term investment 9%
Small amounts for grant funding (except for grants 9%

provided by the RA Ministry of High-Tech Industry
grant program)
Absence of foreign investors in Armenia 9%
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Issues related to business development
43% of the surveyed companies believe that the most important

problem hindering startup business development is the regulatory
gap (see Table 5). In particular, the absence of an e-commerce
regulation law in the RA emerges as a focal point, significantly
impeding the smooth electronic transactions for products and
services originating from Armenia with other countries. Despite
legislative improvements, certain gaps persist. For instance, the
legal framework does not encompass well-defined procedures and
prerequisites for the electronic formulation of foreign trade
agreements, transportation documentation, invoices, and other
documents [4]. Furthermore, there remains incomplete and/or
non-streamlined regulation pertaining to the electronic trade of
goods, as well as import and export procedures, and customs
procedures.

According to survey respondents, a prevalent challenge ranking
as the second most common issue is the deficiency of business
knowledge and skills among startup company founders (35%). This
predicament originates from the scenario where startup founders
are primarily technology experts, and not all of them possess skills
in business management — an aspect that can substantially lead to
a company's failure. A plausible explanation lies in the scarcity of
startup entrepreneurship education programs offered by most
universities, coupled with the limited presence of university-
affiliated incubators or accelerator initiatives. This collectively
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contributes to the gap in equipping aspiring entrepreneurs with the
necessary skill set to effectively navigate the business landscape.

Table 5. Issues Related to Business Development

Regulatory gap 43%
Lack of business development skills among startup 35%
founders

Lack of skills in sales and marketing in the 28%
international market

Unfavorable tax system 22%
Absence of legal and accounting services tailored to 17%
startups

Insufficient foreign language proficiency 7%
Absence of international payment systems in Armenia 15%
Slow customs clearance procedures 13%
Issues concerning ensuring data privacy 9%

Another important factor influencing the successful growth of
startup companies involves sustaining competition. 28% of the
surveyed companies emphasized the significance of adept
marketing strategies as the prime method for sustaining the
competition (see Table 6). 19% believe that a technological
advantage holds the potential to overcome competition, while a
mere 17% believe that a well-devised strategy holds the key to
overcoming competition. A cause for concern arises from the
observation that a substantial portion of the surveyed companies do
not accurately appreciate the pivotal role of strategic planning.
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Table 6. Approaches of the Surveyed Startup Companies to Sustain

Competition
Effective marketing 28%
Technological edge 19%
Effective strategic plan 17%
High-Quality Product/Service 13%
Product/Service Improvement 9%
Price advantage 7%
Effective customer service 6%
Not specified 17%

74% of the surveyed startup companies have a mentor,
showcasing the founders' unwavering recognition of the
significance of mentorship. Among them, 43% are engaged with
mentors on a pro bono basis within the context of incubation or
acceleration programs. An additional 31% opt for a paid mentoring
arrangement, either through direct hiring or equity sharing.

Conversely, 26% have no mentor, largely due to the inability to
find one (21%) or the financial constraints that deter engagement
(14%). 29% abstain from offering a specific rationale for their lack
of mentorship, rendering definitive conclusions elusive.
Nevertheless, it's plausible to speculate that the absence of a robust
mentoring network in Armenia's startup ecosystem or the limited
awareness about the significance of mentorship among startup
founders might contribute to this phenomenon.

29



Common Issues within the Armenian Startup Ecosystem
The survey participants highlighted several issues within the

Armenian startup ecosystem that have adverse effect on the
development of startup companies. As detailed in Table 7, two
paramount issues stand out: the slow growth and limited global
recognition of the Armenian startup ecosystem (37%), and the
deficiency in fostering a creative entrepreneurial mindset within
Armenia (35%).

Furthermore, 22% of the surveyed companies believe that a
discernible strategy for advancing the Armenian startup ecosystem
is absent.

Among the surveyed companies, a significant concern raised
was the perceived ineffectiveness of university education (24%). In
addition, universities are observed to lack startup-related
education. Consequently, it becomes evident that upon university
graduation, individuals often find themselves lacking of the
necessary knowledge to initiate a startup company or navigate the
intricacies of the startup entrepreneurial domain. This lack of
knowledge contributes to a stagnation in the proliferation of startup
ideas — one of the indicators of the maturity of the ecosystem [3].

A substantial majority of the participating companies (54%)
express the viewpoint that the current frequency of events catering
to startup companies in Armenia remains inadequate. The survey
findings reveal a lack of international gatherings (28%), a scarcity
of networking events (26%), and a general lack of event frequency
(24%). This scarcity, unfortunately, hampers the exchange of
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knowledge and experience, the networking, the identification of
potential partners, and the facilitation of collaborations.

Table 7. Common Issues related to the Armenian Startup Ecosystem

Limited progress and recognition of the Armenian 37%
startup ecosystem

Lack of creative entrepreneurial mindset 35%
Absence of startup ecosystem development strategy 22%
Small number of accelerators and incubators 1%
Limited opportunity to participate in foreign exhibitions  11%
Lack of startup education in universities and 9%
appropriate educational programs

Lack of communication between the government and 9%
startup companies

Immature investment culture in Armenia 7%

A small part of the surveyed companies (7%) also underscores
the absence of events bearing regional significance. Such events
are pivotal in fostering the diffusion of the startup entrepreneurship
culture to regions, thereby fostering a well-rounded evolution of
the Armenian startup ecosystem.

Conclusion
The analysis of the survey of Armenian startup companies allows
us to conclude that while the Armenian startup ecosystem
demonstrates consistent year-on-year growth, this trajectory is
marred by geographical disparities that hinder the meaningful
diffusion of the startup entrepreneurship culture across the
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country. Moreover, the ecosystem's overall advancement fails to
cultivate an environment conducive to the expansive operations of
startup companies. The startup ecosystem grapples with a scarcity
of adept technology specialists, coupled with a notable deficiency in
skilled labor. This challenging situation, combined with high
salaries, makes it difficult to create proficient teams — an important
factor for the startup success. Compromised higher education
standards and underutilization of foreign workforce potential
further exacerbate the operational hurdles startups face. In terms
of funding, insufficient financial resources, particularly needed for
advanced-stage investments, impede the growth of startup
companies. The scarcity of prominent international investment
funds compounds this issue. Founders of startup companies also
frequently grapple with a lack of pitching and effective business
management skills that are vital for their progress. To tackle these
multifaceted challenges, a set of recommendations is presented
below to develop policies that can drive positive change:

v' Facilitate the proliferation of the startup entrepreneurship
culture across regions through the execution of initiatives such
as events for knowledge-sharing, exchange of experience and
ideas as well as implementing incubation and acceleration
programs;

v" Integrate courses on innovative entrepreneurship and startups
into university curricula, while concurrently establishing
university-affiliated incubators and acceleration programs. This
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combined approach will play a pivotal role in fostering the
generation of novel startup ideas;

Initiate actions aimed at addressing the pressing issue of
inadequate financial resources. This entails enhancing
Armenia's investment climate, bolstering its appeal to global
venture funds, and planning strategic state-backed
collaborations to attract significant international investment into
the country's startup ecosystem;

Enact tailored tax incentives designed explicitly for startup
companies.  Simultaneously, streamline intricate legal
procedures and rectify legislative gaps, fostering a more
conducive regulatory environment for their operations;

Create a mentoring network that involves accomplished local,
diaspora, and international entrepreneurs.
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Abstract: The importance of researching this issue lies in the
fact that in the modern world, offshore business has gained global
proportions, one helps to open a new business, another to avoid
large taxes, and a third to keep their organization in secret. In
modern society, both in politics and in business, the term "offshore”
has no clear meaning. The use of offshore zones can not be called
a modern phenomenon, as the history and formation of this activity
began in the late 1950s, but despite that period, it has gained
international recognition. The urgency of this issue is also due to
the influence of offshore companies on the redistribution of
financial resources. Currently, offshore zones have become an
integral part of the global economic system and the national
economies of many, including highly developed countries. Based on
the study, its determined, that offshore areas will continue to
develop under constant political and economic pressure.
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Research aim: present features of offshore business and their
impact on the country's economy

Research novelty: a grouping of the positive and negative
results of offshore business was carried out and the risks and
opportunities of the socio-economic impact of each group on the
country's economy were interpreted.

Introduction

Offshore zones and the ways in which economic activities are
conducted are closely related to the modern economy, and offshore
business has reached global proportions. Today, offshore zones
have become an integral part of the global economic system and
the national economies of many, including highly developed
countries. Based on the study, we can conclude that offshore areas
will continue to develop under constant political and economic
pressure, because they have demand and customers. In the past,
offshore companies served only to carry out such activities as
construction, trade, etc. Now offshore is a way of implementing
investment projects and other important operations, it attracts the
attention of buyers, legally avoids taxes, etc.

Huge financial resources are invested in offshore zones. If that
money did not go to offshore countries, poor countries could pay
off their foreign debts and seriously accelerate economic
development. Residents of underdeveloped countries (85% of the
world's population) could live completely differently if this money
remained in their economies. However, these assets belong to a
small group of the rich, and the debts of the government remain
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on the shoulders of all citizens. The experience of the years shows
that it is not possible to completely eliminate the existence of
offshores, because each country pursues certain selfish
considerations from the given sphere.

Research results
Huge financial resources are concentrated in offshore zones,

which are generated in both legal and illegal ways. In addition, they
have a great influence on the processes taking place around the
world. A convincing example is the Cayman Islands, which is
considered the fifth financial center in the world, after London, New
York, Tokyo and Hong Kong. The number of companies registered
in these islands exceeds the population, and the working capital is
more than 500 billion USD.

In modern economic literature, offshore centers are defined as
a set of territories and countries where foreign organizations are
registered and whose activities are carried out with tax discounts.
Organizations that register in offshore centers are responsible for
local laws.

In the literature, the term offshore defines both the offshore
zone and the processes taking place in it. The term offshore is used
to describe international financial markets as well as certain
banking operations. Mainly, this category is presented as an area
where there is a preferential regime (tax reduction, exemption from
currency control, etc.) for foreign participants and financial credit
operations in foreign currency. James Henry, a former employee of
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the McKinsey consulting company, presented an assessment of the
scale of the world's offshore activities. In his study, he calculated
the amount of offshore funds on accounts and focuses on the
damage done to the global economy and developing markets as a
result of offshore exposure([1].

With the development of global capital markets, financial
mobility is increasing, which allows more active redistribution of
investments between countries and regions. The legal liberalization
of the international movement of capital in many countries of the
world, as well as the development of information technologies,
played an important role in this process. The free movement of
capital in the world creates competition between the investing
country. Using its sovereignty, offshore territories with more
favorable conditions for non-residents are more attractive for
company registration and conducting international financial
transactions. According to some estimates, 14-17% of international
financial assets and liabilities are located offshore [2].

Most of the transfer of offshore funds comes from global
financial centers: New York, London, Zurich, Hong Kong, Tokyo.
Offshore services are especially actively used by the United States
and the United Kingdom. Only 2 of the UK's 100 largest companies
do not use offshore services, the rest have more than 8,000
subsidiaries worldwide. The islands of Guernsey, Jersey and Maine
have been the offshore territories of Great Britain for several
centuries [3]. Moreover, 83 of the 100 largest American
corporations have subsidiaries in offshore zones. Offshore funds
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also flow from countries that export a large amount of raw materials
and finished products, primarily oil-producing countries. 1970-
2020, according to TJN research, billions of dollars were withdrawn
from Kuwait: 496; 308 from Saudi Arabia, 306 from Nigeria. One
of the leaders in the world is Russia, from which about $798 billion
was exported from the country in 1990-2019. he strengthening of
offshores in the world economy causes serious economic and social
problems and at least three of them can be distinguished.

1. Low taxation in offshore zones reduces the fiscal base of
countries whose residents use the services of offshore companies.
According to some estimates, the budgets of all the countries of the
world are deprived of at least 3 trillion dollars every year, which
are hidden offshore.

2. Making anonymous transactions are prerequisites for
laundering illegal profits and financing global terrorism through
offshore companies.

3. As a result of the deterioration of offshore financial
transactions, the risk of uncontrolled flows of so-called "hot money"
is increased, which destabilizes the global financial system [4].

James Henry explained that not only such exotic places as the
Cayman lIslands, where capital can be effectively hidden, but also
some American states, such as Delaware, where foreign investors
have the opportunity to open a company, are chosen as "tax
havens". , without clearly specifying the owner [5].

The impact of offshore on the world economy is not
unambiguous, we can distinguish several main positive aspects:
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intensification of cross-border financial flows, acceleration of
capital circulation, allocation of capital, reducing the total tax
burden in the world and thereby stimulating economic activity,
development of offshore states, redistribution of wealth in the
world. increasing the competitiveness of companies using offshore,
reducing the risk of confiscation for importers in countries with
weak protection of property rights [6].

The negative impact on the global economy may result in: unfair
tax competition, violation of the rights of residents of the countries
of origin of capital, stimulating the flight of capital from national
economies, therefore, a decrease in investment activity in the
countries of origin of capital, support for the shadow and criminal
economy, so-called its "gray" and "black" sectors, as as well as the
legalization of incomes, which were obtained in a criminal way,
financing of extremist activities. The negative impact on the global
economy may result in: unfair tax competition, violation of the rights
of residents of the countries of origin of capital, decrease in
investment activity in the countries of origin of capital, support for
the shadow and criminal economy, so-called its "gray" and "black"
sectors, as well as the legalization of incomes that were obtained
criminally by way of financing extremist activities. The role of
offshores in the global economy is ambiguous, as dubious functions
related to money laundering can be carried out here.

At the international level, anti-offshore regulation measures are
taken by international organizations such as OECD, FATF. The main
areas of this kind of regulation are:

40



1. Conclusion of agreements on exchange of information
between non-offshore and offshore countries.

2. Compilation of "black" and "gray" lists of offshore
jurisdictions (entering such a list requires various restrictions on
companies by the regulatory bodies of non-offshore countries).

3. Encourage non-offshore countries to limit offshore use.

The FATF is an independent audit organization that promotes
and develops the global financial system to protect against the
threats of money laundering, mass weapons proliferation and
terrorist financing. FATF's recommendations have generally been
recognized by international standards for combating money
laundering and terrorist financing.

The FATF was created by the G7 with the participation of the
European Commission in 1989. In July, during the G7 Paris
meeting.

The creation of the group was a response to the increase in
criminal income worldwide. Given the difficulty of detecting dirty
money in the international financial system, there is a shared
understanding of the urgency of developing collective measures to
counter financial crime.

FATF establishes relations with the United Nations, the Council
of Europe, the World Bank, the European Bank for Reconstruction
and Development, the International Monetary Fund, Interpol,
Europol, the Customs Cooperation Council and other international
organizations, as well as with the International Professional
Association of Financial Institutions.
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FATF issues include [7]:

1. Development of recommendations in the field of combating
money laundering and terrorist financing.

2. To conduct mutual assessments in the participating states,
with the recommendations of the FATF, for the compliance of
existing national legislation and current practices in the field of
combating money laundering and terrorist financing.

3. Study of the situation in countries that are actively used for
laundering the proceeds of crime and financing terrorism.

The FATF is constantly working to improve measures to combat
money laundering and terrorist financing. In particular, in 2006 In
October, it was decided to establish the International Cooperation
Evaluation Working Group (ICRG).

According to the goals set in the program documents, the FATF
is committed to increasing the number of its members with the
involvement of strategically important countries that can use their
influence in the region to increase the effectiveness of the fight
against money laundering and terrorist financing.

Conclusion
Offshore business is still developing globally and is not clearly
perceived in the business environment. Perhaps, in the case of its
negative aspects, in the case of offshore transactions, the
circulation of capital, investment activity accelerates. But on the
other hand, in the case of offshore business, money laundering, tax
evasion and even illegal economic transactions are carried out,
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which are not controlled by the authorities. Therefore, having an
international nature, the regulation of offshore business is still in
the process of improvement and requires more flexible and
mutually agreed cooperation of international supervisory
organizations.
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Abstract: Information on sustainable business development
currently needs more coordination, which can be done by
organizations through accounting reports. The currently published
accounting and financial reports do not fully present information
related to the sustainable development of business, because the
latter implies non-financial indicators as well. The article presents
recommendations for the inclusion of information related to
sustainable development in the published financial statements of
organizations, which will create an opportunity for internal and
external stakeholders to make business-related strategies and
administrative decisions.
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Research objectives: interpret the possibilities of
consolidation and coordination of information on sustainable
business development in financial statements of organizations

Research novelty: presented information accountability
guidelines for sustainable business development, that enable users
to assess business competitiveness in terms of public expectations

Introduction

The competitive assessment of business is currently not limited
to financial results, but is also considered in terms of sustainable
development opportunities [1]. The goals of private interests and
super profits of entrepreneurs are already opposed to the public
expectations of business, when the task is to prevent environmental
risks formed as a result of business, to increase the efficiency of
natural use, to promote the qualitative growth of the human capital
used, to create partnership social capital. In this regard, the
problem is set to coordinate the information related to sustainable
development, which will be implemented by the reports published
by the organizations. And since the potential of sustainable business
development is characterized by non-financial and financial
information, problems of presentation of the accountability format
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of sustainable business development information also arise in
practice, which are waiting for their solutions [2].

Research results

Entrepreneurship was originally initiated by enterprising
individuals or groups motivated by self-interest. Producing material
goods or providing services to the public, successful businessmen
increased labor productivity, used efficient ways of using resources,
and formed an additional result with a rational combination of
production factors that served their own interests. Nowadays, the
primary motivation of entrepreneurs in business organization is
also profit, strengthening of financial stability and gaining
competitive positions in the market.

However, the business cannot endlessly serve the owners and
pursue individual interests, because it has immediate obligations
beyond the entrepreneurial interests itself. In particular, the
entrepreneur uses natural resources, minerals, recruited labor,
which in fact is not the product of his activity and he was given a
direct opportunity to use all of this. Therefore, the businessman is
obliged to use these resources in such a way that they are available
for future generations [3].

It is this fundamental approach that is at the root of the demand
for sustainable business development. Ensuring the sustainability of
business development requires, first of all, the transfer of such a
potential of current production resources to the future, so that
generations can continue their entrepreneurship and do not face
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the fact of mercilessly exploited and depleted raw materials and
natural resources, which in turn will disrupt the sustainable course
of business. After all, business, by creating public goods and
satisfying the consumer needs of humanity, also damages the
environment to a certain extent and creates negative results from
the public's point of view. In this sense, the "appetite" of private
business interests from the point of view of sustainable development
is restrained by the responsibility of efficient use of resources
towards the public.

On the other hand, when exploiting the resources of the
business environment and pursuing personal interests,
entrepreneurs give their own "justifications” in the sense that
business activities are accompanied by risks of compensation for
damages and therefore, from their point of view, obtaining super
profits by bypassing the requirements for efficient use of resources
can be considered justified. In this case, it is recorded that profit-
seeking business is characterized by potential risks, when by
attracting and using resources, entrepreneurs have the possibility
of forming losses, especially when applying innovative ideas,
therefore, the private sector is justified in making excessive profits
at the expense of inefficient use of sustainable development
resources. in his own way [4].

However, from the point of view of the public, such an approach
is not acceptable, because business activity in this case is
considered from the point of view of public interests [5]. In such a
case, society is interested in the sustainable development of
business and evaluates entrepreneurship not only from the point of
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view of creating public goods, but also from the point of view of
continuing business and expanding the economic potential
supporting it. The public is waiting for answers to such questions
as: how the natural resources consumed during business are
compensated, what is the efficiency of natural use, how is the
damage caused to the environment as a result of business
prevented, to what extent do businessmen contribute to the
expansion of the quality of the human capital used, and finally, how
is the efficiency of business management ensured through
information transparency, participatory administration, in terms of
social capital formation [6].

- financial stability

- making a profit,

- strengthening of competitive
positions in the market

-

-natural resources
rational use
- environmental risks
reduction
- expansion of human and social capital
- effective management

Figure 1. Sustainable development accounting information flows?

2 Composed by authors
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Therefore, we can conventionally present accounting reporting
information characterizing the sustainable development of business
in two directions: "from below" and "from above". The information
generated from below is purely financial and economic, and their
beneficiaries are business partners who evaluate the sustainability
of entrepreneurship from the point of view of accumulated financial
and economic reserves (see diagram 1). And the users of the
information formed "from above" are the subjects of the public
sector (state departments, territorial self-government bodies, non-
governmental organizations, etc.), which pursue public interests of
sustainable business development. Moreover, in the currently
published accounting financial reports, financial and economic
information related to sustainable development is considered
dominant over information serving public interests (see Figure 1).

Therefore, it is considered necessary to shift the center of
gravity of information flows for sustainable business development
from "bottom" to "top".

This process is currently being intensified along with
preparations for the publication of a new generation of international
financial accounting standards. Today, the drafts of IFRS-S1 and
IFRS-S2 standards have already been put into circulation, which
guide how the disclosures of sustainable business development, as
well as climate change as a result of entrepreneurship, should be
presented in published accounting reports.

However, it is still a matter of discussion how the non-financial
information of sustainable business development should be
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disclosed in financial reports, where all indicators are presented in
monetary value [7]. We believe that the solution to this problem can
be implemented in two directions.

a/ to present non-financial information related to the sustainable
development of business with non-monetary indicators in published
accounting reports,

b/ to convert the non-financial information related to the
sustainable development of business into dram measures and
present them with value indicators in the published accounting
reports (see Figure 2).

Accountability for sustainable

business development

Information converted from
non-financial to financial

Non-financial
information

Findings of sustainable
development
opportunities

Analysis of opportunities for
sustainable development

Figure 2. Non-financial information disclosure channels for
sustainable business development®

3 Composed by authors
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Moreover, disclosures of non-financial information can present
users with opportunities that will contribute to sustainable business
development. In this case, by commenting on the findings included
in the reports, potential investors and other interested partners will
have the opportunity to evaluate the organizations' efforts in the
directions of environmental protection, human and social capital
preservation. And when non-financial information is transformed
into financial information using monetary measures, users are also
given the opportunity to conduct a complex analysis of sustainable
business development and make qualitative conclusions as a result.

Conclusion

Information on sustainable business development currently
needs more coordination, which can be done by organizations
through accounting reports. At the same time, accounting reports
aim to present non-financial information as well, which will make it
possible to identify further opportunities for sustainable
development. It is still a matter of discussion among specialists, in
which direction the non-financial information of the sustainable
development of the business will be presented - with natural or
value indicators. If the non-financial indicators of the process of
sustainable business development are transformed and completely
presented in monetary terms, it becomes possible to include them
in complex analytical calculations and make systematic assessments
of the potential for sustainable development. Therefore, at present,
when preparing accounting reports, the organizers are faced with
the task of moving the center of information formation from
financial results to the information sphere of results arising from
non-financial activities for the sustainable development of business.
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Abstruct: The International Standards Board for Sustainable
Development (ISSB) published in 2023 the ”General Requirements
for Disclosure of Sustainability-related Financial Information” and
the International S2 IFRS Standards for "Climate-Related" Financial
Reporting, whereby the accounting community felt the need for
additional informative comments. The article analyzes the
prerequisites for the introduction of sustainable development
standards and the possibilities of their application. The priorities of
the information related to the sustainable development of the
organizations in the published integrated financial reports were
partially clarified.
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Research novelty: the priorities of information related to the

sustainable development of organizations in published financial
reports were analyzed
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Introduction

The financial information flows published by the organizations
received their format universal regulations in the 1970s, when there
was a requirement to prepare the reports according to international
standards. For this purpose, the International Federation of
Accountants was founded in 1977, which includes about 3 million
accountants from the public, private and academic sectors, with the
aim of publishing comprehensible, reliable and comparable reports
in accordance with the International Financial Reporting Standards
(IFRS). so that information users can make sound decisions based
on them. In particular, the published reports emphasized the
reflection of the information characterizing the financial situation of
the organizations, the financial results of the activities, while
presenting the movement of capital changes and cash flows [2].

However, at the same time, in the reports published by the
organizations, there is also a requirement for disclosure of
sustainable development information, which in turn requires
international regulations.

Research results

Accounting reports is publishing according to the current IFRS
international standards, mainly present the financial side of the
organizations' activities, bypassing the reflection of sustainable
development information, which interested the stakeholders of the
sector [3]. Moreover, in such a case, the value of capital of
organizations is interpreted purely by financial and commercial
standards, without taking into account the attitude of the
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beneficiaries of sustainable development towards the ongoing
business. Therefore, currently there is a gap between the financial
and real value estimates of the organization, if the risks of
sustainable development and the possibilities of their prevention
are not presented in the published reports [4].

In response to these issues, the Sustainability Accounting
Standards Board (SASB) was established in 2011 as a non-profit,
standards-setting organization. SASB's mission was to create and
develop specific standards for the branches of the economy, which
help stakeholders related to sustainable development to get reliable
information about the risks and opportunities in organizations, to
evaluate environmental, social, administrative risks on changes in
the capital, cash flows, financial results of activities of organizations
in the short, medium and long term [7].

SASB was founded by Jean Rogers, who served as the
organization's first executive director. The main objective was to
develop standards for use in corporate filings with the US Securities
and Exchange Commission (SEC) and to provide investors with
comparable, non-financial information about the companies in
which they own shares. themselves or their investment funds, and
allow investors and financial analysts to compare performance
within the sector on important environmental, social and corporate
governance (ESG) issues. As SASB worked to codify its first full set
of standards, its work included extensive outreach to investors,
many of whom had globally diversified portfolios. SASB also
consulted with corporations, many of which had multinational
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operations. As a result, beginning in 2018, the SASB began
encouraging companies worldwide to include SASB-recommended
disclosure topics and metrics in all communications with investors,
not just US public filings. This may include annual reports,
integrated reports, investor relations sections of the company's
website and individual SASB reports. In addition to these cases,
many companies have begun to include SASB disclosure tables in
their corporate social responsibility and sustainability reports [5].
Currently, the SASB standards define subsets of environmental,
social and governance issues most relevant to financial
performance and enterprise value for 77 industries. The standards
are developed through a rigorous and transparent process,
including evidence-based research, with the inclusive and balanced
participation of companies, investors and industry experts, also
overseen by the independent SASB Standards Board. Global
investors recognize the SASB standards as key requirements for
companies seeking consistent and comparable disclosures.
Investors, lenders, shareholders and other providers of
financial capital are increasingly concerned with the impact of
environmental, social and governance (ESG) factors on companies'
financial performance, leading to the need for standardized
reporting of ESG data [6]. Just as the International Accounting
Standards Board (IASB) and the Financial Accounting Standards
Board (FASB) have respectively adopted the International Financial
Reporting Standards that are currently used in financial reporting.
SASB's stated mission is to set industry-specific disclosure
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standards on ESG topics that facilitate communication between
companies and investors around information useful for financial
decisions. Such information must be consistent, reliable and
comparable across companies on a global basis.

In November 2021, the IFRS Foundation announced, that it was
establishing an International Sustainable Development Standards
Board (ISSB) based on SASB standards developments, which
encourages report preparers and investors to continue using SASB
standards.

Companies around the world use SASB standards for their
annual reports, financial documents, company websites,
sustainability reports, and more. The SASB standards play an
important role in the ISSB's climate-related disclosure design and
sustainability-related financial disclosure design. SASB standards
enable the effective implementation of an integrated reporting
framework, providing the comparability sought by investors. The
SASB standards recognize sustainability information as financially
relevant to understanding how a business creates value. This
information, also known as ESG information, is used by those who
aim to make more competitive financial decisions.

In the end, the moment came when it was felt necessary to
present sustainable development reports based on the international
standards related to them, along with the published financial
reports. And so, in 2023, the International Standards Board for
Sustainable Development (ISSB) published the standards "General
requirements for disclosure of financial information related to
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sustainability" IFRS-S1 and the international "Climate-related”
financial reporting standards IFRS-S2, which in organizations will
be applied in parallel with IFRS standards [1].

Sustainable
development

Identifying risk Risk prevention
prevention decisions

e opportunities making

recognition

Figure 1. The sustainable development reporting process*

Conclusion

The purpose of preparing and presenting both traditional
financial statements and sustainability declaration is to provide
information about the reporting entity that is useful to current and
potential investors, lenders, and other creditors in making decisions
about providing resources to the entity (see Figure 1). In order to
assess an organization's prospects for future net cash inflows,
current and potential investors, lenders, and other creditors must
have information about the organization's resources, demands on
the organization, and how efficiently the organization is using its

4 Composed by author
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resources for the stratedic management and the governing board
fulfilled their responsibilities
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Abstract: Ecosystems in nature are excellent examples of
ensuring balance and stability of activity. Therefore, when the
business activity of organizations is considered by the ecosystem
model, an additional opportunity is created to assess the potential
for sustainable development of economic activity and to make
appropriate strategic decisions. And the most important source of
information for making such decisions can be published accounting
reports.

The article presents the challenges, that currently arise in the
preparation of accounting reports with sustainable development
information. For this purpose, the activities of organizations were
observed in the context of sustainable business development and
appropriate analyzes were performed. New approaches to
prospective evaluations of the activity potential of the ecosystem of
sustainable development with accounting information have been
proposed.
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Research objectives: identify opportunities for presenting
sustainable development information in accounting reports
published by organizations.

Research novelty: in the context of the ecosystem of
sustainable business development, ways to improve accounting
information, taking into account ESG principles, were proposed.

Introduction

When developing a sustainable development strategy,
organizations look for informational bases for strategic decision-
making. Accounting reports published today do not include the
necessary information, that would strategically assess the
sustainable development of organizations in the foreseeable future
[1]. Perhaps, some of the published financial indicators partially
represent the degree of sustainable development of organizations,
but they still do not sufficiently relate to the criteria, that
characterize the potential for sustainable development by current
standards, which are presented by the ESG concept. And according
to that concept, the stability of business activity is considered not
only by the narrow economic interests of entrepreneurs, i.e. profit-
making goals, but also by such issues, that concern the public, such
as environmental protection, a reliable partnership social
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environment, as well as an effective management system [3].
Therefore, organizations will now consider the evaluation of their
activities also in the ecosystem of sustainable development, which
in turn presents new challenges to the formation of accounting
reports. In doing so, accounting already overtakes not only financial
information in published reports, but also non-financial information
related to sustainable development, on the basis of which internal
and external stakeholders of business activities make realistic
decisions.
Research results

Strengthening the competitive positions of organizations is not
current in nature and is strategically oriented towards the future.
The market competitive environment undergoes dynamic changes
and forces organizations to accumulate resources that ensure
sustainable development. Moreover, thise can be of both financial
and non-financial nature. Today, it is already obvious, that only by
securing stable financial positions, organizations do not succeed in
gaining competitive positions in the market, because in the business
environment, complementary qualities of business are also
required, which will satisfy not only the interests of business
partners, but also the public [2].

In this sense, it is necessary not only to observe the activities of
organizations in the ecosystem of sustainable development, but also
to evaluate the competitive opportunities of business in it [5]. Any
ecosystem implies the functional interconnection of the components
operating in it and the harmonization of interactions in such a way
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as not to disturb the balanced state of the system's activity.
Moreover, each component operating in the ecosystem ensures its
stable operation at the expense of other components operating in
the system layer, which is most prominently manifested in nature
(food supply chain, water resources circulation chain, etc.).
Taking into account the efficiency of ecosystems operating in
nature, many attempts have been made in economics to combine
the life support processes of biological and economic organisms.
Humanity has always tried to understand the miracles of nature, the
perfect functioning systems of natural organisms, learn lessons
from all of that and reproduce them in economic activities
organized by itself. And that aspiration should be considered
justified, because the economic system is an anthropogenic
environment, which is still quite far from the biological environment
in its perfection, and in that sense always needs improvement.
According to this logic, back in 1993, James Moore's "Predators
and Preys. the article "new ecology of competition" in which
parallels were drawn between biological ecosystems and human-
controlled economic systems, thereby suggesting ways to make
economic systems manageable with the principles of managing
biological ecosystems [4]. Then, in 1996, the author's "Death to
Competition. leadership and strategy within the business
ecosystem" monograph, where entrepreneurship was interpreted
in the complementary activities of buyers and producers within the
business ecosystem, in the center of which is a large leading
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organization. And today, in connection with this, the term "business

eco-system" has become widespread in economics.

It is known that one of the key principles of biological ecosystem
activity are:

v in the struggle for the survival of individual biological
components, to establish competition in order to occupy
favorable positions in the life support environment,

v with each biological component, become a participant in the
chain of life support operating within the ecosystem and be an
interconnected link for other biological components included in
the system,

v' ensure balance within the ecosystem, so that it has sustainable
development at the expense of balancing the interaction of
individual components operating in the system,

v" to have the scenarios of the following solutions in the struggle
for survival with the competition for life support; develop and
expand the range of activity of the biological system, ensure the
stability of life support, disintegrate and cease to function.
From the point of view of the above-mentioned key principles

of the biological system's lifestyle, economists consider the

development possibilities of the business ecosystem, ecosystems
that can operate both in micro and macro-economic levels, be large
or small, have dominant positions in the business environment, or

just establish a local sustainable activity [6].

And what kind of strategy should organizations choose in order
to correctly navigate the ecosystem of sustainable business
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development and not only secure competitive positions, but also
gain opportunities for further expansion? Before answering these
questions, we first consider it necessary to briefly present the
ecosystem of sustainable development of organizations (see

diagram 1).
ManagementI ’ Business
resources development
Social Financial
capital capital

N

Human capital

Figure 1. The chain of potential for sustainable development
ecosystem activities in organizations®

For the sustainable development of the business, the formation
of the necessary financial capital is considered a priority for the
organizations, which, by the way, makes its evaluations in the
published accounting reports. However, the same cannot be said
about other components of the sustainable development ecosystem.

> Composed by author
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In particular, the human capital used by the organizations still does
not find its value recognition in the published accounting reports,
although in the professional literature, ways are proposed to
monetize the labor resources involved and to recognize them as an
asset of the organizations [6].

The same can be said about the social capital of business
activities, which is a critical part of the sustainable development
ecosystem (see Figure 1). Partner trust creates stable prerequisites
for business development. If the internal and external beneficiaries
of the organization's activities (employees, banks, suppliers, buyers,
shareholders, etc.) have a high degree of mutual trust in business
partnerships, then it can be an important resource for sustainable
development for entrepreneurship [5]. However, accounting still
has the problem of monetary valuation terms and presenting in
published reports the social capital held by managers, which is a
driving force for sustainable development [3].

The most important stimulating factor for sustainable
development is also the use of an effective business management
system. When the management system implements participative-
based decisions, acts with transparent accountability, provides
feedback with the beneficiaries of business activities, then it creates
the foundations for ensuring the future stability of the business.
However, here too, accounting faces the problem of how to evaluate
and value the existing management system so that its efficiency
becomes monetary measurable terms and is presented in published
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reports as a potential for supporting the sustainable development
of organizations [7].

Therefore, if any component of the sustainable development
ecosystem loses its vitality or is incompletely formed, the
prospective business development of the organizations will be
disrupted. On the contrary, when each type of capital used in
ecosystem works harmoniously with other factors, it will contribute
to the prospective development of the organization's business (see
Figure 1).

Therefore, in the accounting reports published by the
organizations, special emphasis should be placed on the qualitative
changes of human, social, organizational and financial capitals
contributing to business development. Possessing such
information, the internal and external stakeholders of the economic
activity of the organization can assess the risks of sustainable
business development, their management opportunities, making
appropriate behavioral decisions within ecosystem partnership
environment.

Conclusion
Organizations are also considered in the context of a sustainable

business development ecosystem while securing compotator
positions. Under these circumstances, accounting faces the
challenge of valuing the components of the ecosystem and
presenting them in the reports published by the organizations.
Currently, the preparation and presentation of published
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accounting reports are governed by international standards (IFRS),

where financial resources supporting sustainable development

receive their disclosures. But the non-financial information of the

sustainable business development ecosystem falls outside the

reporting scope of accounting. Therefore, it is considered relevant

not only to analyze the activities of the sustainable business

development ecosystem of organizations, but also to recognize and

evaluate the components of this system in published accounting

reports, which enables information users to make realistic decisions

in the directions of commerce development.
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Abstract: The financial measurements of the results of the
influence of various factors on the cost flows can carry out with
analytical methods of chain replacements or differences. However,
in case of managerial decisions, it should be considered that the
simultaneous influence of quantitative and qualitative factors is
completely attributed to the qualitative factor. Therefore, is
suggested application of integral analysis of cost flows, which
introduces a clear separation between the resulting measurements
of quantitative and qualitative factors.
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Research objectives: propose effective methods of financial
analysis and management of costs flows in production.
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Research novelty: presented the advantages and limitations of
the chain instolment factor analysis tool in the costs flows financial
management process.

Introduction
Recently, revolutionary technologies have significantly changed

the logic, chain and continuity of business and production
processes. Therefore, cost flow analysis remains relevant to identify
the dynamics of work with the latest technologies, business
adaptation, impact on costs and their management.

In a constantly evolving and changing market, cost financial
analysis at the academic level holds its place from the point of view
of identifying potential gaps and conducting timely research, the
relevance and effectiveness of analysis methods. An expense in
manufacturing, research, retailing, and accounting is money that
has been used to produce something or provide a service and is
therefore no longer available for use. The amount spent for the
implementation of the business is calculated as an expense.

Cost effectiveness analysis is the comparison and comparison of
the business plan or project and the actual costs, which enable us
to understand whether they have been implemented effectively
from a business perspective. The aim of the research is to assess
the efficiency of cost flow management, as well as to identify
possible ways to reduce costs and increase efficiency in order to
increase profits.
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Research results
Each organization chooses a unique cost management system

that will be suitable for the organization's operating style,
accounting policy, but few can analyze this system and evaluate what
elements it consists of and how it relates to profitability indicators.
saying cost management, we mean accounting, control,
management of all types of costs, as well as reducing them as much
as possible. The unique rules of the cost management system and
the composition of its elements depend on the goal set before the
organization and considering cost management as a separate part
of the business function [1].

Organizations may face various problems during their activities
that may be related to effective cost management. For example, how
to attribute incurred costs to a specific product or service or, how
to identify hidden costs. Similar issues are resolved by determining
the cost of goods and forming an internal management system.
Another stage of cost management is the analysis of the composition
and structure of costs, considering limited financial opportunities
[2].

The main goal of creating a cost management system is not to
reduce costs, but to achieve the goal set before the organization
through their optimization. It turns out that the priority issue of cost
management and reduction is only the tip of the iceberg and
includes a number of issues such as increasing organizational
efficiency through cost management [3].
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What do we mean by sunk costs? In practice, expenses are the
outflow of funds from the organization, but from an accounting
point of view, not all expenses incurred generate profits. For this
reason, the amounts classified as expenses in the expense report
differ from the actual cash outflows. When determining the rate of
return on costs, the profit of the company is compared only with
the part of the entities that provide profit according to accounting
standards [4]. The specifics of such calculations are determined
according to the organization's accounting policy, and the
composition of capitalized costs may differ depending on the
direction in which the profitability of costs needs to be calculated.

Indicators of cost profitability do not reflect the profitability of
all types of costs incurred by the organization in the reporting
period, but show the compensation of the spent resources that
participated in the formation of profit. In general, a high rate of
cost effectiveness indicates maximum return and efficient use of
resources [5].

Calculation the profitability of the costs incurred for the
formation of the cost price:

Return on Costs 2020 = Gross Profit / Cost of goods sold *
100% = 1,843,938/3,732,332*100 = 49.4%

Return on Costs 2021 = Gross profit / Cost of goods sold * 100%
= 2,754,659/5,265,154*100 = 52.3%

79



Table 1. The changes in cost of goods sold, administrative, selling
and other expenses

Indicators Value /thousands AMD/ Changes
2020 2021
A 1 2 3

Cost of goods sold 3.732.332 5.265.154 +1.532.822
Realization costs 247.051 367.998 +120.947
Administrative costs | 439.226 557.464 +118.238
Other costs of 216.496 102.064 -114.432
continuing
operations
Gross profit 1.843.938 2.754.659 +910.721
Net profit before tax | 1.030.256 1.875.389 +722.032
Profit from sale 1.081.539 1.920.282 +838.743

Sales efficiency

Return on Costs 2020 = Profit from sales / (Cost of goods sold

+ realization

costs+

administrative

1.081.539/(3.732.332+247.051+439.226)*100=

1.081.539/4.418.609*100 = 24.4%

costs)

100% =

Return on Costs 2021 = Profit from sales / (cost of goods sold

+ selling expenses + administrative expenses)

1.920.282/(5.265.154+367.998+557.464)*100=
1.920.282/6.190.616*100= 31%
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How much profit does all the expenses incurred by the
organization provide?

Return on Costs 2020 = Net profit before tax / (Cost of goods
sold + Cost of sales + Cost of sales + Other expenses from
continuing operations) * 100% = 1,030,256 /
(3,732,332+247,051+439,226+216,496) * 100 = 1,030,256/
4.635.105*100= 22.2%

Return on Costs 2021 = Net profit before tax / (Cost of goods
sold + Cost of sales + Cost of sales + Other expenses from
continuing  operations) * 100% = 1,875,389 /
(5,265,154+367,998+557,464+102,064) * 100 = 1,875,389/
6.292.680*100= 29.8%

From the calculations made above, it is clear that the

profitability of the cost price increased by 2.9% compared to 2020,
despite the fact that the costs incurred for the formation of the cost
price increased by 1,532,822 drams in 2021 compared to 2020,
which is mainly due to the increase in sales volumes.

On the other hand, sales profitability also increased by 6.6%.
The profit from sales increased by 838,743,000 drams compared
to the previous year, which is quite a good indicator, therefore, the
increase in sales profitability is related to the volume of sold goods
compared to the previous year.

Now let's analyze to what extent the point of covering all kinds
of expenses has changed in the reporting period compared to the
previous one. In 2021, the Cost increased by 7.6% compared to
2020, that is, in 2021, 1,000 units costs provided 7.6% more profit.

As | have already mentioned, effective cost management does
not come down to only identifying possible ways to reduce costs,
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but it consists in ensuring high profitability of the company's

expenses. Using the method of chain installations, let's try to

understand the effect of work factors on the change in the volume

of beer production.

Table 2. Data for determining the impact of work factors on
the volume of product

per worker, thousands AMD,
Py

Indicators 2020 2021 Devia- %

tions
Product volume 15.668 | 15.750 +82 100,52%
thousands. V
Average number of workers, 289 315 +26 108,99%
person, P
Average number of days 251 252 -1 100,3%
worked by 1 worker during
the year, D
Days worked by workers, 72.539 | 79.380 +6.841 109,43%
DW
Average hours worked by 580.31 | 635.04 | +54.728 | 109,43%
workers, HW 0
Length of working day, hour, 8 8 - 100%
H
Average hourly productivity 0,027 0,025 -0,002

Chain replacements and calculations:
VO = PoX Do X Ho X PHo = 15668,42
V''= Pyx Do x Ho x Pro = 17.078,04
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V2 = Pix Dy x Ho x Pyo =17.146,08
V3 = P1X D1 X H1 X PHo = 17146,08
V4 = P1X D1 X H1 X PH1 = 15876

Various factors following influences will be:
Average number of workers P; — Po = -1.409,62
Average number of working days per worker D, - D; = -68,04
Length of working day Hz - H, =0
Average hourly productivity per worker Pus — Pus = -1.270,08
The sum of these factors will be equal to P4 — Py = 139,54

During 2020-2021, the largest deviation in beer production
alone is accounted for by the production volume, which has
increased compared to the previous year. The duration of the
working day has remained constant (8 hours). The average number
of workers increased by 26 compared to 2020. If we talk about the
effects of individual factors, we will notice, that the change in the
average number of workers working in the brewery had the biggest
impact on the production volume. The number of days worked by
one worker has undergone little change, in 2021 the number of
days decreased by 1. However, this minor change has had an impact
on the output volume.

Now let’s use both the method of absolute differences and
percentage difference method at the same time and understand
the effect of work factors on the change in the volume of beer
production.
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Absolute differences method:
Vo = Pox Do x Ho x Puo = 15668,42
Vi=(P1-Po) x Do x Ho x Pro =1.409,61
Vo =Pix (D1 - Do) x Ho x Puo = 68,04
V3=P1XD1X(H1—H0)XPHO=O
V4 = P1X D1 X H1 X (PH1 PHo) = 1270,08

Percentage difference method:
V(t) = Pox (D%- HW% ) :100% = 26,38%
V(P) = Pox (P% -100 %) : 100 = 25,98
V(D) = Pox (DW% - P %) : 100 = 1,27 %
V3=P1XD1X(H1—H0)XPHO =0
V4 = P1X D1 X H1 X (PH1 PHo) = 1270,08

Conclusion
Analysis of costs, as well as their competent adjustment, is one

of the most important conditions for the financial means of the
organization, the uninterrupted flow of the production process, and
avoiding risks as much as possible [6].

The analysis shows that the effectiveness of cost management is
determined by both the change in the speed of profitability of costs
and their structure, also different items in the composition of costs
have different speeds of profitability and each change has a
significant impact on the financial condition of the organization [7].
In this regard, we emphasize the financial measurements of the
results of the influence of various factors on the cost flows, which
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we can carry out with analytical methods of chain replacements or

absolute differences.

However, case of making managerial decisions, it should be

considered that, the simultaneous influence of quantitative and

qualitative factors is completely attributed to the qualitative factor.
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Abstract: Measuring and reporting the results of ecosystem
services is currently challenging accounting. On the one hand, the
business activity takes advantage of ecosystem services, creating
entrepreneurial benefits, on the other hand, business tries to
restore the damage to ecosystems and ensure sustainable
development, that need accountability for their results. The article
interprets the core provisions of the IFRS-S1 standard in the
framework of ecosystem services, presenting the priorities of
sustainable development information disclosures. In particular,
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emphasis is positioned on information disclosures of ecosystem
services in the financial reports published by organizations in the
short-term, medium-term and long-term.

Keywords: ecosystem services, sustainable development, IFRS-
S1 standard, accounting reports, non-financial information

JEL code: M40, M41

Research objectives: to identify the possibilities of presenting
the results of ecosystem services with the accounting reports
published by the organizations

Research novelty: the accounting information possibilities of
changes in the financial results of businesses related to ecosystem
services in the short-term, medium-term and long-term have been
identified

Introduction

Information provision of ecosystem services is currently a
challenge for society. By using natural goods in their lives, business
activities, and even recreation and restoration processes, people
must ultimately be aware of what they have taken from nature and
how they are trying to restore natural use. Therefore, recording,
coordinating and evaluating information related to ecosystem
services creates new complications for accounting, as until now it
reported information on the financial results of business activities,
bypassing financial and non-financial information, related to
ecosystem services.

Obviously, the accounting reports published according to the
current IFRS international standards mainly presented the financial
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side of the organization's activities, sidestepping the reflection of
ecosystem service providing information, which interested the
stakeholders of this field. Moreover, in such a case, the value of
capital of organizations was interpreted purely by financial and
commercial criteria, without taking into account the attitude of the
beneficiaries of sustainable development towards the ongoing
business. Therefore, somewhere there was a gap between the
financial and real value assessments of the organization, if the risks
of sustainable development and the possibilities of their prevention
were not presented in the published reports.

Convincingly, is essential to submit sustainable development
reports based on the related international standards alongside the
published financial reports. Therefore, in 2023, the International
Sustainable Development Standards Board (ISSB) published the
"General Requirements for Disclosure of Financial Information
Related to Sustainability" IFRS-S1 and the "Climate-Related"
International Financial Reporting Standards S2, which in
organizations will be applied in parallel with IFRS standards.

By applying these standards, organizations will be able to
present in their published financial statements results from
ecosystem services that will be used by stakeholders in making
decisions.

Research results

Any system consists of separate components that are
interconnected with each other in such a way that even a change in
one of them has an effect on the other components. Ecosystems
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operating in nature are formed by this very principle, because in
them, for reasons of life support and harmonious activity, such
natural components are interconnected, which, interacting with
each other within the framework of one system, ensure the stability
of life support.

The inactivity, or absence of each component of the ecosystems
can disrupt the level of biodiversity, lead to the violation of the
ecological balance, and thus, to the disruption of the planned eco-
functions. In this sense, human intervention in ecosystem structures
should be carried out carefully, so as not to disrupt not only the
environmental balance, but also the set of ecosystem functions,
which is extremely important for the survival and sustainable
development of mankind. And the functions carried out by nature
itself, which, by the way, humanity uses for free, are presented as
ecosystem services.

In the professional literature, ecosystem services are
interpreted from different perspectives, presenting them as means
contributing to the well-being of mankind [1], functions of
reproduction and expansion of natural resources by mankind [2],
services contributing to sustainable development [3]. However, all
of these are based on a general definition, according to which
ecosystem services are the various benefits provided by nature to
people, the consumption of which ensures the socio-economic
sustainable development of the population [4].

In general, ecosystem services are presented in the following
groups: providing natural resources, regulating the environmental
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processes, and related to recreation and restoration activities (see
Figure 1).

Figure 1. Ecosystem services activities framework®

At first glance, it may seem that the majority of ecosystem
services provided to humanity fall on the supply of natural
resources [5]. Every day it becomes visible to us, what kind of
benefits man receives from nature in the form of natural wood,
water resources, biological components, minerals, which are used
in everyday life and production. In this sense, the ecosystem

6 Composed by authors
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services of natural resource provision are also referred to as direct
services in the professional literature [6].

However, indirect ecosystem services, which may not be
straightforwardly visible to people, but perform regulatory and
environmental support functions (pollination, water purification,
erosion and flood prevention, climate regulation, etc.) are no less
valuable. Thus, the forest cover of the Amazon river basin is called
the "lungs of the planet Earth", because a huge mass of spent
oxygen is reproduced there, or the evaporation of the oceanic layer
ensures the atmospheric circulation of water resources, etc.

On the other hand, often enjoying our native nature and
spending time on the shore of the lake or in the high mountains,
we do not always realize the fact of providing ecosystem services
specifically addressed to us. On the other hand, nature provides us
with services that contribute to recovery, to which there is a need
to show a proper attitude, without polluting the environment,
without violating environmental norms. And it turns out that, having
received various ecosystem services, humanity consumes them as
much as possible for the benefit of socio-economic prosperity and
thus feels the need to manage this process, otherwise, relentless
consumption of services provided by nature leads to environmental
disasters.

The purpose of preparing and presenting both general financial
and sustainability statements is to provide information about the
reporting entity, that is useful to current and potential investors,
lenders, and other creditors in making decisions about providing
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resources to the entity. In order to assess an organization's
prospects for future net cash inflows, current and potential
investors, lenders, and other creditors must have information about
the organization's resources, demands on the organization, and
how well they are using the establishment's resources.

* what tools are used in
managing sustainable
development?

Management
process

* what strategy is chosen
Strategy for sustainable
development continuity

. + what are the
Risks and opportunities for
opportunities mitigating risks to
sustainable development?

Business value
chain model

Figure 2. Key disclosing’s identified in the sustainable
development reporting standards’

For sustainability-related financial reporting must be relevant
and credible. The usefulness of sustainability-related financial
information is enhanced, if the information is comparable,
verifiable, relevant and understandable. These certainly increase

7 Composed by authors
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the qualitative characteristics of useful financial information related
to sustainability. However, unlike general purpose financial
reporting standards, sustainable development standards require
additional disclosures related to sustainable business development
management tools, sustainable development strategy adopted by
the organization, risks and opportunities for its implementation, as
well as about the value chain of business, where the foundations of
sustainable development are formed (see Figure 2).

It is remarkable, that the international standards for the
preparation of sustainable development reports require the
disclosure of management tools. Beneficiaries using information
should understand, how much the organization manages to make
the process of sustainable development under control, in what ways
the process is monitored, what kind of management device and
reporting measures are used [7/].

The international standards of sustainable development
reporting also emphasize the disclosure of the organization's
sustainability strategy. The risks and opportunities, that are formed
during the implementation of the sustainable development strategy
are especially highlighted.

In contrast to general purpose financial reports, which
traditionally present information characterizing the internal
condition of organizations, sustainable development standards
require the disclosure of sustainable development outside the
organization in other parts of the business value chain and
ecosystem services. The consequences of the acquisition, which

94



arise as a result of changes in the economic management of the
reporting organization. By doing so, the beneficiaries are informed
about the extent to which the reporting organization affects the
sustainable development of other business organizations included
in the business value chain, or how business activity effected on
ecosystems services.

The purpose of the standard "General requirements for the
disclosure of financial information related to sustainability" (IFRS-
S1) is to present information about risks and opportunities, related
to sustainability in the published reports of organizations, which is
useful to the main users of financial reports, making decisions
(IFRS-S1, item 1).

In fact, the standard is mainly addressed to potential investors,
so that they can make decisions based on the findings in the
published reports when providing financial resources to an orga-
nization on the path of sustainable development. However, by using
the standard, valuable information related to the sustainable
development of the organization is presented to other stakeholders,
who evaluate both partnership risks and business success.

The IFRS-S1 standard requires an entity to disclose information
about sustainability risks and opportunities, that may affect the
entity's cash flows, access to financing, or cost of capital in the
short, medium, or long term. Financial disclosures related to the
stability of the organization should be made in the same period as
the period in which the published financial statements are
presented.
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Case study [7]

In the forested area the “Z” hotel complex was founded in 2021,
which works for profit and provides tourist services (overnight stay,
horse trekking, forest walks). Back in 2022, the company's
shareholders' meeting decided to make a transition to sustainable
development, expanding the business, guided by a number of
sustainable development goals from the United Nations in 2015.

In particular, it was decided to implement resort services along
with hotel and tourist services, for which huge investments would
be required. In order to make the published financial statements of
the company in terms of sustainable development understandable
to potential investors and creditors, it was decided to include
disclosures according to the IFRS-S1 standard "General
requirements for financial information related to sustainability" in
the set of financial statements published in 2023.

Thus, the chief accountant of "Z" hotel complex had already
prepared financial statements according to the requirements of
IFRS standards (see tables 1-2), and now he was going to present
additional disclosures in that package. guided by the requirements
of the IFRS-SI standard and addressed to the beneficiaries of
sustainable business development.

Table 1. Financial position report at the January 1, 2024 (mln AMD)

Assets Sum Capital, liabilities Sum
Fixed assets 300 | Share capital (2000 shares) 200
Debtors 10 | Profit 50
Stocs 70 | Loan liabilities 140
Cash 20 | Dividend liabilities 10
Balance 400 | Balance 400
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Table 2. Report on financial results for 2023 (million AMD)

Sales revenue 550
Cost of sales (350)
Operating profit 200
Financial expenses (70)
Investment costs (80)
Profit before tax 50
Profit tax (18%) 9)
Net profit 41
Earnings per share 0.02

Disclosures with the requirements of IFRS-S1 standard
General description:

"Z" hotel complex aimed to expand business, and in addition to
tourist services, to provide resort services, for which it has drawn
up an investment plan for 6 years. The plan envisages the
construction of two additional buildings, one of which will be used
as a hotel, and the other for medical and health restorative needs.
Moreover, in this case, a number of environmental problems arise.
In particular, if before the expansion of the business, the sewage of
the hotel was discharged into the river flowing through the forest,
for which an environmental penalty was paid, then in the case of
the resort complex, with the increase of guest’s number, the
removal of waste water should have already been carried out
through the common sewer line, which was far from the hotel. 15
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km, so the construction of an additional sewer line through the
forest area was required.

The forest cover would also be damaged by the construction of
two residential buildings, which would require cutting down trees,
changes in the natural landscape, and loss of biodiversity.

On the other hand, the operation of the resort complex
required a qualified service staff, which he planned to form from
the population of the neighboring villages, conducting special
training courses for them. It is noteworthy that the workforce of the
community is dominated by men and mostly women will be invited
to work in the resort complex. In this way, it is planned to solve not
only the problems of gender inequality, but also the problems of
"decent work" and "stable communities", because the employment
in the resort complex will help to find a job and emigration of the
national population from the communities intended to stop.

"Z" hotel complex also plans to implement innovations in the
provision of health services, applying new rehabilitation
technologies, which will increase the income and supplement the
community budget with additional payments from the sanatorium's
profits, contributing to the socio-economic condition of the
community. improvement.

Management procedure

"Z" hotel complex applies a special strategic management
procedure, which is implemented within the framework of the
"Environment  Protection and Development" management
department. There are 3 people working in the department, whose
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scope of responsibility in the field of management of risks and
opportunities related to sustainability is specified. The department
uses a toolkit for identifying risks related to sustainability and
monitoring the implementation of opportunities, which provides
feedback between the stakeholders of sustainable development, and
improves the procedures for managing risks and opportunities
related to sustainability every 2 years.

The strategic management framework

Aiming to expand its activities and provide healthcare services,
"Z" hotel complex will pursue a number of directions of sustainable
development, which will generate both risks and opportunities in
the short term (2024-2025), medium-term (2024-2026) and long-
term (2024-2029). Moreover, all these risks are manageable, and
the opportunities for sustainable development are achievable by the
organization.

Goal 1: Health and well-being - To ensure healthy lives and
promote well-being for all, regardless of age.

When achieving this goal, sustainable development risks are
formed, which are related to the long-term construction of the
resort buildings. During the 6 years of construction, financing is
planned at the expense of long-term loans, which increases interest
costs by 4 million drams per year and thereby decreases the net
profit. Moreover, at the start of the health care complex, the
company will completely repay the loan obligations and will not have
any interest expenses. In addition, it is planned to use innovative
technologies in healthcare services, which increase operational
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costs by 5% annually. After the start of the health care complex,
there is an opportunity to increase the revenues of the hotel by 70%
per year, after which the profit per share will increase intensely.
The design cost of the construction of the resort complex is 180
million AMD, which is expected to be compensated approximately
during the 6 years of construction at the expense of credit funds.

The number of people using regional health services is
projected to increase by 15%.

Goal 2: Quality Education - Ensure inclusive and relevant
quality education for all and promote lifelong learning
opportunities.

"Z" hotel complex plans to recruit a workforce providing health
care services from the population of the community and for this
purpose will organize trainings and provide special educational
services. As a result, around 35 employees will undergo additional
training, which will be financed by company, and thus the annual
operating costs will increase by 2%.

Goal 3: Gender Equality - Achieve gender equality and
empower all women and girls.

"Z" hotel complex plans to recruit a workforce providing health
resort services from the population of the community, 90% of which
should be women.

Goal 4: Affordable and clean energy - Ensure access to
affordable, reliable, sustainable and modern energy for all.

The power supply of the resort complex will be carried out with
solar panels, which will reduce the annual operating costs by 3%,
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but the installation of batteries will require 60 million drams, which
will be carried out over the next 6 years with equal amounts. At the
same time, the company will not make any more investment costs
at the start of the healthcare complex.

Goal 5: Decent work and economic growth - Promote robust,
inclusive and sustainable economic growth, full and productive
employment and decent work for all.

Recruiting labor from the local community and implementing
proper wages, a 40% increase in the socio-economic well-being of
community families is predicted.

Goal 5: Sustainable cities and communities - Make cities and
human settlements inclusive, resilient, safe and sustainable.

After the operation of the resort complex, the emigration of the
population of the community due to work motives will be reduced
to zero.

Goal 6: Life on land - Conserve, restore and promote
sustainable use of terrestrial ecosystems, ensure sustainable forest
management, halt biodiversity loss.

With the construction of the health complex, around 2 km? area
of forest area will be cut and natural biodiversity will be disturbed.
In order to mitigate these risks, the "Z" hotel complex plans to carry
out forestation every year, continuously spending 8 million drams
annually. In addition, with the construction of the sewer line and
connecting to the community network, the company will no longer
pay environmental damages in the amount of 1 million drams for
polluting the nature with waste water.
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Measurements

The company primarily uses financial indicators to measure and
monitor sustainability risks and opportunities. In addition, some
indicators of sustainable development are also represented by non-
financial indicators (area of forest restoration, involvement of
additional labor force, number of trainees, increase in the number
of recipients of preventive services, etc.).

Financial risks consequences

The reflection of the risks and opportunities of sustainable
growth in the financial statements are presented in the short-term,
medium-term and long-term terms (see table 4). In fact, in the short
and medium term, the company will have risks of forming a
shareholder bond, as it will operate at a loss in 2024-2029 and will
not be able to pay dividends.

However, starting from 2030, the company's profit will increase
intensely, due to the completion of construction and authorizing of
the power plant complex, which will give an opportunity to increase
earnings per share by 11.3 times (0.226/0.02). In other words, in
the short and medium term (2024-2029), the lost profit of 0.12
million AMD per share (6 years x 0.02) can be recovered in 1.88
years (0.226/0.12), which is quite a reduction share related risks.
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Table 4. Tendency of financial results during the years of establishment and operation

of the resort complex (million AMD)

Indiators 2023 | 2024 2025 2026 2027 2028 2029 2030
Sales frome revanew 550 550 550 550 550 550 550 935
Cost of sales (350) | (371) (371) (371) (371) (371) (371) (371)
Operational profit 200 179 179 179 179 179 179 564
Percentage expenses (70) (74)y (74) (74) (74) (74) (74) 0
Investment costs (80)" | (120) (120) (120) (120) (120) (120) 0
Profit before tax 50 (15) (15) (15) (15) (15) (15) 564
Profit tax (18%) 9) 0 0 0 0 0 0 (101,52
)
Net profit 4 (15) (15) (15) (15) (15) (15) 462,48
Profit per share 0,02 0 0 0 0 0 0 0.2317

*70+4 **550x1,7
***x%462,48/2000

#4350+ 350x(5%+2%-3%) +8-1
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Table 5. Risks and opportunities of sustainable development of "Z"
hotel complex in the long term

# Risks Manageable | Opportunities
1 | A decline in earnings Yes Is improving from
per share 2030
2 | OJSC capital increase Yes Gradually
happening in
2024-2029.
3 | Recruiting qualified Yes Gradually
workforce happening in
2024-2029.
4 | Environmental Yes Continuous
improvements
5 | Improving the socio- Yes Continuous
economic condition of
the community
6. | Promotes gender Yes Constantly
equality

Thus, the disclosures required by the IFRS-S1 standard are
summarized in table 5.

Conclusion
Thus, in the framework of ecosystem services, it is important to

interpret the core provisions of the IFRS-S1 standard, presenting
the priorities of disclosure of sustainable development information.
In particular, it becomes necessary to emphasize the information
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disclosures of ecosystem services in the financial statements
published by organizations in the short, medium and long term.

In addition, it is necessary to analyze the types of ecosystem
services provided and the possibilities of measuring their results. At
the same time, present the evaluations of the results of restoration
of damages caused by business to the ecosystems in the financial
reports published by the organizations. As a result, it is important
to develop financial reporting formats in which the beneficiaries of
ecosystem services can make informed management decisions
based on the information contained in them.

References:

1. Fisher, J.A., Patenaude, G., Giri, K., Lewis, K., Meir, P. M. (2014).
Understanding the relationships between ecosystem services and
poverty alleviation: A conceptual framework. Ecosystem Services, 7,
pp. 34-45, http://doi.org/10.1016/j.ecoser.2013.08.002

2. Naeem S, Bunker DE, Hector A, Loreau M, Perrings C. (2009).
Biodiversity, ecosystem functioning and human wellbeing: an
ecological and economic perspective. Oxford University Press, pp.14-
17

3. Planning Management for Ecosystem Services An Operations
Manual, ICIMOD Manual 2017/5, International Centre for Integrated
Mountain Development, Kathmandu, July 2017, pp. 37-39

4. Ponette-Gonzdlez, A.G., Brauman, K.A., Marin-Spiotta, E.,
Farley, K.A., Weathers, K.C., Young, K.R., & Curran, L.M. (2015).
Managing water services in tropical regions: From land cover proxies
to hydrologic fluxes. Ambio, 44(5), 367-375.
http://doi.org/10.1007/s13280-014-0578-8

5. Naeem S, Bunker DE, Hector A, Loreau M, Perrings C (2009).
Biodiversity, ecosystem functioning and human wellbeing: an

105



ecological and economic perspective. Oxford University Press, pp.
45-48

6. An introductory gude to valuing ecosystem services, 2007, pp.10-14,
//www.defra.gov.uk

7. Asatryan K., Management of sustainable business development,
//monograph, Yerevan, 2023, pp. 102-117

8. IFRS-S1 "General Requirements for Disclosure of Financial Infor-
mation Related to Sustainability", 2023

Eunduvuuwurqusprt ounudnkrfe-3nkuLerh
<UTc4uUMUCUYHUL SE16LUUSHULUL AUSULCUSSNRUTLE D
<hUtUlLHPLEre

(IFRS-S1 UGULURLULNRE3NRLLE)

bntnw Upphnwub
NtgtYutih wnbuuninghwywu wywnbdhw, Lwnyhw
wn.g.[2., nngbuwn

Lnutw lvwswwnpyu
Gplwuh wEnwywu hwdwuwpw, wn.g.p., nhgtiunn

Lwphub Uwpuhpnuywt
Lwjwuwnwup whnwlywu inunbuwghnwywu hwdwjuwpwu
wn.g.2., nhgbiun

Pwuwih pwnbtp - Eynhwdwwpquihu dwnwjnieniutbn,
Yuwjnit  qupqugnud, IFRS-S1 unwunwpw, hw2ywwwhwlwu
hwaytGunynieniuutin, n&-phuwtivwlwt inbintwwnynieiniu

106



Eynhwdwlywpgwihtu dwnwjnyejniuubiph  wpryntupubiph sw-
thnudp U hwoybtinynipyniuubpny ubipyuwjwgnidp ubipyuynidu dwp-
wnwhwnybpubph wngle £ Ywuqubignt] hwowwwhwlwu hw)-
qwndwup: Uh Unndhg, gnpdwpwp wofuwpht ogwnynd L
ninnwyh Ywd wuninuyh EYynuwdwywpgqwiht dwnwjniejniu-
ubiphg, &Luwynpbiny abnuwpywwnppwlwu ognunubp, djnw
Ynndhg gnpdwpwpnipjwu Ynndhg thnpd £ wpdnud Jepwlutg-
ubnt Eynhwdwywpgbipht hwugywd Juwuubipp b wwwhnybijnt
Ywyniu qupgugnud: <bug wju tlwwnwnnwubph hpwgnpdnid-
ubpp hptiug wpryniupubipny  hwaybnynnuwunipjwu Ywphp
ntubu, npu hp Ywpqwynpnudubipu £ unwunud IFRS-S1 dhowgqqu-
JhUu Phuwtuwwu unwunwpunny:

<nnywonid Eynhwdwlwnpgquwiht dwnwynieniuutiph opowtw-
ynw deluwpwuynd Gu IFRS-S1 uwwunwpunh wnwugpw)u
npnyRutpp, ubtipywjwgutiiny Yuwntt qupgugdwt nbintywwnynt-
WU pwgwhwjinndubiph wnwotuwhbppnyentuutnp: Uwutwyn-
pwwbu, otonwnpnudutip Gu Ywwwnpynd Yuqdwybpwnie)niu-
ubiph Ynndhg hpwwnwpwyynn $htwtuwlywu hwybnynipiniu-
ubpnud  Eynhwdwlwpqwjht  dwnwjnyenituutiph  nbinGlwunyw-
Ywu pwgwhwjnndubpht' Yupbwdwdybin, dhouwdwdybn L
Epywpwdwdybn upJwdpny:

Pwgh wyn, Yybpndyt| Gu dwwnnigynn EYynhwdwywpguiphu
Swnuwjniejniuutiph mbuwlubpp W npwug wpryntupubiph swih-
dwu huwpwynpnipyniuutipp: Rnigwhbnwpwn, ubplwjwgyb Gu
ghpdwpwpnijwu  Ynndhg  EYynhwdwlwpgbipht hwpnigwo
quwutbph  YGpwywuqudwu  wpryniupubiph ubpyujwgdwu

107



ninhutipp - Yuqdwybpwnygyniuutiph - Ynndhg  hpwwwpwiynn
Phuwtuwlywu  hwoybnyniejniuttipnd: LepYwjwgyby Gu $p-
Uwtuwywu hwoybinynipyniuutiph duwswihtin, npnugnid pun-
gnpyywsd nbintywwnynigjwu hhdwu ypw EYnhwdwlwpguht dw-
nwjniRntlutip unwgnn swhwnniubipp Ywpnn Gu Yuwjwgub| hhd-
uwynp Yunwywpswywu npnonidubp:

Submitted: 27.07.2023; Revised: 31.07.2023; Accepted: 03.08.2023

108



Economics, Finance A u d IT
and Accounting

DOI: https://doi.org/10.59503/29538009-2023.2.12-109

ISSUES OF INTERNAL AUDIT DEVELOPMENT

Julieta Kalashyan

Armenian State University of Economics, Ph.D. student
j-kalashyan@mail.ru

Abstract: Internal audit receives different interpretations
among professionals. Currently the functions of internal audit have
expanded so much that they have penetrated into the field of
consulting, management and evaluation of business results. As a
result, operational, managerial and performance audit functions
have been put into practice, which in their objectives are sometimes
mixed, cross with each other and give rise to different opinions.

The article attempts to clarify the scope and objectives of each
of the types of internal audit. In particular, the features and unique
functions of operational, managerial and performance audits within
the framework of internal audit are recorded, emphasizing their
development stages and the tools used. The development directions
of internal audit are analyzed based on the changing goals of
entrepreneurship and the requirements of effective development.
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Research  objectives: interpret the objectives of
implementation of various types of internal audit and determine the
directions of development of internal audit, based on dynamic
changes in business motivations.

Research novelty: the principles of diversification of operatio-
nal, managerial and performance audits were revealed and
presented the features of internal audit development stages.

Introduction

The requirement to form an internal audit is conditioned not so
much by checking the reliability of information as by strengthening
the control functions of economic activity in order to increase the
degree of efficiency of entrepreneurship. With the above-
mentioned consideration in mind, business owners, shareholders
and beneficiaries of organizations created internal audit structures,
which, as a rule, should act independently of the executive
management circles, evaluate the work of the latter, identify the
weaknesses of entrepreneurship and make recommendations.

Internal audit developed especially in the 80s of the last
century, when the scope of operations of that structure was
regulated, then the standards of internal audit, the rules of conduct
of internal auditors and the legislation on the implementation of
internal audit came into use. Internal audit is an independent,
objective assurance and advisory function aimed at increasing and
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improving the performance of the organization. It supports the
organization in achieving its objectives through systematic and
systematic assessment and improvement of risk management,
control and management processes.

Research results

The internal auditing profession evolved steadily with the
progress of management science after World War II. It is
conceptually similar in many ways to financial auditing by public
accounting firms, quality ~assuranceand banking compliance
activities.

Internal auditing has evolved to the present day. In its origins,
the main functions of internal audit were supervisory in nature and
pursued the identification of business efficiency reserves. For these
reasons, internal audit was considered operational (see Figure 1).

Operational auditing refers to the evaluation of a company's
performance, both on a day-to-day basis and over a wider time
frame. Unlike the external audit, through which the degree of
reliability of the company's financial statements is determined, the
operational audit studies the business activities of the given
company with the aim of increasing the level of entrepreneurial
efficiency.

An operational audit can be performed by both an external and
an internal audit team. Ultimately, its purpose is to identify ways to
improve management.
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Figure 1. Classification of internal audit types®

By auditing its internal policies and procedures, the company
can highlight the problematic points of its own activity and operate
more efficiently. The result of the audit can be more useful for the
management team, which, considering recommendations, will
enable them to simplify further processes.

Let's present three main results of a successful operational
audit:

v" maximize the level of entrepreneurial efficiency by gaining a
better understanding of how future policies and procedures can
promote competitive business;

8 Composed by author
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v"identify and prevent risks as much as possible, as organizations
typically bear many operational risks, from health and safety
issues to cyber threats;

v promote the internal control system, examine each operation,
delving into the impact of each change in internal control.

Based on operational weaknesses, the auditor may conduct
interviews with managers, who oversee potential risk areas. He can
also plan and implement audit procedures at the control level, apply
tests to find out how much new processes or objectives can improve
the organization's performance.

Business owners should be aware that operational audits may
reveal unexpected problems (such as the need for a complete
overhaul of existing systems or employee training) that take time to
resolve. Such interruptions in long-term remote operation can lead
to various difficulties.

The operator of the operational audit, having met with the
relevant managers of the company, understands the subtleties of
the business and the possible concerns related to it during
discussions with them. The areas of entrepreneurship that need
improvement are then identified. Thus, thanks to the discussions,
the auditor defines the scope and schedule of the operational audit.

Managerial audit is a type of internal audit, that has been used
relatively recently. It practically aims to identify the weak links of
the organization's management and to improve the managerial
functions. When examining the corporate goals, the managerial
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audit is aimed at analyzing and evaluating the competences and
abilities of the organization's management, considering the
management performance. Therefore, it can be said that the audit
evaluates how effectively the management team of the organization
uses its strategic and tactical capabilities and resources.

On the other hand, management audit is a method of
independent and systematic assessment of the activities of all levels
of management, which aims to find out the effectiveness of
management functions and the recorded achievements compared
to the established standards.

Therefore, we can say that management audit is an investigation
of management from the highest to the internal level. The scope of
the study of managerial auditing is much wider than that of finance,
as it is related 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 organization follows the
principles and policies formulated by itself, to analyze the
ineffectiveness of the management and the fulfillment of the goals,
to present proposals for the improvement of certain areas (for
example, sales, purchases, finance, human resources,
administration, etc.).

Therefore, the managerial audit should assess the organization's
management processes and present appropriate recommendations
for their improvement in order to achieve the following goals.
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Currently, performance auditing is widely used in practice (see
Figure 1). Performance auditing is an independent, unbiased, and
reliable study, that reveals how appropriate and timely management
initiatives are, how certain systems, operations, programs,
measures, or organizations are performing. Are the roads
operating in accordance with the principles of economy, targeting
and cost efficiency, and is there room for improvement or not?

The principles of economy, target and cost effectiveness can be
defined as follows:

"The principle of economy means to minimize the expenditure
of resources. The resources used must be available at the right
time, in the right quantity and quality, and at the best price.

"The principle of cost efficiency means getting the most out of
available resources. This refers to the relationship between the used
resources and the output in terms of quantity, quality and time.

"Targeted effectiveness is related to the realization of the
defined goals and the achievement of the intended result.

Thus, the main purpose of the performance audit is to
constructively promote effective management in terms of economy,
achievement of objectives and costs.

Along with the evolution of the types of internal audit, the tools
of audit implementation and the relationships between them also
evolve (see Figure 2). Thus, if at the initial stage of internal audit
application, attention was paid to control regulations, then along
with the development of audit activity, there was a need to develop
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and implement internal audit standards and regulate the whole

process by law.

Figure 2. Interrelation of internal audit implementation tools’

Conclusion
Internal audit currently is in the stage of dynamic development.
If the objectives of the external audit are clear, to present a
reasonable opinion on the reliability of the financial statements
published by the organizations, then the objectives of the internal
audit are different. Nevertheless, the internal audit is not limited to

9 Composed by author
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only control functions, but also evaluates the effectiveness of the
activities of the entity management units, reveals business
development reserves. Therefore, in practice, there is a need to
clearly separate the functions of operational, managerial and
performance audits, that are part of internal audit. This problem is
complicated by the fact, that the functions of various external audits
are often intertwined. Therefore, the management of the
organization should clearly Identify, which type of internal audit will
be used based on the priorities of the business organization.
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Abstract: Financial auditing has traditionally been regarded as
a tool for verifying the truthfulness of accounting statements
published by organizations. Currently, accounting reports present
not only financial, but also information disclosures, related to
sustainable development of entities, which also require assertion
assessments by the audit. The article presents the directions for the
auditing of information on the sustainable development of
organizations and the current problems related to them.
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Research objectives: clarify the key directions of the audit
related to sustainable development information in the financial
statements of organizations.

Research novelty: the problems of auditing of sustainable

development information in the financial statements of
organizations were identified and the ways of their solution were
proposed.
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Introduction

The formation and development of audit activity has been a long
process. In the initial period, and it was formed with control
observations of the results of management. As for the term "audit”,
experts define it in different ways. The word audit is translated from
Latin and means "listener". Even in the early Middle Ages, when the
financial inflows and outflows of royal treasuries were under the
control of monarchs, professional accountants periodically
presented reports on the treasury's cash flows. regarding the tiu-
ty, and the kings thus formed an image of the financial situation of
their countries [1].

In another interpretation, the term "Auditor" is associated with
the judicial process. The point is that since the early Middle Ages,
when examining court cases in the financial and economic sphere,
reliable independent experts were invited to the court, whose
opinions became "audible" during the trial sessions, informing on
making verdicts. Surprisingly, in the Middle Ages, the concept of
"auditing" was also applied to the spiritual school, where teachers
instructed the best students to "listen" to the feedback of other
students. and give an unbiased opinion about the progress of the
class.

Research results

To this day, the audit is first of all associated with an impartial
opinion, which an experienced specialist voices for this or that
client. Therefore, it is not by chance that the audit function is
defined according to the features of impartiality, independence and
professional quality.

It should be noted that, in addition to the financial sphere, at
the end of the 20th century, audit occupied a special place in other
areas of business. In particular, the administrative audit is currently
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widely used, which helps to increase the level of efficiency of the
management system used in organizations. runner. In this case, the
audit is already transferred from the external field to the internal
environment of the organization's business and performs its
functions throughout the year and not only once a year, in the form
of financial statements. to the shipping company. Managerial audit
activities are by no means limited to financial sector audits, but
cover a wider range of business, providing business owners with an
independent and unbiased opinion. Giving information about the
level of efficiency of the organization's management [2].

Currently, the culture of corporate management has made it a
requirement to apply environmental audit in large joint-stock
companies, the purpose of which is to convey an impartial opinion
to the public about the extent to which the given organization is
While pursuing the economic interests of its business, And if it is
recorded in the published conclusions that any organization
bypasses the environmental norms and only strives for "its
greatness" profit, then the latter's business authorship is
questioned. thereby reducing the level of attractiveness of acquiring
shares.

Currently, the audit of entrepreneurial quality is also widely
used in practice, when the non-financial results of the organizations'
activities are continuously monitored. It is especially manifested in
the field of services, when independent evaluation institutions
publish scientific conclusions about this or that organization
(universities, tourism, financial intermediaries and companies of
other sectors) about the activity and quality of service delivery [3].

Thus, a number of conclusions can be drawn from the analysis
of the audit development history. First of all, auditing, due to its
independence and professional potential, primarily creates an
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atmosphere of trust in the business community. In addition,
nowadays it is no longer considered as a mere control tool, as it
provides more expert evaluations than performs control functions
[4]. And, finally, as a result of the regulation of auditing activities
according to the current international standards, uniform
procedures have been introduced everywhere, thus making each
audit conclusion acceptable to both the internal and external
stakeholders.

Currently, the organization of internal and external audits of
sustainable development in enterprises is becoming a problem,
when the IFRS-S international standards already require
organizations to disclose information related to sustainable
development in published financial reports. Moreover, these
problems are formed in two directions: internal and external audit.
If the internal audit of sustainable development aims to assess the
organization's resources for the organization of sustainable
business in the visible future, then the external audit sets itself the
task of identifying and presenting the risks and opportunities of
sustainable development to the users of financial statements (see
Figure 1).

Information on the financial performance of the reporting entity
helps users to understand the balance created by the entity as a
result of the use of its economic resources. The information on the
structure formed by the organization shows, how well the
management of the organization has fulfilled its responsibilities in
using the resources of the reporting organization effectively and
purposefully [5]. Information about the changes and components of
that component is also important, especially when assessing the
uncertainty of future cash flows.
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Information about the reporting entity's past financial
performance and how management has performed its

responsibilities is usually useful in predicting the entity's future

performance from economic resources.

Evaluation of the
sustainable
development
management
process

Assessing the
validity of the
sustainable
development
strategy

Assessing the
reliability of
estimates of

sustainable
development

Valuations of
the business
value chain

Figure 1. Priorities for conducting a sustainable development
information auditing

For sustainability-related financial information to be useful, it
must be relevant and credible. The usefulness of sustainability-

10 Composed by author
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related financial information is enhanced if the information is
comparable, verifiable, relevant and understandable. These
certainly increase the qualitative characteristics of useful financial
information related to sustainability. However, in contrast to
general purpose financial reporting standards, sustainable
development standards require additional disclosures related to the
management toolkit of sustainable business development, the
sustainable development strategy adopted by the organization, the
risks and opportunities of its implementation, as well as about the
value chain of business, where the foundations of sustainable
development are formed (Figure 1)

It is noteworthy, that the international standards for the prepa-
ration of sustainable development reports require the disclosure of
management tools. Beneficiaries using information should
understand how much the organization manages to make the
process of sustainable development manageable, in what ways the
process is monitored, what kind of management control and
reporting measures are used.

The international standards of sustainable development
reporting also emphasize the disclosure of the organization's
sustainability strategy. The risks and opportunities that are formed
during the implementation of the sustainable development strategy
are especially highlighted [6].

In contrast to general purpose financial reports, which
traditionally present information characterizing the internal
situation of organizations, sustainable development standards
require the disclosure of sustainable development outside the
organization in other parts of the business value chain. The
consequences of the acquisition, which arise as a result of changes
in the economic management of the reporting organization. By
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doing so, the beneficiaries are informed how much the reporting
organization affects the sustainable development of other business
organizations included in the business value chain.

Conclusion
Key points of accountability by sustainable development

organizations are emphasized by international standards IFRS-S.
Based on the requirements of the standards, the audit representing
the credibility of the sustainable development reporting, such as:

v

the management process, by which the audit is faced with the
problem of assessing the effectiveness of the use of sustainable
development management tools in the organization,

the justification of the sustainable development strategy, by
which the audit is faced with the problem of establishing the
realism of the sustainable development strategy adopted by the
organization.

sustainable development risks and opportunities, by which the
audit assesses the authenticity of sustainable development risks
and opportunities presented in published financial statements
the disclosures of the value chain of business, when the
auditor's conclusion shows a reasonable opinion about the
interrelationships occurring in the business chain of the
organization.
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Abstract: The impact of business on climate change has now
become too risky. Emissions of greenhouse gases, indiscriminate
processing of forest wood, the impact of unaccounted use of water
and land resources on climate change, require business to publish
special information, which is currently being regulated by
international accounting standards (IFRS-S2).

In the article, the regulation of financial information flows of
business impact on climate change is discussed. In particular,
proposals are presented in the direction of publishing financial
information on climate change risks and opportunities by
organizations as a result of business. Is presented a methodology
for scenario analysis of climate change as a result of business.

Keywords: business financial reporting, sustainable
development, climate change risks and opportunities, business
scenario analysis, value chain model
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JEL code: M40

Research objectives: comment on the possibilities of including
the results of business impact on climate change in the financial
statements of organizations.

Research novelty: the directions of disclosure of the results of
the impact of climate change in the financial statements of the
organizations' activities were presented, simultaneously using value
chain model.

Introduction
Business goals are presently not limited to financial results, but

are also considered in terms of sustainable development
opportunities [2]. The objectives of private interests and profits of
entrepreneurs are already opposed to the public expectations of
business, when the task is to prevent environmental risks formed
as a result of business, to increase the efficiency of natural use, to
prevent the negative impact of management on climate change [3].
In this regard, the problem is set to coordinate the information
related to sustainable development, which will be included the
reports published by the organizations. And since the potential of
sustainable business development is characterized by non-financial
and financial information, problems of presentation of the
accountability format of sustainable business development
information also arise in practice, which are waiting for their
solutions [2].

Currently, the International Climate-Related Financial
Reporting Standard S2 has been implemented [6], which sets clear
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requirements for organizations to publish disclosures and
opportunities for business impact on climate change.

Research results

Business stakeholders seek information from organizations on
how economic activity affects climate change in order to make
decisions about future collaboration with a concrete company (see
Figure 1). Moreover, international financial reporting standards
require organizations to present not only risks of impact on climate
change, but also opportunities to mitigate them [4].

The objective of the International Standard on Climate-Related
Financial Reporting S2 is to require an entity to disclose risks and
opportunities, that can reasonably be expected to affect the entity's
cash flows, its availability of financing or the formation of the value
of capital in the short, medium and long term. at cut-off (IFRS-S2,
article 2).

Furthermore, climate-related risks and opportunities that
cannot reasonably be expected to affect the entity's prospects are
outside the scope of the standard's requirements (IFRS-S2, article
4).
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Figure 1. Stakeholder framework for business-induced climate
change accountability

It is noteworthy, that the structure of the international S2
standard of "Climate-related" financial statements is consistent with
the IFRS-S1 standard, and involves of "Management", "Strategy",
"Risk Management", "Measurements and Targets" sections [5].

The purpose of climate-related financial disclosures on
management is to enable users of financial statements to
understand the management processes, controls and procedures
an entity uses to monitor, manage and control climate-related risks

132



and opportunities (IFRS - S2, article 5). The commitment of climate-
related financial disclosures on strategy is to enable users of
financial statements to understand the organization's strategy for
managing climate-related risks and opportunities.

In particular, the organization should:

a) describe climate-related risks and opportunities that will
affect the organization's prospects;

(b) explain the nature of each climate-related risk, and clarify
whether the entity considers the risk to be a physical climate-related
risk or a climate-related transition risk;

(c) explain how the organization defines the "short-term",
"medium-term" and "long-term" domains and how they are used by
the entity to make strategic decisions (IFRS-S2, article 9).

Business model and value chain

An entity shall disclose information that enables general users
to understand the current and expected climate-related risk impacts
and opportunities on the applicable business model and value chain
(IFRS-S2, article 13). At the same time, the standard proposes to
apply a scenario analysis on the impact of the climate on the part of
the organization with the existing risks, by which the business model
will be subject to changes in the foreseeable future (IFRS-S2, point
22).

Case study [1]

Smelter company publishes financial reports for the year 2023,
in which it also presents information related to climate change in
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accordance with the requirements of the IFRS-S2 international
standard.

The metal smelter emits greenhouse gases during technological
processes, currently at an intensity of 60%. However, moving its
activities to the field of sustainable development, it was aimed to
reduce greenhouse gas emissions as much as possible and bring
them to 0% intensity by 2030 (2023 - 60%, 2024 - 55%, 2025 -
40%). , 2026 - 30%, 2027 - 25%, 2028 - 15%, 2029 - 10%, 2030
- 0%). Moreover, for every 1% of emission intensity, the smelter
company pays an environmental penalty of 0.5 million annually.

For this purpose, the metal smelter plans to purchase gas
filtering equipment from the "Z" engineering factory at a cost of
360 million AMD and a useful life of 6 years.

If "Z" LLC uses "green energy" obtained from solar panels
during the production of filters, the smelter is obliged to pay 6%
more when purchasing air filters. Moreover, if foundry takes full
advantage of the useful life of the air conditioners and continues to
use "green energy", then the purchase of new air conditioners for
the second time (in 2030) will already be carried out at the expense
of the government grant.

Buyers of the finished products of the metal foundry are also
on similar terms, and in their long-term purchase contracts, they
specify a 2% increase in the sales price, if "green energy" is used
during metal casting and greenhouse gas emissions are reduced by
at least 5%, compared to the previous year.
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Taking into account all this, the metal smelter plans to include
in the value chain of its business model "X" LLC, which produces
and services solar panels (see Figure 2), to which it will supply metal
pillars on preferential terms, if X" LLC will also cooperate with "Z"
hardware factory.

Solar panels "X" company

Foundry
\
Equipment ‘
construction "Z" Metal buyers
company \

Figure 2. Shortened value chain of the business model of foundry

The financial results of foundry for 2023 are briefly presented as
follows:

- income from sale: 300 million AMD
- cost of sale: (200) million AMD
- taxable profit: 100 million AMD
- profit tax (18%) (18) million AMD
- environmental fines: (30) million AMD
- net profit: 52 million AMD
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Scenario 1: - when "green energy" is not used in the business value
chain.
Scenario 2: - when "green energy" is used in the business value
chain.

For the two scenarios listed, the formation of the smelter's
financial results in the short-term (2023-2025), medium-term and
(2023-2028) long-term (after 2030) is presented in table 1 as an
exposure to climate-related risks.

Financial disclosures with the requirements of IFRS-S2

standard

Foundry emits greenhouse gases into the atmosphere with its
activities, paying environmental fines for it. Starting from 2024, the
company adopts the path of sustainable development by installing
air filters in metal casting technologies and using "green energy".
Climate-related environmental risks are formed in the industry.

In particular, due to the amortization allocations for the
operation of expensive air conditioners, the net profit of the
company is sharply reduced (see table 1), which may partially affect
the shareholders' investment intentions in the future. But on the
other hand, when foundry considers its activity on climate change
in the value chain of the business model, it becomes clear that if
"green energy" is used in the partnership framework, then after 6
years there will be an opportunity to receive from the state a grant
to purchase toxic waste gas filtration equipment, which will
dramatically increase the company's net profit. According to the
requirement of IFRS-S2, the smelter will include scenario
interpretations of climate-related risks.
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Table 1. The dynamics of financial results in case of "green energy" use scenarios (million AMD)

1
Indicators | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030
First scenario
Sales income 300 300 300 300 300 300 300 300
Cost of sales (200) | (260)**| (260) | (260) | (260) | (260) | (260) | (260)
Profit before tax 100 40 40 40 40 40 40 40
Profit tax (18%) ) | 72 | 2 1 e | @2 | 2 | 72 | 72
Penalties 30~ (27,5) | (20) 15) | (12,5 | (7.5 (5) 0
Net profit 52 5,3 12,8 17,8 20,3 25,3 27,8 32,8
Second scenario
Sales income 300 306 306 306 306 306 306 306
Cost of sales (200) | (263,6) | (263,6) | (263,6) | (263,6) | (263,6) | (263,6) | (200)
Profit before tax 100 42,4 42,4 42,4 42,4 42,4 42,4 106
Profit tax (18%) 18) | 76) | @6 | 76) | @6) | 7.6) | 76) | (19
Environmental penalties (30)**| (27,5) (20) (15) (12,5) (7,5) ) 0
Net profit 52 7,3 14,8 19,8 22,3 27,3 29,8 87
*300x1.02= 306, **60x0.5, 55x0.5etc., ***200+360/6, ****200+(360/6)x1.06
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Conclusion
Thus, it is no longer enough to present in the financial

statements published by organizations what compensations are
made when using natural resources or when polluting the
environment as a result of business. Currently, there is a challenge
for financial statements to interpret how business is affected by
climate change, what opportunities the organization has to mitigate
negative climate changes not only within itself, but also in the value
of the business. And such information will become available to
business partners if the organization organizes sustainable
development accounting and presents scenario analyzes of changes
in financial indicators caused by environmental activities.
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Abstract: The article analyzed the higher education financing
system of the Russian Federation and highlighted the issues that
limit the management and financing of higher education,
strengthening and development, improving the quality of education
and increasing the efficiency, competitiveness, financing and
transparency of the higher education system in the Russian
Federation.

The study of the higher education management financing system
in the Russian Federation shows that education financing has gaps
and does not correspond to the current realities, so it is urgent to
review the management of these problems. Although the Russian
Federation joined the Bologna process in 2003 and is trying to
transition to the new model, the problems revealed by this research
reflect that there are still a number of obstacles in the management
organization and implementation of higher education in the Russian
Federation.

It is recommended to use the application tool of financing
university activities through the endowment, when with the
investments of philanthropists and successful graduates, they create
targeted funds that are handed over to trust management.
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Research objectives: to analyze the management framework of
funding of higher professional educational services in the Russian
Federation and to present development proposals

Research novelty: a number of obstacles in the management
of the financing of the educational system of the Russian Federation
were identified and relevant recommendations for improvement
were made in the field of endowment iimplementation.

Introduction

To date, the law regulating the federal norms defining the
financing of educational institutions has not been adopted in the
Russian Federation, which greatly complicates the relationship
between the founder and the higher educational institution [4].
Emphasizing the measures aimed at the financing system of higher
education management in the Russian Federation, the purpose of
this article is to examine the field of management and financing of
higher education in the Russian Federation and to bring out the
problems in it.

The object of the research is the legislative field of higher
education financing of the Russian Federation, and the subject is the
study of the latter and the impact of existing problems on the
operation of the higher education system of the Russian Federation.
Therefore, the search for alternative ways of financing higher
education and the assessment of the possibilities of applying
international best practices in this direction are considered relevant
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Research results

Since the 50s of the previous century, stable systems of
secondary, middle and higher education have been operating in the
Russian Federation. Beginning in the 1960s, education management
professionals turned their attention to the Soviet system of
education. In the 1980s and 1990s, serious reforms were
implemented in the field of education, which were required by the
new socio-economic and political systems of the Russian Federation
[2]. This implied the formation of a standardized and unified
educational system. In particular:

1. differentiated network of educational institutions, free choice
of educational programs and professions,

2. division of the education system between different municipal
regions,

3. support to the national school, ensuring development and at
the same time development of the general educational area, which
gave the student the opportunity to continue his studies in another
educational institution located in the territory of the Russian
Federation.

In recent years, the number of state-funded and private
universities in the Russian Federation has been distributed almost
equally (see table 1).
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Table 1. The number of universities in Russia

Academic years | 2016/17 | 2017/18 | 2018/19 | 2019/20 | 2020/21

Total number 1090 1108 134 114 1115
of universities

including

state and 660 658 660 662 653
community

non-public 430 450 474 452 462
(private)

According to experts, in order to improve the efficiency of
financing, it is necessary to ensure the economic independence of
universities, create the necessary conditions for the competitiveness
of universities and implement regulated financing [3]. The Law of
the Russian Federation "On Education" (1992) was designed to
ensure the economic independence of all educational institutions.
Educational institutions were forbidden to take loans, and extra-
budgetary funds were considered non-tax revenues of the budget
system. All this ensured the free management of budgetary and
extra-budgetary funds. In practice, universities were given
considerable freedom to manage extrabudgetary funds. In 2006,
according to the federal law, a new type of institution was formed:
autonomous institutions. The latter had to be financed on the basis
of a subsidy (endowment), could open accounts in credit
organizations and receive loans. By the beginning of 2012, about
0.35% of educational institutions became autonomous.
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The main sources of funding for public educational institutions
are federal and local budgets. Non-public educational institutions
may access these sources after state accreditation. State educational
institutions have the right to use other sources of funding, including:
v' income from additional educational programs provided

(additional educational programs, special courses, educational

programs not included in the main educational programs),

<

money received from education fees,

v"income from economic activity (purchase and sale of goods and
equipment, provision of intermediary services). Educational
institutions are financed at the expense of the founder(s). For
example, the Ministry of Health finances medical educational
institutions, the Ministry of Education finances ninety
pedagogical universities, eighty-eight colleges, two hundred and
seventy professional educational institutions.

The main principles of financing the university's activities are
defined in the Law of the Russian Federation on "Higher and Post-
University Professional Education". In particular, Article 28 of the
law defines the procedure for financing the educational activities of
state universities. It is established that the financing of educational
activities carried out by state universities is carried out at the
expense of the federal budget. This, in turn, is carried out by the
federal governing body of higher education or the executive
authority, depending on who the university is under. It should be
noted that this norm does not unequivocally indicate from which
budget (federal or any subject of the Russian Federation) the
university is financed [5].
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Article 41 of the same law states that the activity of the
educational institution is financed by its founder, according to the
contract signed between them. The founders of state universities are
the Government of the Russian Federation in the form of the Federal
(Central) Education Management Authority. The above funding is
subject to the availability of a state order for vocational training and
training offered by the state. Implementation of the state order by
the university is a necessary condition for funding. At the same time,
the amount of university funding depends not only on the volumes
of the state order for professional training and training, but also on
the norms of university funding.

It is clear from Article 28 of the law that the financing of the
university is carried out according to the state and local financing
norms, in the amount determined for one student.

Funding levels for educational institutions are established based
on federal and local norms, with a set amount per student. The
amount of federal funding is established each year by federal law in
conjunction with the adoption of the state budget for the coming
year. The amount of financing of private educational institutions
cannot be lower than the norm established for state educational
institutions [4]. The state funding norm (standard) consists of the
federal funding norm and the regional funding norm. Federal
funding regulations are enacted annually by federal law along with
the following year's budget law. However, to date, the law regulating
the federal norms defining the financing of educational institutions
has not been adopted in the Russian Federation, which greatly
complicates the relationship between the founder and the higher
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educational institution. Regional funding norms are established by
the authorities of the Russian Federation in accordance with the law.

Local funding norms are set by self-government bodies. The
university that exceeds the state funding norm, the Law on "Higher
and Post-University Professional Education” stipulates that
additional funding is carried out at the expense of the local budget.
According to the law, universities have the right to request and
receive funding necessary for educational activities from the federal
budget or from the budget of the relevant subject of the Russian
Federation, in exchange for a state order implemented by the state.
At the same time, no less than 170 students per 10,000 inhabitants
should study in state universities at the expense of the federal
budget. Unfortunately, it should be noted that the law in this regard
is not applied today.

The state controls the activity of the educational system in Russia
at three levels: federal, regional and municipal. Federal budget
expenditures on education have also increased significantly (see
table 1).

Table 1. Funds allocated to education from the federal budget
(thousands of rubles)

Items 2019 2020 2021
professional 6407 546,90 6437 240,10 6469 233,90
preparation,
training and

upgrading of
qualifications
higher and 477238 473,70 | 484106114,10 | 513536 938,00
post-graduate
professional
education

147



applied 12521722,20 9426 335, 00 9824 604,70
research in
the field of
education

Funds allocated to education from the federal budget are not
enough to cover the entire cost-effectiveness of universities. Gaps
and issues still to be resolved:

v nadequacy of education to the modern world

v'improper scope and efficiency of financial management of the
educational system

v' problems of integration into the European higher education
area,

v' lack of alternative funding sources.

Conclusion
Thus, summarizing the analysis of the higher education

financing management system in the Russian Federation, it can be
concluded that the gaps in the current legislation hinder the
effective management of the higher education financing system,
which in turn causes a number of obstacles to the effective
management of higher education. According to the results of the
study, the concepts related to the financing of education in the
existing laws are outdated and do not correspond to the current
realities, therefore it is urgent to revise these concepts.

In addition to the above, according to the current law, higher
education financing processes in the Russian Federation are limited,
measures aimed at the internationalization of higher education are
affected. In general, the mentioned legislative problems hinder the
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easy integration of higher education management, bringing up a
number of obstacles in the management process.

We highlight the use of the practical instrument of financing
university activities through the endowment, which has a history of
several hundred years. Universities, with contributions from
philanthropists and successful alumni, create trust funds that are
placed in trust management. With the invested money, assets with a
stable yield are acquired, the interest of which is directed only to
financing the activities of universities [6]. It turns out that, by
implementing an endowment at the initiative of universities, long-
term use capital is formed, the principal amount of which is
constantly growing at the expense of donations, and the interest
income is provided to universities. Moreover, the universities
themselves make partial deductions from that capital, from the sale
of the scientific research results they have already implemented.
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Abstract: Globally, tax havens have become a global
phenomenon related to tax evasion, tax fraud and money
laundering. The article analyzed their scope and assessed the
economic and social consequences in the global society, global
economy, international and national tax systems. Many analyzes of
the current situation and recorded cases show that tax havens
threaten the sustainable development of the world economy,
causing negative consequences of a global economic, social,
security and humanitarian nature. The fight against tax evasion,
fraud and evasion through tax havens needs to be stronger and
more effective worldwide.

Keywords: offshore, economy, taxes, competition, tax haven,
tax evasion

JEL code: F23

152



Research aim: analyze the positive and negative aspects of the
operation of tax havens and evaluate their impact on the
macroeconomic impact

Research novelty: the spheres of influence of the activities of
tax havens on the macroeconomic environment were assessed and
the ways of preventing risks arising from tax shelters were
interpreted.

Introduction

Although there is no universally agreed definition of what a tax
haven is, it usually refers to a country or jurisdiction that allows
multinational corporations and individuals to avoid the rule of law
in the countries, where they operate and live and pay less tax than
they should.

The term "tax haven" refers to countries (territories) where
minimal or zero taxes are applied. These are countries with non-
standard, very beneficial tax regimes aimed at attracting foreign
capital to their territory.

Tax havens are attracting more and more attention from
countries today due to the large scale of the phenomenon. Although
reliable data on tax havens is still difficult to obtain, quarterly
statistics from the Bank for International Settlements (BIS) showed,
that since the early 1980s, about half of international banking assets
and liabilities have been transferred through offshore financial
centers. About a third of foreign direct investment (FDI) by all
multinational corporations goes through tax havens. Estimates of
gross tax avoidance through tax havens are difficult to ascertain.
Individual tax evasion is estimated at between $800 billion and $1
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trillion annually. Tax havens are also used as a major route through
which laundered money escapes from developing countries.

Research results

Globalization significantly affects all current processes of the
world economy, while its positive and negative consequences can
be observed in the entire society. Gabriel Zukman focused on the
tax havens of the world [1] accordingly maintaiond, tath tax havens
are used for various purposes, namely to achieve tax savings, exploit
anonymity, protect assets and hide wealth. Tax savings may suggest
tax evasion. Many authors have defined tax evasion as the reduction
of taxes, which is a criminal offense. However, tax evasion is
frowned upon by progressive tax jurisdictions. The series of
transactions in which the tax legislation is abused leads to an
unacceptable level of tax evasion. According to Graham and Tucker,
many tax law provisions encourage or discourage companies from
making certain decisions [2]. But some disproportionate incentives,
such as direct support, are akin to tax evasion. According to Ozil,
the factors that encourage tax evasion are high tax rates, weak tax
enforcement strategies, inaccurate tax data/records, and
corruption [3].

The economic literature notes a number of positive aspects
related to tax havens. In principle, tax havens can have a positive
effect on the prosperity of both non-tax haven and tax haven
countries. The economic literature mainly mentions effects that only
targeted the prosperity of tax havens.

1. Beneficial tax competition Some commentators argue, that
the political system has an underlying tendency to set the level of
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taxation too high. This view stems from the idea that politicians are
not only concerned with serving the wishes of voters, but that they
have a vested interest in high tax rates. Such private motivations
may be a desire for power, reinforced by a large public sector. In
such circumstances, tax havens with low or no taxes can help keep
taxes low in other countries. This is because other countries will
lose part of their tax base to tax havens if they set too high a tax
rate. In other words, tax havens discipline politicians so that they
do not raise taxes above the level desired by voters.

2.Increasing investment in high-tax countries Tax havens can
help increase activity in high-tax countries. This argument is
advanced by Foley and Hines [4]. They note, that tax havens can
positively contribute to higher levels of investment if investors can
shift taxable profits from a high-tax country to a tax haven. This will
increase the effective return on investment in high tax countries
and thereby make them more attractive for further investment.
Alternatively, the use of tax havens can be a source of tax incentives
that will also reduce the effective tax rate of investments in high-tax
countries.

Foley's analysis is based on the assumption, that an investor
can make real investments in tax havens at the real level of activity.
In fact, foreigners benefiting from the preferential tax regime are
not allowed to invest locally, have local employees or use the
country's currency [5].

3. Economic development in tax havens. Dhamika and Hines
study which countries are becoming tax havens [6]. They find, that
these countries often exhibit political stability, a well-functioning
legal system, a democratic form of government, little corruption,
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and a relatively well-qualified bureaucracy. One reason countries
become tax havens may be that low taxes are not the only important
attraction for mobile capital. Institutional conditions that ensure the
safety of investments and the implementation of financial
transactions can also be important. The study shows that tax havens
are well organized and that competition for capital exacerbates the
demands for institutional quality and good policy. Since institutional
quality is an important factor in economic expansion, competition
for capital among tax havens helps to improve their growth
prospects.

Wide use of tax havens can have both positive and negative
effects on countries' economies. Their negative effects on
economies are as follows:

1. Damage to tax competition. Economic integration has made
it easier to avoid taxation in one country by moving movable taxable
objects to other countries. In particular, increased capital mobility
has enabled countries to attract capital by offering favorable tax
conditions. The welfare economics perspective suggests that when
countries compete to attract taxable facilities, taxes will be set too
low because each country will not take into account the fact that
they hurt other nations. Tax havens have contributed to increased
tax competition by offering secrecy rules and fictitious domiciles
combined with "zero tax" regimes. This is not tax competition in the
normal sense, as low taxes are combined with legal structures that
are a major encroachment on the sovereignty of other countries.

The degree of "harmful" tax competition largely depends on the
mobility of the tax base. It is commonly assumed that people, for
example, are less mobile than capital, and that tax competition
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presents a correspondingly greater problem for capital taxation.
Governments can fundamentally reduce the competition problem
associated with capital taxation by reserving the right to tax capital
gains to the country where the owner of the capital is located, rather
than to the country where the capital is invested (the source
country). Most OECD members have accordingly chosen to apply
the domestic principle to taxation, which means that taxpayers are
subject to taxation in their country of residence on all their income,
regardless of where it is earned.

Tax competition makes the national tax base more sensitive.
Some fear that tax competition will lead to a "race to the bottom,"
where tax rates become so low that countries with large public
sectors must make drastic cuts to their welfare systems. However,
the impact of tax competition on the overall level of taxation is more
limited than assumed. In general, tax competition has led to higher
taxes on immovable property and lower rates on movable
properties.

Changing the composition of the tax base has two secondary
effects. First, it affects the way the tax burden is distributed among
different groups in society, such as capital owners and wage
earners. Taken in isolation, a reduction in the capital tax means that
owners of capital pay a relatively smaller share of total taxes, while
wage earners pay a higher share.

Second, a change in the tax structure may cause an increase in
the social costs of taxation if reduced capital taxes are offset by
higher taxes on other parts of the base. In that context, it is
important to emphasize that a significant understanding of
economic research is that taxes direct the allocation of resources
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by both firms and employees away from the social optimum. A tax
can have an effect on earned income, for example, it can induce
wage earners to want to work less than they would without the tax,
implying a loss of efficiency relative to a position where the income
earned is not taxed. The effect on labor supply and hence the
efficiency loss from taxing earned income will generally increase
with the tax rate. Furthermore, it is the case that the impact on
resource allocation and hence economic efficiency differs between
different tax types. Tax havens increase the loss of tax efficiency by
reducing the tax base and thereby encouraging higher taxes for the
rest of the base. It should also be emphasized that competition for
capital from tax havens is particularly harmful due to the practice
of secrecy by tax havens, which hinders the ability of other countries
to access information and thus causes additional harm.

2. Inefficient allocation of investments. To maximize
contribution to value creation, investment should be made where it
yields the highest pre-tax return, in other words, where the socio-
economic return is best. Ideally, the tax system should be designed
to match private and socio-economic investment decisions. This will
result in maximum possible value creation. However, taxes do affect
investor behavior. The greater the difference between private and
socio-economic incomes, the more inefficient the tax system will be
on the economy.

Tax havens can change investor behavior and thereby widen the
gap between socioeconomic and private income. This is because the
return on some investments can be enhanced by targeting them
with tax breaks. The existence of such powers and low/nil tax can
mean that investments that would not have been made if they were
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taxed under normal rules are made anyway. This reduces the socio-
economic return on investment actually made, so that tax breaks
have reduced the overall value creation for society.

3. Secrecy Implications rules mean, that tax havens can easily
become transient places where investors achieve anonymity from
their home country's tax authorities and potential creditors. The
effect of such rules on other countries is that the costs of
committing economic crimes are reduced because both the criminal
activity and the proceeds of it can be hidden. Moreover, the tax
base has become more sensitive to tax changes.

In fact, jurisdictions where there is no real activity and where
technology is provided to promote transfer pricing and tax
avoidance offer investors "weapons" to avoid taxes in their country
of residence. This is not good for the global economy because it has
no other effect than to harm national and international prosperity
while infringing on national rights to the tax base. Creating "safe
houses" to hide criminal activity is not an acceptable competitive
setting.

From the above, we can conclude that the positive effects of the
mentioned tax havens are in no way sufficient to compensate for
the identified harmful effects. In fact, the position is that the positive
impact of tax havens is largely limited to these jurisdictions and
therefore has no positive contribution from an overall perspective.
We can therefore conclude that tax havens harm other countries
because they weaken the capacity of tax systems to generate tax
revenue and encourage transfer pricing, economic crime and, in
general, transfers of income from high-tax countries to low-tax
countries.
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Based on the amount of wealth hidden offshore, the authors
estimate the associated tax revenue losses. The results show that
the EU lost around €13 billion in capital gains tax, €7 billion in
wealth-related taxes and €103 billion in personal income tax in
2018, assuming that the initial income that makes up today's
offshore wealth was also not taxed [7].

In proffecional letrature is presents the results of research that
looked at tax havens around the world and their role in widening
inequalities [8]. His sharp criticism is mainly Switzerland, which
hides more than 1/3 of the world's wealth. The analysis of tax havens
is based on data from central banks in different countries,
comparing the financial liabilities of banks with financial assets, and
the difference between them is hidden in different ways in tax
havens, in particular Luxembourg, the Cayman Islands and Ireland.

Table 1. The world's offshore financial wealth [10]

Offshore Share of financial Tax revenue
wealth wealth held offshore | loss ($billion)
($billion) | ($billion)

Europe 2,600 10 % 75

USA 1,200 4% 36

Asia 1,300 4% 35

Latin America 700 22% 21

Africa 500 30% 15

Canada 300 9% 6

Russia 200 50% 1

Total 7,600 8,0 % 190

Since 2014, a huge number of documents have revealed how
powerful corporations and super-rich individuals exploit a rigged
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global system that allows them to avoid paying their fair share of
taxes. And the world's poorest people are paying the price.

Yet the gap between the rich and the poor widens, with wealth
at the top growing massively while the total wealth belonging to
those at the bottom shrinks. Since 2015, the richest 1% have owned
more wealth than the rest of the world combined. Such extreme
economic inequality is fueled by an epidemic of tax evasion that has
reached unprecedented proportions. While millions of people
around the world live in poverty, wealthy individuals and companies
continue to evade their taxes through the secrecy of tax havens,
depriving the poorest countries of the ability to provide vital
services.

Africa alone loses $14 billion in tax revenue due to the super-
rich using tax havens. This is enough money to save the lives of 4
million children and employ enough teachers to teach every African
child in school [9].

Conclusion
However, it is not at all negative, that countries choose their tax

rates and we are not against low taxes, but the problem here is that
the competition between high and low tax countries is not on a level
playing field. The fact, that very limited real economic activity is
carried out by companies in tax havens, which are offered zero or
very low tax rates, further supports this view. Tax havens serve as
transit locations for capital, rather than locations that provide a
stable basis for value creation and where capital is truly invested
locally.

Previously, offshore companies served only to carry out such
activities as construction, trade, etc. Now offshore is a way of
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implementing investment projects and other important operations,

it attracts the attention of buyers, legally avoids taxes, etc.

The initiatives and measures taken so far by the OECD and other

international institutions and economic integration clusters are numerous,

but not yet effective. Therefore, the fight against tax havens should be

stronger and more effective for all competent professionals and politicians

at the international and national levels. However, the experience of years

shows, that it is not possible to completely eliminate the existence of

offshores, because each country pursues certain self-interested consi-

derations from the given sphere.
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SLStUULUL uudsuiuanhe-3nrue

Uutw Pwlupyw
Lwjwuwnwup whnwlywu inunbuwghnwywu hwdwjuwpwu

wn.g.e., nhgbiun

Jdhqbu Pnnnju
Lwjwuwnwup whnwlywu inunbuwghnwywu hwdwjuwpwu
wuwhpwuw

Pwuwih pwnbp - odonp, nunbunieiniu, hwpybip, dpguygnt-
pINtU, hwplwjhtu hwugpywu, hwpytinhg funtuwthnud

Ugfuwphnud hwpYwiht hwugpjwuubpp nwpébp Gu ginpw
Gpunyp' Ywwywsd hwpybphg funuwhbint, hwplwihu fuwpnw-
funieyniuutiph W thnntiph [Jwgdwu htwn: <nnywdnid Ybpinwdyb &
npwug 2nowtwyp b guwhwunybip nunbuwywu nit unghwwlwu
htiimuwupubipp hwuwpwynigjwu, hwdwfuwphwht nuwnbunt-
pRjwu, dhowqqwihtu U wqgqwiht hwpywiht hwdwlwpgbpni:
Ltipywjhu  hpwyphbwyp pwqdwpehy dJbpinwdnygniuutp L
wnpdwuwgpwd nbwpbp gnyg Gu wwihu, np  hwpluihu
hwugpjwuubpp uwywnund Gu hwdwoluwphwiht tnuwnbunyejwu
Yujnitu - qupgugdwup'  wnwowgubind  hwdwfuwphwhu
dwupwnwph wnunbuwywu, unghwjwywu, wuwnwugniejwu W
hniwdwuhwnwp punyeh pwgwuwlwu htinbwuputip: <wplwjhu
hwugpjwuubiph Jdhongny hwpytiphg funwuwthtint, hwpluwjphu
fuwpnwlunyeniuubph b funwwthtine nbd wwjpwpp wbiwp L
wybh nidbin b wpryniuwybin |huh wdpnne wofuwphnud:
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Wuon hwpluwjht hwugpwutbpp nwnpébp Gu hwdwofuwn-
hwihu  wnunbuwywu  hwdwlwpgh, wn  pYnwd, pwpdp
qupgugwd tpypubiph wqgqwiht nuwnbunieyniuubiph wupwdw-
ubilh dwunp:

Nwnwiuwuppnyjwt hhdwu ypw Ywpnn Gup Ggpwywgub),
np wju wnwpwdpubipp Yowpniiwlybu qupguuw] donwlwu
pwnwpwlwu bt nunbuwlywu Gupdwt wwjdwuubpnid, pwuh np
Upwup wwhwuowpy nwbtu G hwbwfunpnubip nubu, wyn pynw
uwl upwup, nyptip wwjpwpnd Gu uUpwug nbd, stwjwd
$huwtuwlywu hwdwlwngh wulwjniunyjwup, $huwtuwlwu
dquwdwdhu, dhowqquihu hwdwgnpdwlgnypjwun:

Snpduwlwund  pninp  hwplywihu  hwugpjwuubipu  nwbu
Gpywyh hwplwiht  hwdwlwpg' swihwquug pwpbuwywuwn
nnnypwswihtipny onwptpypwghutiph hwdwp b wybih unpdw
npnypwswinbpnd’  nbghnbunubph  hwdwp:  Pwgh  wn,
hwplwjhu hwugpjwutbpp dhwynpnid Gu gwdp Ywd qpnjuyjwu
hwpybpu hpwywYwu Ywnnygubiph hwin, npnup funspunnunnd Gu
w)| Gpypubph wbnGYwwnynipjwu hwuwubihniejwup, W npnup
fugnid BU hpwlwu ubhwlywunyejwu hbn Yuwp' Jhwdwdwuwy
wwwhnybiny wuwuniunyeiniu, npp twywuwnnd £ puwynyejwu

GpYypnd hwpybiphg funwuwhtiniu:
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Abstract: In the Republic of Armenia, although the problems of
improving the tax system, increasing competitiveness, improving
the business environment of the national economy, and ensuring
the necessary tax revenues for the state budget have always been
solved with separate legislative amendments, nevertheless, the
current trends in the development of the world economy, new
challenges, regional developments and ongoing within the
framework of economic unions integration processes have created
an objective need to re-regulate tax relations. In the modern market
economy, the tax policy of the state is oriented towards high-quality
and competent tax administration, which significantly depends on
the efficiency of the tax system. The article focused on the need for
methodological reinterpretation of the theoretical problems of tax
administration and tax administration was considered as a part of
the management of the relations established between taxpayers and
the tax authority.
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Research aims: based on the video-methodical analyzes of the
tax administration in RA, to present the administration aimed at
ensuring full and timely fulfillment of tax obligations by taxpayers,
combating tax offenses, reducing the shadow economy and
increasing tax discipline, main characteristics.

Research novelty: is expressed in the methodical justification
of the modern directions of tax administration, the increasing role
of the adjustment of the competitiveness of the RA tax system within
the framework of its improvement strategy.

Introduction

The tax system of each state expresses the features of economic
development, and the main lever for the implementation of tax
policy is tax administration, which is a dynamically developing
system that manages and regulates tax relations in the market
economy and coordinates the work of tax authorities. In the
conditions of market relations, the main task of tax administration
is to promptly regulate various changes in economic and political
relations. Since one of the preconditions for the development of the
RA economy is to increase the efficiency of tax administration
through legal regulation and changes in tax legislation, therefore,
if any of the mentioned principles deviates from its essence, then
informal relations arise. shadow economy and bureaucratic risks,
which contribute to the decrease in the efficiency of tax
administration, the disruption of tax system management. It is true
that there is no systemic corruption in the RA tax system, but there
are still corruption risks, misinterpretation of laws and omissions
that prevent the desired level of effective tax policy. Consequently,
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in order to increase the efficiency of tax administration, it is
necessary to create a mutually beneficial cooperation aimed at the
management of the tax system, the registration and accounting of
taxpayers, the prevention of artificial bankruptcy of economic
entities, as well as the increase of the efficiency of the RA tax
authority.

Research results

Tax policy is the main guarantee of high economic growth and
macroeconomic balance, stabilization and progress of the economy,
that is, there is a direct connection between the tax system and the
level of economic development. Ultimately, the tax policy can be
considered effective if it contributes to the activation of investment
activities and the increase of employment, is applied with liberal tax
approaches and through strict tax administration, equal competitive
conditions are created for all economic entities, based on the
approach according to which: Taxes can be compared to a
medicine, the therapeutic properties of which are manifested only
in the case of its intelligent dosage" [3]. There are various
definitions of tax administration in the scientific literature. Tax
administration acts as a process of tax collection and distribution by
tax authorities in the state administration system [4]. From another
point of view, tax administration is considered as a state policy
management system, which includes the principles of tax revenue
forecasting, tax rate optimization and tax potential identification
[5]- Therefore, the main goal of tax administration is the collection
of maximum tax revenues in the state budget by tax officials. Tax
administration can also be considered as a management system of
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tax relations, the main goal of which is the development of new
forms of tax accounting and control in those relations [6]. In that
sense, tax administration is formal, purely administrative in
management theory.is a set of imperative forms and methods
[7]. In other words, tax administration can be defined as the
consolidation of certain functions of tax authorities and the
relationships formed between the participants of tax relations (tax
authorities and taxpayers) within the framework of tax legislation in
the tax system in the country [2]. This circumstance determines the
necessity and relevance of the systematic theoretical analysis of the
factors affecting the financial management priorities of the RA tax
system in the context of the economic development of our
country. Tax administration is carried out within the limits of its
functions and powers, which are defined by the tax
legislation. so tax administration is a set of activities carried out by
the authorized body of the RA (state administration or local self-
government body performing administration or control), on the
basis of the tax code and other legal acts, which is aimed at ensuring
the widespread and correct application of legal acts regulating tax
relations [1] (the tax authority implementation of problems). In other
words, it is practically the full implementation of the provisions of
the tax law. The tax administration of Armenia is based on the
principles of taxation accepted in modern world practice, the
organizational foundations of the structure of the tax system and
the types of taxes used.

At the current stage of tax reforms implemented in RA, the
increase in business activity and the legal protection of taxpayers is
also due to the increase in the efficiency of tax administration, as a
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result of which such negative phenomena for the economy of RA
have been significantly reduced, such as double bookkeeping by
business entities, under-declared tax revenues and shady
dealings, administrative and corruption risks, undocumented goods
circulation, the number of unregistered workers, etc. One of the
most important results of the economic reforms is the significant
increase in the income level of the RA state budget (see Figure 1)

[9].
REVENUES OF THE STATE BUDGET 2017-2021, BILLION AMD
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Figure 1. Revenues of the RA state budget in 2017-2021
At the same time, the implementation of tax reforms in RA fully

demonstrated the relevance and relevance of the issues of further
development of the tax administration system, as a result of which
the reduction of the tax burden should be accompanied by an
increase in the general level of tax administration. However, today
it does not completely satisfy neither the state nor the
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taxpayers. The situation is unacceptable for the state, when there
are still many cases of tax evasion by taxpayers, for which they use
more complex economic and modern technical schemes. And
taxpayers generally complain not so much about tax rates, but about
the applied tax administration. For example, the taxpayer in the
countries of the European Union, the USA, and Japan is more
demanding towards the tax authority [10], than in newly adopted
post-Soviet countries, including Armenia. There is another
important difference, according to which, if in Armenia the main
expectations from the point of view of ensuring the revenues of the
state budget are from the big business sector, then in developed
countries the main taxpayer is the small and medium business,
moreover, the middle class, which is still at the stage of formation
in our country. In this regard, it is appropriate to conclude that the
liberalization of the economy is one problem, its impact on social
development is another. Thus, the social factor of development is a
matter of serious concern in our country. That is why even the
economic growth expressed in two-digit numbers still does not have
its tangible impact on the improvement of the standard of living of
the national population. according to which, if in Armenia the main
expectations from the point of view of ensuring the revenues of the
state budget are from the big business sector, then in developed
countries the main taxpayer is the small and medium business,
moreover, the middle class, which is still in the formative stage in
our country. In this regard, it is appropriate to conclude that the
liberalization of the economy is one problem, its impact on social
development is another. Thus, the social factor of development is a
matter of serious concern in our country. That is why even the

170



economic growth expressed in two-digit numbers still does not have
its tangible impact on the improvement of the standard of living of
the national population. according to which, if in Armenia the main
expectations from the point of view of ensuring the revenues of the
state budget are from the big business sector, then in developed
countries the main taxpayer is the small and medium business,
moreover, the middle class, which is still in the formative stage in
our country. In this regard, it is appropriate to conclude that the
liberalization of the economy is one problem, its impact on social
development is another. Thus, the social factor of development is a
matter of serious concern in our country. That is why even the
economic growth expressed in two-digit numbers still does not have
its tangible impact on the improvement of the standard of living of
the national population. which is still in the formative stage in our
country. In this regard, it is appropriate to conclude that the
liberalization of the economy is one problem, its impact on social
development is another. Thus, the social factor of development is a
matter of serious concern in our country. That is why even the
economic growth expressed in two-digit numbers still does not have
its tangible impact on the improvement of the standard of living of
the national population. which is still in the formative stage in our
country. In this regard, it is appropriate to conclude that the
liberalization of the economy is one problem, its impact on social
development is another. Thus, the social factor of development is a
matter of serious concern in our country. That is why even the
economic growth expressed in two-digit numbers still does not have
its tangible impact on the improvement of the standard of living of
the national population.
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Consequently, the formation of a qualitatively new system of tax
administration in the long term should be the basis of tax
administration reform. Since tax administration reforms are one of
the main prerequisites for the development of any economy,
increasing the efficiency of tax administration and improving
legislation in the Republic of Armenia will contribute to the
implementation of quality tax policy, collection of tax revenues,
activity of entrepreneurial activities, reduction of the unemployment
rate, optimal distribution of the tax burden, reduction of the volume
of the shadow economy, etc. Establishing an efficient and modern
tax administration in Armenia is one of the key prerequisites for
sustainable economic growth and improving competitiveness. The
State Revenue Committee of Armenia, as the RA tax authority, has
come a long way for continuous improvement. Tax reforms in RA
should, on the one hand, imply a relaxation of tax pressure and the
solution of fundamental problems for business, and on the other
hand, transparency of taxpayers' activities for the state and
exclusion of opportunities for tax evasion.

In recent years, significant changes have taken place in the tax
system of the Republic of Armenia. The biggest change in 2016 in
October was the adoption of the tax code, which entered into force
in 2018. from January 1.2018 from July 1, the authority and
responsibility for official clarifications on tax and customs issues was
transferred from the tax authority, the RA State Revenue
Committee (SRC), to the RA tax policy-making body, the RA Ministry
of Finance. Tax and customs services in Armenia are currently
provided by one department, the RA SRC. Since 2015, Armenia has
been a member of the large regional economic union, EAEU, within
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the framework of which unified policy and administration in the
field of customs and indirect taxes are implemented. Armenia has
signed several international agreements. including within the
framework of the Organization for Economic Co-operation and
Development (OECD), which relate to automatic data exchange and
other tax administration issues that support the development of tax
authority capacity and the improvement of services provided to
taxpayers. In that regard, a number of important complex and
integrated packages of information technologies aimed at the
modernization of tax administration have been implemented. Thus:

1) Simplified tax payment procedures have been introduced, in
particular, an electronic reporting system, as a result of which the
range of services provided to taxpayers has been expanded, thereby
eliminating obstacles to the fulfillment of their tax obligations. Thus,
if in 2011 the share of users of electronic tax declaration was 20%,
today it has already reached almost 98%, which is equal to the level
of many member countries of the Organization for Economic
Cooperation and Development. The services provided to taxpayers
have been significantly improved thanks to the establishment of a
call center and other internal reforms.

2) Within the framework of the reforms, the modernization of
the main information technology systems was carried out, including
the unification of databases, centralized data processing, backup
(management of information accidents) and data exchange with
third parties, for example, Cadastre, Police and Central Bank.

3) A modern (digital) system of tax audits and studies based on
the assessment of indicators of the risk of tax violations was created,
the purpose of which is to improve the law enforcement of the tax
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obligations and to establish targeted mechanisms. This reform
significantly reduces the opportunities for arbitrariness, thereby
increasing the transparency and accountability of tax
administration.

4) An up-to-date database with a large number of state-of-the-
art servers was created, the teaching methodical base of the SRC
training center was modernized, etc.

Conclusion

Summarizing the research carried out in the article, we come
to the conclusion that in order to have an effective tax
administration system in RA, in our opinion, it is necessary to apply
the following measures:

1. It is necessary to take into account the attitude, perceptions
and expectations of taxpayers towards the tax administration,
because the manifestations of mistrust and disappointment towards
different parts of the state administration system for objective and
subjective reasons can have a negative impact on business
activity. Regularly examining the opinions of taxpayers and being in
constant contact with them are considered pillars of increasing
efficiency and transparency for all progressive tax
administrations. Therefore, we believe that the RA SRC will also
make this approach an integral part of the tax administration of our
country. We believe that this research initiative will also contribute
to the improvement of SRC-taxpayer dialogue and further reform
of tax administration.

2. At present, one of the priorities of the tax authority is the
optimization of tax collection accompanied by the minimum
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administrative costs of fulfilling tax obligations of taxpayers. In this
process, it is important to regularly reflect on taxpayers'
perceptions of tax administration and evaluate developments in
revenue management. The RA tax authority should take into
account all the opinions received from taxpayers, because the study
of taxpayers' views aims to reveal the problems and possible
inconveniences they face, which will allow to respond to the
problems raised by taxpayers when developing the upcoming policy
and formulating the tax administration development strategy.

3. One of the most important and priority goals of the SRC
should be related to receiving regular feedback from taxpayers and
ensuring constant dialogue with them, as a result of which it is
expected to greatly expand the SRC's capacity to identify further
ways to increase tax revenue collection while reducing the tax
burden of taxpayers. That dialogue should be continuous, aimed at
identifying problems, providing strategic objectives for improving
tax administration, and assessing the impact of systemic changes on
the part of taxpayers. The results of that dialogue will also allow to
identify the main directions where there is a demand for
improvement and modernization.

4.In order to increase the effectiveness of the tax policy in
Armenia, the tax reforms should be aimed at eliminating the
reasons that hinder the effective functioning of the tax system and
ensuring the normal functioning of the system. The main goal of the
tax reforms to be implemented in RA in the coming years should
be the formation of a tax system that ensures sustainable economic
growth and promotes the attraction of investments, which will
ensure guaranteed budget revenues, both in the short term and in
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the long term. Aimed at the stimulation and development of the
economy, the main directions of the RA tax policy should be the
gradual increase of the tax/GDP ratio, the expansion of the
regulatory and stimulating functions of taxes, the promotion of
SME’s, assessment of the effectiveness of tax privileges and their
revision based on this, transfer of some part of the taxable activities
within the framework of the micro-entrepreneurship system to the
general field of taxation, promotion of investments in the
economy. In terms of increasing the efficiency of the tax policy, we
believe that an important step can be (which is widely used in many
foreign countries) to partially or completely exempt from the profit
tax the part of the company's profit that will be invested in economic
innovation projects.
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Pwuwh pwnbp - hwpywhtu Jwpswpwpniginiu, $puwb-
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<nnywop  udppywsd b L&-nd Yhpwingnn  hwpluwghu
qupswpwpniygjwt  hwdwlwpghtu, npnd Juplnpgnd Lk
Gwdnunubiph wpnwpwgh pwofudwu Ybpwpbpw] hwuwpw-
Ynipjwu ywwnytipwgnwdubpp, gnpdnn opbupubiph wwhwugutiph
wwhwywudwu  ujwuwndwdp  owbtipwwnhy  YGpwhuynnnypjwu
uwhdwunwp b hwpydwup sGupwnyynn unybpwjhtu inunbuw-
Ywu gnpdwppubiph nu wwophuh gnpéniutiniejwu Ywutufuwp-
gbijdwuu ninnwsé pwjph hpwlwuwgnudp: <wplydwu jwyw-
gnytu hwdwlwpgh uvwhdwunwp Gupwnpnw L pwpbithnfunid-
ubiph pupwgpnd hwplydwu nunbuwwu wpryniuwybuniejw
pwpdpwgdwu Ywpunpniypjwu ghwnwygnidp, nph npultnpnudp,
Uwiu b wnwy, whwp £ hwunhuwtw  hwpywwnni-hwpywihu
swnwjnn othndubiph  Ypdwuwnidp, hwplwnnwbph  Ynndhg
ubpywjwgynn hwoybnynipjniuubph pwuwyh b ywppbpwyw-
unigjwu  huwpwynphuu ujwqbtignip, husybiu twb npwug
[pwgdwt hwdwp wybih dwwnstih b ywpgbgywsd wwhwugubiph
uwhdwunwu nt npwuny huYy wwydwuwynpywsd' nunbuwlwu
fuwpwpnuutiph  twqwagnyu  dwwpnwyh  wwwhnyndp:
Cwplywjhu Jwpswpwpniginiup,  npwbu unwywpdwu
(hwgnpwd dwpdup gnpdnwutinueiniu, pungpynd £ ny dhwju
ghpdnn  hwplwjpu  optitunpnigjwtu  Yppwnnudp, wy  twl
nbnGlwwynipjwu  hwljwpwagpnudu  nu ybpindnieginiup,  wn
pYnud’ hwpYwjhu unnignudubiph pupwgwlywpgbph
hpwywuwgdwu ypwyunhbwih W hwpytiph hwaqwplydwu dbuw-
uhqup pwpbthnfudwuu ninnywd dhongwnnudubiph  dawynidp,
hwpywjhu  huynnnipjwu  pupwgwlwpgbpu nu  dbennubpp:
Cwplwjhtu dwpduh npwljw| woluwwmwuph 2unphhy htwpwynp
E pwgwhwjntb| hwplwihtu opGuunpnipjwt  wulwunwpnyejwu
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thwuwnbipp, npnup  huwpwynpnipntu Gu wwihu  hwpy
yéwpnnubphu uwquanyuh hwugub) hptiug Jéwpnwdubpp Yud
funtuwtht) Jéwpnuwihg, huswbiu twb Ywufuwpgbihs dhongubip
abnuwpybl’ yepwgubine wyn fuwfunnwdubpp:
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