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Abstract: In the competitive conditions of entrepreneurship,
recruitment of employees with creative abilities and their motivation
is extremely coming important. Leaders are trying to find ways to
develop employee creativity and how to support creative work style
among employees. The article presents the authors' interpretations
of creativity, simultaneously revealing the features of management
of behavioral appearances of creativity of employees.

Keywords: leadership, employee creativity, encouraging
employees, definition of creativity
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Research goal: to explore “How can leaders foster the
creativity of their followers?” by examining factors that influence
employee creativity and by pinpointing practical tips for leaders to
foster the creativity of their team members.

Research novelty: the factors, that encourage organizational
creativity have been identified and presenting the features of
management of creativity.

Introduction

The world's rapid transformation in the social, economic, and
technological arenas suggests global competition and business
challenges (Florida, 2011) in every field. It forces organizations to
transform, offer value to both clients and employees, become
attractive, and develop advanced services and products (Amabile,
1996). That is exactly why creativity became key to organizational
success (Mumford et al.,1997). Practically all jobs require a creative
mindset and solutions as nearly every organization endeavours to
maximize the creativity of employees (Zhou & Shalley, 2003) to
survive in the innovative business world (Mumford et al., 2002).
And it is not surprising that a huge wave of research has focused
on examining creativity. And it has been defined in various ways,
but the general understanding is that it is the creation of both useful
and not before done solutions and ideas (Amabile, 1988; Oldham &
Cummings, 1996). There can be various levels of creativity ranging
from genius implementation of a minor task to universal discovery
and exceptional creation. But most importantly the research needed
to answer the question Who is considered creative? Some would
say, Leonardo da Vinci and the like. Thus, first, the scholars’ task
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was to explore the human capacity for idea generation (Kaufman,
2016) from the individual perspective to help companies to find
creative minds. In general, producing something new, or coming
up with new ideas for improvement is a natural characteristic of a
human being (Ellsworth, 2002). Human nature would have not been
able to develop without creative minds (Zhou, 2003). But it turned
out that creativity is a social construct which can potentially be born
in a sociocultural context (Csikszentmihalyi, 1996). And the
research wave shifted from the individual to organizational
perspective, to the conditions that can give rise to creative minds.
And among many identified determinants, leadership is thought to
be the one which can significantly influence employee creativity
(Anderson et al., 2014). Leaders are believed to ignite employee
creativity and play a critical role in transforming ideas into useful
products (Mumford et al., 2002). Hence, this paper is designed to
have a close look into creative organizations and examine creativity
from the perspective of employees and leaders.

Combining these two disciplines: creativity and leadership can
help us in understanding how to enhance organisational creativity
and help employees to become more creative (Mumford et al.,
2002). Accordingly, this paper attempts to reveal the factors that
encourage organisational creativity and hence need to be
considered by leaders while managing creativity. The aspiration is
to develop practical propositions to support organizations in
promoting creativity in their working environments.



Research results and finding

The qualitative research method has been chosen for this
research to examine creativity and leadership from multiple
perspectives (Bryman, 2004). It is considered one of the best
methods to add depth and details to the existing literature (Klenke,
2008). 22 semi-structured interviews with 1 2 employees and 10
leaders of 8 top Armenian companies were implemented to gather
rich data about employee creativity in a real-life organizational
setting. Interviewees were encouraged to share their lived
experiences (Madill & Gough, 2008), beliefs and thoughts with the
help of open and personal conversations.

Qualitatively examining the perspectives of both leaders and
followers allowed us to collect data both on factors influencing
creativity and specific steps/ tactics that leaders practice to enhance
employee creativity. The interviews have been transcribed and
analyzed with the help of the iterative process of data interpretation.
All specific actions, behaviors, conditions, or contexts that
interviewees perceived as a trigger, promoters and restrictors of
creativity have been identified and developed into themes.

The research findings suggest that creativity can be affected by
various personal and organizational factors and in accordance with
their characteristics, findings were categorized into three main
groups: individual factors, work environmental factors, and
leadership factors which present the key determinants of employee
creativity. Three main research themes with their appropriate sub-
themes are presented below in Figure 1.



Employee
Creativity

Figure 1. Themes and sub-themes of the Research

Individual Factors

The research findings brought forth the idea that individual
factors of each employee play role in their ability to think creatively.
These factors have been classified in two directions: personality and
knowledge of employees (Figure 2). Several personality factors are
believed to affect creativity such as personality traits, openness to
new experiences (George & Zhou, 2002) and willingness to take
risks. Additionally, knowledge of followers, specifically their
cognitive abilities and expertise are considered major preconditions
of creative thinking (Zaccaro et al., 2000). Employees who are
knowledgeable, open, and ready to take risks are believed to be
potentially prone to creativity.



".

Employee

Creativity

1o take risks.

Figure 2. Individual factors

Work Environmental Factors
The research findings suggest that in addition to individual
factors various work environmental factors can influence employee
creativity. Particularly organizational climate and organizational
culture are considered to play a huge role in the creative thinking
of employees (Figure 3). The organizational climate which is the
general mood in the company (Morgan, 1991) can become a
determinant of creativity when preconditions of an encouraging
attitude to build new ideas, the possibility to freely communicate at
all levels of the organization, and an atmosphere for employees to
feel secure are provided (Andriopoulos, 2001). The next
environmental factor influencing employee creativity according to
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this research is organizational culture. It represents shared

beliefs, assumptions, values, and collective norms in the
organization (Locke and Kirkpatrick, 1995). Adoption of supportive
and innovative values can inspire employees to be more creative
(Brand, 1998). Organizational supporting for new ideas and
encouraging innovation can boost creativity.

Employee
Creativity

— A

Figure 3. Work Environmental Factors

Leadership Factors
Leadership is considered another strong determinant of
creativity (Amabile et al., 2004). Team leader’s actions can possibly
foster employee creativity. As a result of this study leadership
11



factors have been collected into four main sub-themes: giving
freedom to experiment, building trust, challenging, and role
modelling. These sub-themes are presented with all the
characteristics that had been associated with each of them (Figure
4).

Employee
Creativity

Figure 4. Leadership Factors

The study results suggest that employees’ freedom to
experiment can potentially promote their creativity. Supporting
experimentation and focusing on the importance of learning from
mistakes is believed to foster creativity (Mumford & Helmin, 2017).
Participants' creativity was boosted as they were given an
opportunity to implement their ideas and try new ways of doing
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things. But most importantly they valued their leader’s ability to
eliminate the fear of failure in the team. When followers felt support
for their mistakes and instead of punishment, they experienced
open discussion and encouragement to learn and gained knowledge
from their failures they tend to shift their mindset to creative
thinking (Van Velsor, McCauley, & Moxley, 1998).

The current study argues that mutual trust between leaders and
team members helps in idea generation. Trust can develop an
atmosphere for employees to expose their creative side (Carmel
and Spreitzer, 2009). The team leader’s, open communication
style, honesty and support are highly associated with trust.
Employees felt trust for their leaders when the letters showed
support, shared information openly and have been honest with
them. And trust in its turn is widely believed to foster creativity
(Losada and Heaphy, 2004).

According to the research findings, the leader’s ability to
challenge is another solid determinant of creativity. Employees
became eager to open their creative potential when they were
engaged in challenging and complex tasks (Oldham & Cummings,
1996). When followers were asked questions and encouraged to
ask questions themselves, they felt in a safe environment to discuss
their ideas and were more open to receiving feedback from the
leader (Mumford & Hemlin, 2017).

And finally, this research showed that those who had a role
model performed more creatively. Employees that have a role
model to show them by their own example can change their way of
doing and generate new ideas. When team members see their
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leader’s knowledge and creative ideas, they become more
encouraged to do the same (Oldham & Cummings, 1996).

Practical implications for Leaders

This combined research in creativity and leadership focused on
highlighting factors influencing employee creativity from various
perspectives including individual factors, work environmental
factors and leadership factors. These underlined factors should be
of interest to organizations and leaders within the framework of
how leaders can foster the creativity of their followers. As
leadership plays a central role in crafting a context where
employees' creativity will be nourished (Amabile, 2004). The
practical implications of this paper for the management of creative
employees should be emphasized. Based on the determinants of
creativity and experiences reported by employees and leaders, the
focus of the study has been on developing tips on what leaders
practically can do in their day-to-day work to foster creativity. Below
are presented six practical steps for leaders that can potentially help
them to foster follower creativity:

v" Choose the right people for the right task

Consider individual factors of employees before assigning them
to a particular task. Both personality and knowledge can become
preconditions for an employee to succeed in a particular creative
task. Creativity is at its best when the right minds are engaged in
creative work and the leader works with them to adjust their work
in accordance with their personality and cognitive abilities (Amabile
and Khaire, 2008).

v' Create a safe environment that values and supports
creativity
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Consider environmental factors, and create a place for
employees to feel safe and to be able to communicate freely on all
organizational levels (Feurer et al., 1996). It will help them to share
their ideas openly. Adopt supportive culture and cultivate innovative
values, it will encourage people to open their full potential and strive
for creativity (Brand, 1998).

v Build mutual trust

Be frank, share information with the team, and promote open
communication and let employees feel your support (Lau & Liden,
2008). Trust can be a strong connection in relationships that
nurtures emotional safety and can potentially affect creative
behaviour (Barczak, Lassk, Mulki, 2010).

v' Become a role model

Creativity requires daily attention and work with the team
(Amabile et al., 2004). Show by your example, be the one to
encourage, and be a real-life role model for your team. Share your
enthusiasm for generating new ideas and become a source for your
followers to learn from and get inspired.

v' Make the work challenging

Engage your followers in complex tasks, ask them questions,
moreover, encourage asking questions. Create an environment
where they will not be afraid to question each other, criticize and
challenge ideas. The positive sense of challenge is considered one
of the strong predictors of creativity, let them feel it (Amabile,
1997).

v Give freedom to experiment

Encourage experimentation and let your team members be free
in testing new ideas. Give followers the freedom to try new things
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without fear of failure. Share your own examples of failing and
concentrate on learning from new experiences rather than
punishing for mistakes. Communicate the urge of learning from
failures (Mumford & Helmin, 2017).

Conclusion

Although there is a great stream of research on both leadership
and creativity and the link between these domains is widely
recognized, this study offers insights from real-world leaders and
employees engaged with creative work on daily bases.
Organizations and their leaders can considerably benefit from this
paper by closely looking into the creativity of employees. And as
leadership is key to nurturing a creative environment there are
various preconditions that need to be considered but still, the
suggested recommendations can be a starting point for those who
regularly seek applicable steps to boost employee creativity.
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Abstract: The current situation in the labor market of Georgia,
the identified trends and the main regularities confirm the growth
of women's labor activity. But despite this, there is still a gender
imbalance in the labor market. The main goal of the work was to
reveal the trends of women's employment growth in Georgia and
highlight the problems of coordinating family affairs against this
background.

Keywords: womens labor force, growth, tendency, analysis,
labor market, employability

JEL code: CO

Research objecties: to analyze modern trends in performing
family chores against the background of the growth of women's
labor activity in Georgia.

Research novelty: the trends of women's participation in the
Georgian workforce were revealed, correlating them with the
formation of family incomes with the support of women.

Research methodology: Quantitative research methods were

used, as well as random observation for selective research.

21



Introduction

Indicators of women's employment in Georgia are increasing;
Employment disequilibrium is more pronounced in cities than in
rural areas; Women are relatively less active in the labor market
than men, but the level of participation of women in the labor
market is increasing. Employed women combine leisure activities
with family affairs, and in many cases, women are the main subjects
of improving the material condition of families.

The current situation in the labor market of Georgia, the
identified trends and the main regularities confirm the growth of
women's labor activity [2]. But despite this, there is still a gender
imbalance in the labor market. Men's employment and activity rates
prevail, and women's wage compliance is lower than men's.
Unfortunately, the facts of psychological violence against women at
work, etc. It should be noted that the society's attitude towards
discriminatory issues has changed in the modern stage, and the
women themselves, the victims of this process, have become more
active. As the labor activity of women increases, one of the reasons
for this is the disappearance of stereotypes, the discriminatory
attitude towards women has a negative multiplier effect: firstly, over
time, women's self-esteem decreases, they lose motivation, and
secondly, the main thing, they may lose their ability to work.

One of the important indicators of gender inequality is
employment. Today unemployment in Georgia is one of the most
severe socioeconomic problems and therefore it creates several
challenges for the country [2]. Unemployment problems are
particularly acute in terms of gender, which is one of the
manifestations of gender inequality.
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A policy of gender equality made Georgia one of the most
reformative countries in Caucasus. However, in spite of many
positive steps, there are certain problems related to a low level of
civil consciousness and strong societal stereotypes. Caucasian
mentality and patriarchal environment also aggravate the problems
[4] in terms of unemployment, factors of economic instability, such
asreduced total demand, savings and inve stment demand, reduced
total supply, production fall, etc. show up [5].

In the article we used the following methods: statistical analysis
according to the official data of Georgia, comparative analysis in the
dynamic of several years in order to highlight the trend of
development of different indicators of labour market in Georgia.
Analytical interpretation of other research reports of local as well
as foreigner scientists, research organizations, field state
departments [6].

Employment indicators were adjusted as a result of the changes
implemented by the National Statistics Service. In Georgia, since
2019, a new labor force registration standard has been
implemented. Fundamental changes were made and a number of
activities were carried out, namely:

v" Amendments were made to the labor force survey
questionnaires, which provided for the addition of relevant
questions for the purpose of assessing the scale of self-
employment in agriculture;

v" Questionnaires corresponding to new standards were prepared
and methodological guidelines were developed,;

v" New questionnaires were tested and a pilot study was
conducted;
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v During 2020, data was collected through both old and new
questionnaires;

v' The collected data were analyzed and the indicators
corresponding to the new standards were calculated [8].

The methodological change led to the change in the quantitative
characteristics of the indicators of women's employment. But the
general situation remained unchanged. New challenges for national
economic policies generate new approaches which have to face
these modern developments and trends. One of the efficient
practices represents women promotion for a very simple reason:
women yet are not fully engaged into development and their
economic potential has to be unlocked to benefit not only economic
goals but also social inclusion and human development to meet
upmost goal of every state: inclusive growth and high level of
welfare. In this regard, the women promotion and their
empowerment are key policy challenges. Nowadays the need for
women advancement in all spheres of the society is clear and
generates no doubts for reasonability and rationality of such
approach to economic growth [7].

Research results
As of 2022, there are 1,605.7 thousand women aged 15 and
over in Georgia, of which 41.4% are in the labor force, which is
666,300. The number of employed women is 568,900, which is
35.4% of all women aged 15 and older and 85.4% of the female
workforce. 77.6% of employed women are hired. 19.1% of the
workforce is self-employed. 939,400 women are out of the labor
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force, the unemployment rate is 35.4% and the female labor force
participation rate is 41.5%. (National Statistics office of Georgia,
2023)

Today, 568,900 women are employed in Georgia. Most women
were employed in the country in 2015. Between 2015 and 2022, on
average, 1 % less women were employed every year. (See Table 1)
After 2015, the rate of decrease in women's employment every year
was replaced by a rate of increase of 6.1% compared to the previous
year in 2022. It is noteworthy that the rate of increase in the labor
force of women has been evident in recent years. The range of
growth rates for 2011-2022 ranges from 0.1% to 4.3% [9].

Table 1. Dynamics of employed women in 2015-2022.
Source: National Statistics Office of Georgia

2015 2016 2017 2018 2019 2020 2021 2022
Women Women Women Women Women Women Women | Women

Employed| 595.2 592.1 594.8 592.8 588.8 546.9 536.4 568.9

What are the employment rates among employed women?

77.6% of employed women are hired, which is an increase of 6.4%
compared to the previous year. The number of self-employed
women also increased by 4.8%. The unemployment level of women
has decreased by 16% and today it is 14.6% in Georgia. The
indicator of the level of employment of women is increasing, having
reached the maximum in the last 12 years, 37%, in 2017 and is
currently at the level of 35.4% [1].
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Figure 1. Labour Force Indicators by Sex (Women)
Source: National Statistics Office of Georgia

The unemployment rate of women is also decreasing
dynamically. Unemployment decreased by 1.4 percentage points
compared to 2019 with the changed methodology in labor force
registration, and it should be noted that during the study period,
there is a pronounced downward trend in women's unemployment
in general.

The most employed women in Georgia are over 55 years old,
whose number in 2022 has increased by 7.9% compared to the
previous year, the employment rate of women aged 45-54 is
increasing. In 2022, 11% more women of this age were employed in
Georgia, the number of employed women in the age group of 35-
44 is also increasing, the growth rates of their number in 2020-
2022 were 1.7% and 1.3%, respectively.

As for the employment rates of young girls, in general, the
employment rate among new graduates in the age group of 20-34
in the country is slightly, but still decreasing and is currently at the
level of 48.2%. By analyzing the gender breakdown of this indicator,
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it was determined that men are employed more. As a result, the
rate for young men is much higher, 7.7 percentage points higher
than the employment rate for women of the same age, at 52.4% [8].

In the current conditions of employment, it is interesting how
women combine employment and family activities.

For this, we conducted a selective survey of women, for which
we used the Google Drive application based on specially prepared
questionnaires. About 400 women took part in the research, among
which 70% were women in the age group of 25-44 years, then
women in the age group of 45-64 years - 25%, in the age group of
15-24 years - 4% and 1% - 65 years old and up. The absolute
majority of respondents participating in the research, i.e. 78.9%,
had higher education, and 7.1% had professional education. 61% of
the interviewed women were employed, up to 20% were self-
employed, only 9% of the respondents were housewives. The
percentage distribution of research results according to economic
activity is presented in the following diagram:

5% 9% W hired

——

1%

4%
H self-employed

m student
pensioner

® unemployed

Figure 2. Distribution of respondents according to economic activity
status
Source: Our research results

The field of employment of women is diverse: 19.2% are
employed in the financial sector, 18.1% - in the banking sector,
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18.3% - in educational institutions, 11.1% - employees in the medical
field, 6.1% - in scientific and research institutions [1], etc.

A significant part of the employed female respondents, i.e.
31.3%, have quite a long employment experience (5-10 years of
experience), 29.2% have 1-5 years of experience, and 16.7% of
respondents have more than 20 years of experience.

W up to 5 years
up to 5-10 years
Up to 10-20 years

More than 20 years

Figure 3. Distribution of respondents according to work experience
Source: Our research results

An equal number of respondents, 28.6% had 2 or 3 children in
their family, and 6.1% had 5 or more children. We would like to
admit, that along with the increase in the number of children in the
family, the rate of employment of female mothers was high and, as
the results our study showed, the influence on the children of such
women is great and the quality of their children's education was
also revealed. 64.6% of respondents are able to freely combine
family affairs with professional activity.

However, 29.2% noted that they cannot combine activities in
these two difficult fields at all and it is very difficult, only 6.3% of
the respondents are partially able to grow professionally. The
reason for this may be that, according to research, 51% of women
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spend quite a lot of time, about 3-5 hours a day, on household
chores, 10.2% spend up to 6-8 hours on it, and about 10.2% spend
1-2 hours a day arranging family affairs. Traditionally, women either
manage household affairs alone or have helpers. 22.4% of
interviewed women take care of the family alone, 34.1% of women
share household chores with their spouses, mothers help 16.1% of
women and mothers-in-law - 10.2%.

A large part of the respondent women, i.e. 67.3%, is busy
cleaning the house, 61.2% - taking care of their children, 32.7% -
teaching their children, 53.1% - cooking, etc.

® House cleaning

m Taking care of
children

Children's education

cooking

Figure 4. Distribution of respondents according to their
activities at home

Source: Our research results

As it turned out, the majority of women have very little free

time, and 71% of them spend it with their children, 40.8% with their
spouses, 8.2% with their grandchildren, 34.7% with their parents,
etc. Even though they have such workload in work and family
affairs, 27.7% of the respondents still manage to raise their
qualifications. 46.8% do it rarely, 25.5% are unable to take care of
improving their qualifications at all. What causes the increase in
women's activity? 32.7% of the respondents believe that
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principledness is the quality that is an important basis for increasing
employment and activity on the labor market. 42.9% believe that
the insight of women is crucial, 30.6% of women mention the speed
of decision-making and 36.7% - good managerial skills.

Conclusion

As a conclusion, it is assumed that the indicators of
women's employment in Georgia are increasing. Employment
disequilibrium is more pronounced in cities than in rural
areas. Women are relatively less active in the labor market
than men, but the level of participation of women in the labor
market is increasing. Employed women combine leisure
activities with family affairs, and in many cases women are the main
subjects of improving the material condition of families. As the
number of children in the family increases, the positive influence of
employed women on their children increases. Despite having not
enough free time, women still manage to develop professionally.
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Abstract: Any organization, in order to carry out successful
activities in the conditions of strong competition and uncertainty of
the environment, must be constantly informed of its customers,
familiar with their constantly changing requirements, understand
what is its target audience and strive to maximize their satisfaction
level. For this purpose, the implementation of marketing research
is very important, because it allows to collect multi-faceted
information about customers, their requirements, the attitude of
customers towards the given organization and the product or
service issued by the latter, and other important factors that directly
or indirectly affect the competitiveness of the organization and on
profitability [1].
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Modern economics puts forward new methods, the use of which
in the implementation of marketing research allows the process to
be carried out more efficiently, quickly and accurately. Artificial
neural networks (ANNs) are among those methods. They allow you
to identify extremely complex dependencies, perform analyzes for
large amounts of data, solve complex formalization problems, etc.
The article presents the analysis of the results of the survey
conducted for the purpose of assessing the satisfaction of
consumers with the level of water supply using artificial neural
networks and offers recommendations aimed at solving the above
problems.

Keywords: marketing research, artificial neural networks,
machine learning, customer segmentation, object classification,
multilayer perceptron

JEL code: M31

Research goals: the purpose of the research is the application
of artificial neural networks in marketing research for the purpose
of processing and analyzing the results of surveys (water supply
sector) and based on this, presenting recommendations on the
effectiveness of the use of ANNs in marketing research.

Research novelty: multilayer neural network (Multilayer
Perceptron) was built for the purpose of processing and analyzing
the results of marketing research inquiries.

Introduction
Due to the high degree of competition in the modern concept
of marketing, more and more companies start to pay attention to
the analysis of the needs of the target audience. In order to face the
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growing competition, any organization must study the ever-
changing needs and preferences of customers, understand which
is its target audience and strive to maximize the level of customer
satisfaction. Therefore, companies strive not only to make their
products of higher quality, but also to adapt them to the needs and
interests of a specific consumer. Here, the quality and accuracy of
the information collected about consumers is of utmost importance
[2]. In practice, traditional marketing research is accompanied by
mathematical methods, the advantages of which include the ability
to analyze the situation and make optimal decisions. Mathematical
methods imply the construction of a formalized description of the
object under study and its use for further analysis.

Currently, modeling through using artificial neural networks is
gaining wide popularity for research [3], [4]. Neural networks are
used in various fields (medicine, marketing, banking, real estate,
etc.) in order to solve many problems of classification, clustering,
prediction, control. In particular, [6] is dedicated to the modeling
of creditworthiness assessment of commercial bank customers
using ANN, and [7] to the clustering of RA banks using Kohonen
neural networks.

Artificial neural networks allow to identify extremely complex
dependencies between variables, to perform analyzes for large-
scale data, to solve complex formalization problems, etc. Networks
can be used for qualitative data presented in quantitative form, and
therefore also in marketing research for the processing of survey
results.

By analyzing current customers, the neural network enables
them to be segmented and identify which customers are beneficial
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to the company and which factors influence their behavior the most.
The implementation of such analyzes is of great importance,
because in order to increase the competitiveness and efficiency of
their activities, enterprises must clearly understand who their
consumer is and what internal and external factors are most
important for him.

Due to the rapid change of information, it is becoming more
and more difficult for companies to track consumer behavior, which
leads to an increase in market research costs. The integration of
neural networks in research activities will allow not only to save the
costs of consumer research, but also to free up time for specialists,
as well as to obtain the most reliable model that will enable effective
communication with customers and maintain the company's
competitiveness.

Research results

In the work, artificial neural networks were used in marketing
research for the purpose of processing and analyzing survey results
(using the example of the water supply sector, based on anonymous
survey data of 1206 respondents).

For the assessment of water supply quality, ANN models were
built, which belong to the class of teacher-taught problems.

In order to evaluate the satisfaction of consumers with water
supply services, various factors are important, which have been
grouped into three groups: assessment of customer satisfaction
with the services provided by water supply companies, assessment
of the process of responding to consumer requests, assessment of
the change in the water supply situation compared to the previous
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year. Artificial neural networks were built to evaluate the
satisfaction of consumers in each request and to solve the problems
that arose. For the sake of brevity, the article provides an
assessment of the change in the water supply situation compared
to the previous year.

Consumers' satisfaction with water supply (dependent variable,
the answers are: has the situation improved, remained the same
compared to last year, or has it worsened) depends on various
factors (independent variables): water purity, safety, usefulness,
taste of water, pressure of water flowing from the tap, water supply
schedule.

At first, in order to get an idea of the relationship between the
dependent and independent variables, cross tabulations were built
in advance.

In order to evaluate the influence of all independent variables
on the dependent variable, a multi-layer perceptron was
constructed using the Neural Network tool of the SPSS package.
The input variables of the network are tap water purity, water
safety, taste, pressure, and water supply schedule. The constructed
network has 15 input neurons (one of three possible responses can
be chosen for each of the independent variables), excluding the
constant, 1 hidden layer with 8 intermediate neurons and 3 output
neurons for each group of customers. The activation function of
hidden layer neurons is the Sigmoid function, and the activation
function of the output neurons is the Identity function. The error is
estimated by the Sum of Squares function (the sum of the squares
of the differences between the target and estimated values).
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For the purpose of neural network training, non-intersecting
subsets were separated: training, test and independent. In the
constructed model, the training set includes 75.2% of all data, the
test set 12%, and the independent set 12.8%. The network is trained
with data from the training set. The test sample is intended to check
the accuracy of the model and estimate the error, and the
independent set is used to test the performance of the already
constructed network on completely new, unfamiliar data.

The neural network is represented by Figure 1.

Estimates of connection weights are given in the Parameter
Estimates table (Figure 2). In the Hidden Layer 1-Input Layer part
of the table, the weights from the inputs to the neurons of the
hidden layer are given, and in the Output Layer-Hidden Layer 1
part, the weights from the hidden layer to the neurons of the output
layer are given. The system selects these weights automatically
before training. If such a choice of weights leads to the fact that the
value of the error function is greater than a certain threshold value,
then with the help of the error Backpropagation algorithm, the
weights are adjusted in order to reduce the error.
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Hidden Layer 1 QCutput Layer

Predictor H{1:1) | H(1:2) |H{1:3) | H{1:4) | H(1:5)| H(1:6)| H(1:7)| [525=1]| [525=2]| [$25=3]
Input (Bias) -110( .113| -09%| 0l6| -.159| -223( 015
Layer [520=1] -377| -.600| -142| 074 -.123| 743 -370

[520=2] -199| -126| .806| -057| -297| -.481| -062

[520=3] -4153 240 .067( -093| -471| -320( -334

[520=4] 491 3% | .31%| 063 .023( .248| -473

[820=5] 383| -791| .018( .019| -.107| -191| -215

[520=6] 174 -262| -140( 501| -307| -508| -444

[520=7] 149|198 .224| -034| .501( -.038| 264

[320=8] 013| 418| 377| -051| 277 .159| 071

[520=5] 222|274 Be%| 43| -244| -581) 011

[523=1] -.064| -.662| -481| -337| -.414| -.101( -987

[823=3] 103 -399| 501 294 -.411( .006| -267

[523=3] 293| .094| -268| -075| -152| 493 -3%

[523=4] 403| .206| .426| 452( -.033| .492| 821

[823=5] 202 438 -.016| -101| 224 -769| 700

[523=6c66666] | .345| -.086| .074| .353| -062| -251| -406
Hidden (Bias) 2%0| 1022 -.469
Layer 1 H{1:1) -395(  -380| -.054

Hi{1:2) -690 225 739

Hi1:3) -.364 150 869

Hil:4) -378| -437 278

Hi1:5) =123 -.101 184

Hils) A4 -1.012 .261

H(1:7) -718| -.150| 1.020

Table 1 shows the results of correct and incorrect classification
for each category of the dependent variable (%). In the trained
sample, the neural network correctly classified 59.4% of the
"situation improved" responses, 88.5% of the "remained the same"
responses, and 19.7% of the "deteriorated" responses. Overall

Figure 2. Estimates of link weights in the network?

accuracy in the trained sample is 75.4%.

In the test sample, 64.9% of "the situation has improved"
answers, 87.6% of "remained the same" answers, and 40% of

2 Composed by authors
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"deteriorated" answers were correctly classified. The prediction
accuracy in the test sample is 77.9%. In the independent sample,
65.2% of the "situation has improved" responses, 89.2% of
"remained the same" responses, and 28.6% of "deteriorated"
responses were correctly classified. Overall, the prediction
accuracy in the independent sample is 78.8%.

Table 1. ANN classification results
Source: Our research results

Sample Observed Predicted
improved 59.4%
Training remaind the same 88.5%
deteriorated 19.7%
Overall Percent 75.4%
improved 64.9%
Testing remaind the same 87.6%
deteriorated 40.0%
Overall Percent 77.9%
improved 65.2%
Holdout remaind the same 89.2%
deteriorated 28.6%
Overall Percent 78.8%

The model evaluated the importance of each of the independent
variables in the process of predicting the results. It is presented in
the form of an Independent Variable Importance diagram (Figure
3). In the ranking process in the model, the highest importance was
given by the consumer to the water supply schedule (100.0%),
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followed by the importance of water taste (75.1%), tap water
pressure (72.7%), safety (58.1%) and cleanliness (47.2%).

MNormalized Importance

0% 2% 40% 80% a0% 100%
S16_8#1]
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S16_141
T T T
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Figure 3. Independent Variable Importance diagram?

Multinomial regression model: Multinomial regression model
was constructed to conduct a comparative analysis. As is known,
multiple logistic regression is a general case of the logistic
regression model where the dependent variable has more than two
categories, each of which can be measured on a Nominal or Ordinal
scale, and the independent variables can be Ordinal or Scale [5].
The model is designed to solve classification problems, it estimates

3 Composed by authors
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the probability of the dependent variable falling into a certain class
and is used to classify new objects.
We have a set of possible g values of the dependent variable
{1,2,..., g}, where the probability of accepting the k-th value is:
Ply=kl=pr,k=12,...,g.

The probabilities are given by the following formula:

1
p1=Ply=1]=
! 1+ X5 _, exp(an + xBy)
exp(a;, + x
i = Ply = k] p(ay Br) —2,...0,

1+ Yo _ exp(an +xBp)’ B

where the coefficients a; and B, are estimated by the Maximum
Likelihood Method [5].

As in the case of the model built with a neural network, the
results of the classification are presented here with the
Classification table (Table 2). All variables in the model are
represented in three categories.

For the "improved" category, 53.1% of the data were correctly
classified, for the "remained the same" category - 91.9%, for the
"worsened" category - 21.8%. In general, the model correctly
classified 76.1% of the data, which is close to the result obtained
with the use of neural networks.
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Table 2. Classification results by Multinomial Regression model
Source: Our research results

Observed Predicted
improved 53.1%
remaind the same 91.9%
deteriorated 21.8%
Overall Percent 76.1%

Now let's consider the second problem: the satisfaction of

customers with the services provided by water supply companies.

For this purpose, we will use the assessment of the change in the

water supply situation by the customers depending on the following

variables:

v

<

in case of questions, means of contacting the water supply
company or its representative,

the speed of solving problems by the customer support center,
courtesy of the representative/s of the water supply company
provision of information about interruptions by the water supply
company,

the level of providing general information by the water supply
company.

The constructed network has 15 input neurons, 1 hidden layer

with 8 intermediate neurons and 3 output neurons for each group

of customers. The activation function of hidden layer neurons is the

Sigmoid function, and the activation function of the output neurons

is the Identity function.
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The overall accuracy in the trained sample is 72.7%, in the test
sample - 64% and in the independent sample - 78.4%.

The model presents the importance of each factor in the neural
network prediction process. The most important is the courtesy of
the representatives of the water supply company (100%), then the
speed of solving problems (84.4%), the level of receiving
information about interruptions (76.7%), the level of providing
general information (60.3%), and the company means of contacting
representatives (59.8%).

Conclusion

Modern economics puts forward new methods, the use of
which in the implementation of marketing research allows the
process to be carried out more efficiently, quickly and accurately.
Among those methods is the methodology of artificial neural
networks.

Consumers' satisfaction with the water supply situation was
assessed in the work. A multilayer neural network was built to
process and analyze survey results. The classification results were
compared with the results obtained by the Multinomial Regression
model. The factors that have the greatest impact on consumer
satisfaction have been identified. The obtained results confirm the
effectiveness of using artificial neural networks in the process of
developing and analyzing the results of marketing research. In
addition to the fact that neural networks are able to find complex
dependencies, solve problems that have quite a lot of variables, they
also allow identifying the factors that have the most significant
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impact on the studied variable and focus the attention of specialists

on those factors.

As a result, it is revealed for which consumer segment and

what kind of changes should be implemented in order for the

organization to gain a competitive position.
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uwwnnnubiph Ytpwptipdniuph quwhwwndwu hwdwp nhnwpy-
qwd gnpdnutbpp fudpwynnpybi tu tpbip fudpnud. puybipnyejwu
dwwngwd  dwnwjnigintuubiph npwyph  quwhwwnnwd,  uww-
nnnubph fuunhputipht wpdwquwupkiint gnpdpupwgh quwhw-
wnwd, Uwfunpn nwpw  ujundwdp  opwdwwnwupwpdwu
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hpwyhbwyh thnthnfunigjuu quwhwwnnd: Pugwhwjnyb) Gu wju
gnhpénuubipp, npnup wnwyb] fwwu wanbignieyniu tu gnpdnd
uwywnnnutiph gnhniuwyniejwu ypw: Upryntupnud wfuwwnwuph
wpryniuwybwnnipyniup pwpdpwgubint bywwwyny puybipni-
pIntup wtiwp £ hp nwnpnientup U gnpdniutinieyniup Yhuwnpn-
Uwguh wyn gnpdnuutiph Yypw:

2pogwnwgnpddwt ninpinh ophuwyny Ywwnwpywd hGnwagn-
wnnentup  hwuwnnd £ wphGunwlwu  ubpnuwihu gwugbiph
Yhpwndwtu wpryntbwybuinniginiup dwppbighuqwhtu  htinwgn-
wnijniuutipnd: UphGunwlwu ubpnuwihu gwugbiph  huwnbg-
pnudp dwppbiphugwht hwnwgnunieniund huwpwynpnie)niu &
pudtinnid hwéwfunpnubiph  wwhwugdnwupubipnh, Uwfuwuhpnt-
pintuutiph ytipwpbipjw] hwjwpwagpywsé pwqdwynndwup inbink-
Ywuwnynipjwt ybipndnipjwt gnpdptpwgu wpryntuwybin, wpwag
W Gogppwnn Ybpwny ppwlwuwgub): Wu pnyp  wwhu twl
ujwqbtiguti| htnwgnunipjwu dwiuutipp b dwdwuwynp:

dbpindtin pupwghy uwwnnnubpht' ubpnuwhu gwugp
huwpwynpnigyniu £ wwihu gbipohuutiphu ubgdbunwynpbp W
pwgwhwjwnb, pE n’p hwbwfunpnubph htwn hwdwgnpdwlygnt-
pjntuu £ hwunhuwunw swhwybn puybpnyguu hwdwp, b np
ghpdnuubip Gu wnwyb| 4Gd swhny wgnnid upwug Jwppwagdh
Ypw:
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Abstract: Management of higher vocational education is multi-
layered and multi-content, as it has a wide range of beneficiaries. It
is not limited within one university and manifests itself in the extra-
university environment as well. The article interprets the features
of higher education management and the key outcomes emerging
in the management hierarchy, proposing a harmonization of
regulatory influence in different areas and a comparable
measurement of managerial implications using relative indicators.
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Research goals: based on the key objectives of the organization
of higher education, identify the features of management of
education services

Research novelty: a hierarchy of higher professional education
management outcomes was developed according to beneficiaries
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Introduction

The definition of management receives different interpretations
in the professional literature, but, as a rule, it is considered as a
regulatory influence to achieve specific goals. And that influence
required special skills and abilities, the whole of which can be
shaped as the art of management. If management, i.e. regulatory
influence on activities, is not carried out, then it will not be clearly
recorded what the goals are, how they can be achieved, who will
achieve the intended goal? The process of implementation of the
targets, who will monitor how they are implemented and, ultimately,
who will make decisions that will be key in achieving the goals? [T,
p: 9]

Higher professional education, which is an integral part of public
life, is currently facing serious management problems. Today, the
professional education market has become very competitive both
within the countries and in the international arena, and in such a
situation, universities are trying to make the educational system
more manageable in the whole process of "recruitment of
applicants - training - leading graduates to the labor market".

Research results

Naturally, various beneficiaries are also interested in the results
of higher education institutions, whose range is much wider,
starting from state agencies to households, or from professorial
staff of universities to employer representatives from the labor
market (see Figure 1.). It is precisely with such a variety of
beneficiaries that the peculiarities of the management of higher
professional education are determined [2, p: 62].
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Any management process begins with planning, and it is here,
that the objectives of the beneficiaries of higher education, being
diverse, may not even coincide, thereby complicating the
management process. Thus, the RA Law "On Education" states the
principles of the state policy in the field of education, aiming at the
formation of a person with proper professional training and
comprehensively developed, born with the spirit of patriotism,

statehood and humanity through education. [3, art: 4]
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Figure 1. The scope of beneficiaries of higher professional
education*

In their turn, employers have different expectations from the
higher education process, rather they have the perception of

4 Composed by author
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training capable graduates in line with the requirements of the time,
with the aim of improving the competitive positions of existing
organizations in the market by employing them [4, p: 117].

The goals of higher education management are also somewhat
different in the scope of university staff, where the professorial staff
expects the administration to increase the number of students,
improve the financial condition of the university, secure jobs and
stable remuneration from the effective management of the
university administration.

And in the process of management of the university, the
students show more goals in the acquisition of competitive
professional skills and abilities in line with the time, by which they
will become more demanding in the labor market and after
graduating from the university, they will secure higher working
incomes.

Academic partners operating outside the university (research
organizations, cooperating universities, NGOs, quality control
public structures, etc.) give other goals to the management of
higher education, which are mostly interested in the field of quality
university activities, when transferable academic credits are
mutually recognized, implemented are joint research programs,
rating scales of universities' activities are developed and published,
etc. [5, p:12].

Therefore, it can be stated that the objectives of higher
education management are multi-layered, arising from the
expectations of many stakeholders, as a result of which the
objectives of education management should be adjusted in such a

52



way that harmony is formed between the demands of all
stakeholders.

Organization is also one of the most important components of
higher professional education management. The achievement of
any goals in the field of management cannot take place without
organizational work, within the framework of which the resources
ensuring the achievement of goals and their purposeful application
in the managed areas are provided. In this sense, higher education
management also has its own characteristics.

Thus, the sources of financing for the proper organization of
educational activities are not similar and they can be both public
and private. The collection of human resources when organizing an
educational process is also special, because the professorial staff
with its qualitative characteristics is formed in the university over a
long period of time, and the management shows a special approach
to the regulation of their activities.

Universities also strive to operate within the framework of
autonomy and academic freedoms, as a result of which specific
management approaches are manifested. Thus, the expressions of
"participatory management", rather than centralized, are recorded
in universities, when students, teaching staff, and even represent-
tatives of external affairs participate in the management of the
university on a "bottom-up" basis.

The features of higher education management are also
established in the process of supervision. The supervisory functions
of university management are not assigned only to the university
rectorate, but are carried out both within the university (internal
quality control departments, educational councils, academic
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councils) and to external structures (authorized body of Ministry of
Education, National Center for Quality Assurance). Thus, the
"National Center for Quality Assurance of Professional Education”
Foundation is an independent structure authorized by the
government of the Republic of Armenia to carry out state
accreditation in the field of education. The Foundation conducts
external evaluation of quality assurance in professional educational
institutions through institutional and programmatic accreditations.
The ANQA also conducts a complete analysis of the professional
education system of Armenia, organizes retraining, professional
discussions, as well as supervises the establishment of quality
assurance systems. The state also has its supervisory role in the
management system of higher education, through the departmental
bodies operating as part of Ministry of Education.

Interest is also specific to any management process, which is
also manifested in a special way in the system of higher professional
education. If in the business sector the tools of interest are
dominated by bonuses, then in the university system motivation in
the form of drama appears in the background [6, p: 68].

Thus, the university board committed to the implementation of
management goals is mostly motivated by increasing the student
population, improving the competitive positions of the university in
the rating scales, increasing the degree of internationalization of
scientific and educational activities, activating inter-university
academic mobility, institutional and program accreditation of the
university by the National Center for Quality Assurance, etc.
Therefore, apart from the material, the management prefers to
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expand the collection of the results of scientific and educational
achievements (see Figure 2).

« internal and ],,_ e sacademic
external freedoms

stakeholders

. Organa-
Planing g
zing
(A2
|||I -f._\a-‘l ol
% Motiva- | /
\ : Control Y
tion | /
«internal and
ewith non-monetary™ external
instruments L stakeholders

Figure 2 Features of management functions of higher
professional education.®

Thus, the management of higher professional education is not
identified with the traditional management of organizations, and is
not carried out within the framework of a single managed unit, but
goes beyond its boundaries, bearing elements of regulatory
influence from other socio-economic platforms (see Figure 1.1.3).
Moreover, the target directions of education management are not
clearly manifested in different platforms, which in turn dictate
different dimensions of management results. Thus, as a positive end
result of management, students consider the speed of employment

5 Composed by author
55



in their preferred profession after graduation, for university staff,
the desired end result of education management is the expansion
of the university and the strengthening of competitive positions [7,

p: 799].

of, )

Figure 3. The hierarchy higher education management key
outcomes®

6 Composed by author
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Conclusion

The management of higher professional education has certain
characteristics, related to the goals of education, academic
freedoms, organizational functions, and the diversity of the
motivation of the beneficiaries. This determines the managerial
evaluations of the formation of the final results of the management
of higher professional education. And nowadays, those outcomes
must be not only competitive in the educational market, but also
manageable both qualitatively and socio-economically. In this sense,
the management of higher education presents itself as a
harmonized consolidation of decision-making at various social
platforms in such a way as to meet the expectations of the various
stakeholders of education. And those expectations are measured by
financial and non-financial indicators, for which a field of
comparability is required in the field of education management. For
this purpose, we propose the measurability of management results
with relative indicators, which will create an opportunity to make
the results of management goals comparable in different levels of
the management hierarchy of higher education.
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Lhwiuw Ouhwjwt
Lwjwuwnwup GYpnwywywtu hwdwjuwpwu, hwignpn

Pwuwih pwnbp - pwpdpwagnyt Ypenieiniu, pwpdpwagnyu
Yppnigywu  owhwnniubp, YJwnwljwpdwtu  wwnwlwnpnd,
Ypenipjwu Yuwnwywpdwt wunhbwuwlwng

Fwpdpwagnyt dwutwghunwlwu Yppnyejwu Yunwywnpnidp
hwuntu Lt qwihu npnawlyh  wnwuduwhwunynieniuubipny,
Ywwywd Yppnypjwu  ytipguwpnyniupubiph  bywwnwwnpnid-
ubiph, wywnbdhwywu wquwnieniuutiph, Yuqdwybpwswywu
gnhpdwnnyputiph, 2whwnniutph dninphjugdwt pwqdwquunt-
pjwdp: “Hwuny £ wwjdwuwynpynwd pwpdpwgnyt dwutwagh-
wmwywu Yppnipjwu Yunwywpdwu ybpouwnpryniuputinh dLw-
Yynpdwt Ywnwywpswywu guwhwwnnwdubpp:

Utip optipnud, wyjn ytipouwpryniupubipp wbwp L (hubu ny
dhwju  dpgniwwly  Yppwlwu onyuynd, wple  Yuwnwywntih
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huswbu npwywlwu, wjuwbu £ unghw-lnunbuwlywu nbuwu-
Yniupg: Uu wnnwiny, pwpdpwagnyu Ypenipjwu junwywpnudp
ubpywjwunw £ npwbu wwppbip unghwwlwu hwppwyubipnw
npnonwiubph - ujwgdwtu  ubpnwouwybgwd  hwdwfudpnid
wjuwbu, np npwuny pwywpwpyb  Yppnypjwt  wnwppbp
owhwnniubiph uwwunwubipp: huy win uywunwubipp swihynwd
Gu Ppuwtuvwlwu U ny huwtuwlwu gnigwuhpubtipny, npnug
gony Yppnipjwt Ywnwywpdwu ninpuind hwdwnpbijhnigjwu
nwown b wwhwuoynwi: Wu tyywwnwyny wnwownpynwd Gup Yw-
nwywpdwu Ybpowpmynitupubph swihbihnyenit’ hwpwpbpwywu
gnigwuppubipny, npnd huwpwynpnipynitt Yuinbindyh pwpdpw-
gyt Ypenipjwtu Yunwywpdwt  wunhbwuwlwpgh wnwppbp
hwpenieniuutipn hwdwnptih nwpdub] unwwpdwt twyw-
wnwwnpnudubiph wprynwupubipp:

Fwpdpwagnyu dwutwghunwlwu Yppnipjwt Yunwydwpnidp
pwqdwotinn £ b puqdwpnjwunwy, pwuh np niuh gwhwnniubiph
dtd opowtwy: Wu sh uwhdwuwthwyynd dty pnthh ubpund W
hptu npubnpnud £ twb wprnwhwdwjuwpwuwlwu Jdhowywy-
pnud:

<nnywénud dEYuwpwuynd Gu pwpdpwagnyt Ypenigjwi
Ywnwywpdwu wnwuduwhwwnyniyeniuutpp b Yunwdwpdwu
wuwnhbwuwywpgnud duwynpynn wnwugpwihtu ytipguwpnyniup-
ubipp, wnwowpytiny wnwpptp ninpunubipnud Yupgwynphs ubip-
wqnbignyejwu ubipnwotuwytignd b Yunwywpswywu hbwnlwup-
ubph hwdwnpbih swihbhnieginwu, ogunwagnpdtiiny hwpwpbpw-
Ywu gnigwuhpubip:
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Abstract: The North-South Road Corridor Investment Program
is a huge infrastructural program that aims to connect the south of
the country with the north through the 556 km long Meghri-
Yerevan-Bavra road 1in full compliance with the European
standards. The construction of this strategically important road will
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ensure a safe travel from the southern border of Armenia up to the
Georgian border and further to the ports of the Black Sea, will allow
cargo and passenger transportation in compliance with the
European standards, will provide serious development
opportunities to all human settlements in Armenia from the south
to the north.

Keywords: trade, transportation, tranche, investments,
construction organizations

JEL code: H54

Research Aim: to identidy the Performance and Challenges of
the North-South Road Corridor Investment Program.

Research Novelty: the stages of the North-South investment
project, sources of financing, issues related to deadlines,
construction works and penalties are presented and analyzed,
identifying opportunities to prevent project implementation risks.

Introduction
At the completion of the North-South Road program it is
envisaged to have

v"a high-quality road corridor meeting international standards

v' a four-lane category 1 road connecting Yerevan-Gyumri and
Yerevan-Ararat.

v The improvement of the road quality in the other parts of the
corridor to bring them closer to the European standards with
the possibility of their future transformation to four lanes.

v" Organization of safe and efficient travel of the Road Corridor

The North-South transport corridor
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1. Ensures Armenia’s access to the Black Sea and to other
Europan countries through the territory of Giorgia

2. Crossing the Armeniam territory from the south to the north
(Meghri-Yerevan-Ashtara-Gyumri-Bavra), the corridor connects
to Georgian roads in the south that leads to Poti and Batumi
ports.

3. Improves road communication at the intersection of West Asia
and East Europe [1].

The EU announced about the provision of financial assistance
totaling to 2,6 bln euros within the framework of the EU-Armenia
Agreement on Comprehensive and Enhanced Partnership. The
financial assistance covers 6 directions including the construction
of the Sisian-Agarak section of the North-South Road Corridor. The
EU is allocating 600 min euros to finish this section of the road in
Syunik. This may have a great impact on the Armenian economy as
a whole and on the development of infrastructures, in particular
[2].

It is noteworthy, that according to the research in 2012, the
construction of the 556km-long North-South Road Corridor was
estimated 962min US dollars, 500mIin of which was to be funded
by the Asian Development Bank. The Republic of Armenia was to
allocate 115min US dollars, etc. The European Investment Bank has
already allocated 72min euros to the project. Back in 2017 Vahan
Martirosyan, the Minister of the RA Transport, Communication and
Technologies, stated that based on the recent estimates, the
investment program was to cost about 2bln US dollars which cast
doubt on the economic expedience and efficiency of the program.
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To compare, by various estimates, the strategic program of the
construction of the Iran-Armenia railway requires 2,5-3bln US
dollars.

The program will be more efficient if other countries of the
region are also involved. Sadly, the issue of constructing a similar
road corridor with Georgia and the Islamic Republic of Iran has not
been agreed upon so far. It is worth mentioning that when asked
why the North-South Road Corridor Investment Program started
from the construction of the road sections in Yerevan-Artashat and
Yerevan-Ashtarak that were in a relatively good shape, the previous
high-ranking officials used to reply that the Western powers did not
agree to start the road construction program from the border with
the Iranian Islamic Republic. As can be seen, the same western
countries have expressed willingness to finance the section that
connects Armenia with Iran. It is necessary to point out that, owing
to tensions on the border, experts did not find it safe to construct
the North-South road along the border - through Yeraskh.

On September 15, 2009, according to the Framework
Financing Agreement for North-South Road Corridor Investment
Program signed between the RA government and the Asian
Development Bank, the last funding tranche was to be allocated by
December 31, 2017. Currently, the following tranches have been
signed with the Asian Development Bank.
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Figure 1. North-south road corridor in Armenia

Tranche 1 -Yerevan — Ashtarak 11,4 km; Yerevan — Artashat
19,6 km, total length 31km, cost-70,4mIn US dollars; 12.10.2009.
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Tranche 2 - Ashtarak-Talin, about 42km, cost - 179 miIn US
dollars, - 30.05.2011.

Tranche 3 - (Talin-Lanjik about 18,7km, Lanjik-Gyumri -about
27,5km, total length — about 46,2, km. Cost — 100mIn US dollars
(financed by the Asian Development Bank), 60mIn euros (a loan)
and 12min euros (a grant provided by the European Investment
Bank) 11.03.2014 and 18.11.2013.

According to Point C of the 3™ part of Section 1 of Tranche 3,
100min US dollars provided by the Asian Development Bank was
also to cover the technical-economic justification of the Artashat-
Kajaran road section (304km) which, however, has not been
published so far. To be mentioned, the funding of the
reconstruction of the Sisian-Agarak section of the same road has
been undertaken by the EU.

Thus, credit agreements (tranches) totaling to 350mIn US
dollars have been signed with the Asian Development Bank. 150min
US dollar agreement has not been signed for Tranche 4 and
Tranche 5, while the deadline of the application for funding and
confirmation expired on December 31, 2017. It is obvious that it is
due to poor work on the part of the Armenian side that no the funds
have been received from the Asian Development Bank. The RA
government failed to complete the investment program in its full
scope in time.

By the decree of the RA Government (N1304) dated December
15, 2016 the "Transport Projects Implementation Unit" State
Institution and the "North-South Road Corridor Investment
Program Implementation Company" SNCO were reorganized and
merged. "Transport Projects Implementation Organization" SNCO
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was approved by the Decree of the RA Minister of Transport,
Communication and Information Technologies. There is no
information available on the official webpage of the organization as
regards the North-South Program Performance, technical-
economic documents of the projects, reports, etc.

Since April 1, 2015, the Republic of Armenia has already paid
2,5 percent of the main sum fixed by Tranche 2. The payment of
credit obligations of Tranche 1 started on March 15, 2018 and will
end on September 15, 2041. The amount of money to be paid every
term reaches 1 470 000 US dollars.

The payment of Tranche 3 (2,38 percent of the main sum each
term) started on May 1, 2021 and will end on November 1, 2041.
That is, the Republic of Armenia has started paying off the loans,
however, the roads are not ready yet or the existing ones are
continually under reconstruction. There is an arbitration lawsuit
with the Spanish Corsan Company over Tranche 1 and Tranche 2
[4].

It is worth mentioning that in 2018 the General Prosecutor’s
Office revealed serious financial violations in the course of the
construction of the North-South Road. A month later the RA State
Revenue Committee launched a statement regarding the Spanish
company stating that criminal charges were filed against the Corsan
Corviam for major tax violation. In January 2019 the Spanish
company launched an arbitration lawsuit against Armenia. This
means that the construction of the Ashtarak-Talin road section will
remain frozen in the near future, and the unfinished parts will be
non-usable till the end of the arbitration lawsuit.
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The Chinese Sinohydro Corporation has extended the deadline
of the construction work of Lanjik-Gyumri (Tranche 3) several
times. It was even decided in 2020 not to install concrete in the
construction of this section. A decision was made to install asphalt
only. This facilitates the road construction works and reduces costs,
however, this is done at the expense of the quality.

To sum up, it should be noted that it is necessary to finish the
North-South Road Corridor Program in order to develop the
Armenian economy and to increase the role it plays in the region.
Considering the ever-growing national debt of the Republic of
Armenia, it is not likely that we have the opportunity to complete
the project with our own means. Therefore, the 600 min euro
financial assistance provided by the EU can help solve a part of the
funding. However, the Armenian capacity and ability to finalize a
construction program of this scale still leave doubts. Armenia lacks
construction organizations engaged in construction of similar huge
objects. Therefore, we have to invite foreign organizations. Most
probably, they will be European companies.

On October 23, 2023, Gor Avetisyan, executive director of the
"Road Department" Foundation (Armenia), and representatives of
"Abad Rahan Pars" International Group and "Tunel Sad Ariana"
joint venture, Ali Mousavi and Alen Yousefyan (Iran), signed the
Tranche of the North-South Road Corridor Investment Project. In
4 frameworks, the contract for the overhaul of the road from
Agarakit-Vardanidzor (about 21km), the construction of the road
from Vardanidzor to the tunnel exit (about 11km). The project is
financed by the Eurasian Development Bank loan and RA co-
financing funds [4].
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Conclusion

In its turn, the RA government lacks the necessary skills and
experience to finish all the activities in time - planning, competition,
land liquidation, ongoing monitoring, acceptance of the work etc.
Thus, for instance, the designs for Kajaran-Agarak tunnels and
bridges were to have been completed in 2023. However, no
competition has been announced for construction projects so far.

Meantime, considering the present correlation between RA
National Debt and GDP (about 50 percent in 2023), it is
appropriate to select (an) investment and construction organization
(organizations) to finish Trance 4 and Tranche 5. They will provide
high-quality construction work and will also make use of their own
means.

At the same time, it should be noted that the North-South
program for Armenia has not only an economic, but also a political
and security component. It should also be completed by involving
the capacities of the countries of the region.
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Abstract: The progressive business community currently
responsible for environmental protection and sustainable
development of society. In this sense, there is a need for accounting
to present reports related to sustainable development and thereby
public awareness of the social responsibility undertaken by
organizations. International standards of the IFRS-S series, which
are currently in force, present such requirements to the financial
accountability of organizations, but social responsibility is perhaps
left out of the scope of managerial accounting.

The article proposes a methodology for managerial accounting
of the results of social responsibility of organizations, which comes
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to complement the requirements of IFRS-S international accounting
standards.

Keywords: social responsibility, managerial accounting,
sustainable development report, IFRS-S standards, financial
reports, social obligation metrics

JEL code: M40

Research goals: propose approaches to managerial accounting
of the results of social responsibility undertaken by organizations

Research novelty: a methodology for managerial accounting
of business social responsibility performance was developed and a
new reporting was proposed

Introduction

Managerial accounting traditionally covers the internal
information expectations of organizations, when managers
considered such information flows as commercial secrets and used
them to increase business competitiveness [7, p 44]. However, when
managerial accounting is organized in the direction of the
realization of the social obligations assumed by the business, then
the picture changes completely and there is a need to publicize such
information. Currently, the competitiveness of organizations is not
considered only by financial indicators (sales increases, profit
growth, capital expansion, etc.). Even if there is an increase in
dividends paid, even then, organizations do not strengthen their
competitive positions in the market, because they do not undertake
and implement social obligations assumed before the public.
Therefore, along with the publication of financial reports,
organizations are gradually starting to report the results of the
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implementation of social obligations contributing to sustainable
development, which requires the organization of accounting in this
direction [4, item 5].

However, on the other hand, social obligations are not subject
to value change, so they are outside the scope of financial
accounting [3, pp. 169-176]. In such a case, the organization of
managerial accounting, which is not integrated with financial
accounting, becomes effective, which provides practical solutions to
the organization of accountability for both the formation of social
obligations and the results of their implementation [2, pp. 2367-
2394).

Research results

The process of accountability of social obligations undertaken
by business has passed its evolutionary stages. Still, in the 50s of
the last century, governments and public structures imposed
environmental and natural use requirements on entrepreneurs,
with the aim of preventing environmental pollution as a result of
operations. However, the sharp increase in entrepreneurial activity
has led to the fact that the public has become concerned about
sustainable developments in the future. As a result of
unaccountable and merciless exploitation of natural resources, a
demand was made to ensure sustainable development of the
administration [5, pp. 76-85].

The concept of sustainable development at the initial stage of its
formation, that is, in the 70s of the last era, was presented as "the
exploitation of natural resources at the present moment in such a
way as to create an opportunity for future generations to use these
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resources”. In other words, initially sustainable development was
built on the basis of the principle of generational solidarity, when
humanity, satisfying its current demands for natural use, gave the
future generations the opportunity to also satisfy their own
demands for using natural resources [6, pp. 46-47].

In such a case, resource-saving technologies, raw material
substitutes, effective approaches to natural use are used. From the
beginning, the source of inspiration for the implementation of these
ideas was the process of using forest wood, when people were well
aware that the damages of deforestation should be restored with
new tree plantations, which will be a wood resource for the next
generations.

In the simplest interpretation, in the case of ensuring
sustainable development, businessmen strive to transfer the planet
Earth to future generations with the possibilities of natural use that
they once received from their ancestors. Naturally, in this case,
stability is mostly related to ensuring a "stable level" of natural
resource reserves. Years later, the sustainable development of
business was practically internationally considered in a broader
context, which, in addition to effective land use, also included
demands for poverty reduction, access to education, use of "green
energy", and climate recovery.

"Sustainable development" in the most comprehensive context
was introduced in 1987 at the World Conference on Environment
and Development, when Z. Brutland presented the approaches of
generational solidarity in the field of natural resource use in the
report "Our Common Future". Then, under the auspices of the
United Nations, at the summit held in Rio de Janeiro in 1992, the
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document "Agenda for the 21st century” was adopted, where the
directions of sustainable development of the society were clearly
presented. Such questions became so intense that already twenty
years later, in 2002, at the conference in Johannesburg, which was
later renamed "Rio 10+", the concept of partnership for sustainable
development was developed. And in the next decade, the "green
economy" was also targeted in the concept of sustainable
development at the "Rio 20+" assembly, when alternative energy
resources will be used, greenhouse gas emissions will be reduced,
and ecosystem services will work efficiently [8]. Finally, in 2015, the
United Nations developed 17 sustainable development goals
targeting poverty eradication, health care, well-being, quality
education, gender equality, responsible consumption and
production, and climate change, which were adopted by 193
countries.

Today, the responsibility for sustainable development has been
further expanded to include environmental, social and corporate
governance (ESG) [10]. Organizations try to secure competitive
positions by applying the ESG concept, which implies not only the
continuous implementation of environmental measures, but also the
solution of social problems that concern the public, and in such a
case, there is a natural need for the introduction of such corporate
governance, which will be able to solve the environmental
obligations and environmental problems undertaken by the
organization, social obligations and transparent reporting in that
direction.

This process is currently being activated along with the
publication of new generation international standards of financial
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accounting. Today, the IFRS-S1 and IFRS-S2 standards have already
been put into circulation, which guide how the disclosures of
climate change as a result of sustainable business development and
entrepreneurship should be presented in the published accounting
reports [9]. In 2023, the International Standards Board for
Sustainable Development (ISSB) published "General requirements
for disclosure of financial information related to sustainability" FIS-
S1 and "Climate-related" international financial reporting standards
S2, which will be used by organizations. Parallel to IFRS standards.

Unlike general purpose financial reporting standards,
sustainable development standards require additional disclosures
related to sustainable development management tools, sustainable
development strategies adopted by the organization. management,
the risks and opportunities of its implementation [1, pp. 44-56], as
well as the value chain of business, where the foundations of
sustainable development are formed (see Figure 1).

In addition to developing environmental goals, companies are
increasing their focus on the accounting and reporting
considerations related to both the goals themselves and any
transactions they will pursue to achieve those goals.

As more companies focus on environmental, social, and
governance (ESG) initiatives, ESG accounting and reporting
practices are coming under the microscope. It is important to
explore the most common ESG accounting standards and reporting
considerations, and find out why the SEC is increasing its scrutiny
of climate-related disclosures when reviewing public company
filings [10].
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Figure 1. Key directions of sustainable development accountability”
However, such information related to sustainable development
may not be accounted for, but merely remains within the realm of
reporting disclosures. In this regard, we propose a mechanism of

social responsibility of business, applying the following stages of its
implementation (see Figure 2).

7 Presented by authors based on study of standards requirements
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Defining social
responsibility

performance - | stage

indicators

Managerial
accounting of
performance
indicators

« |l stage

Social obligations
management « |ll stage
reporting

Figure 2. Stages of implementation of managerial accounting for
social responsibility of business®

In the first stage, the social responsibility performance
indicators undertaken by the organization are presented (see table
1). Moreover, if social obligations are represented by different
metrics, then the performance indicators are homogeneous relative
indicators, which can be fully included in the field of managerial
accounting carried out by double entry.

8 Proposed by the authors as a suggestion for use
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Table 1. Metrics for fulfilling the social obligations of the
business conducted by the organization

Obligation assumed during the Targe- Actual Perfor
reporting period ting mance
level
Environmental
Tree plantation 3 ha 2,5 ha 0,83
Waste reduction 7t 41t 0,57
Social
Improving motivational tools 12% 9% 0,75
Improvement of working conditions 7% 6% 0,85
Management
Extending participatory governance | 14 persons | 12 persons | 0,86
Increasing accountability 1% 10% 0,91

In the second stage, the performance indicators of social
responsibility with their goals, actual values and deviations are
subjected to double entry, using special managerial accounts and
accounting flows (see Figure 3).

Thus, let's present the reflections of transactions by the chart
of the proposed managerial accounts (see figure 3) as well as
reports of managerial accounting related to the results of the
implementation of the social responsibility undertaken by the
organization, with a reflection of valuation of assumed obligations,
actual performance in line with possible deviations.
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Social Obligations Account

Actual Obligations
==» Performance Assumed
Obligations Performance
Deviations of obligations
ﬁ

Figure 3. Social responsibility proposed outline of
managerial accounting®

1. The assumed social obligations:
Dr Performance of Obligation ... 6,0
Cr Social Obligations ... 6,0 (6x1)

2. The actual performance fulfillment of the social responsibility
assumed by the organization:
Dr Social Obligations ... 4,77
(0.83+0.57+0.75+0.85+0.86+0.91)
Cr Performance of Obligation ... 4,77

9 Composed by authors
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3. Deviations in the performance of assumed social obligations:
Dr Obligations deviations ... 1,23 (6.0 - 4.77)
Cr Performance of Obligation ... 1,23

4. Deviations attribution to social obligations:
Dr Social Obligations...1,23
Cr Obligations deviations ...1.23

In the third stage, the performance indicators of social
responsibility with their goals, actual values and deviations become
a base for managerial reporting about Social Obligations of the
company. The records with credit turnover for the obligations
undertaken by the organization, and debit turnover for their actual
performance and deviations from the obligations it this report
forming the following balance sheet relationship:

Social Obligations = Actual Performance * Deviations

Finally, management of the company receives comprehensive
reports about undertaken and realized social obligations and can
use it for managerial decision making as well as for public reporting
under requirements of IFRS-S1 and S2.

Conclusion
The methodology proposed by authors for the managerial
accounting of the performance of social duties by organizations
provides an opportunity to present such a report, giving
information for users to make decisions in the obstacles of the
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sustainable development of business, assess the risks of applying

the ESG concept, analyze the environment entrepreneurial ways of

compensation for damages. It is also emphasized that the inclusion

of the consequences of social responsibility in the accounting

system of organizations on the basis of accounting double entry

creates an opportunity to monitor the effectiveness of the

application of the ESG concept and to establish feedback within the

framework of the beneficiaries of sustainable development.
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Abstract: Returning goods in commercial organizations is one
of the most common deals, the reasons for which are different:
product malfunction, defects, inconsistency with the range
specified in the contract, etc. However, the return of the goods may
not take place in cases of lack of consumer characteristics of the
goods, presence of defects or inconsistency of the assortment, but
in accordance with the clause stipulated in the contract, according
to which the buyer has the right to return the unused part of the
goods. However, the return of the goods may be implemented not
in cases of lack of consumer characteristics of the goods, presence
of defects or inconsistency of the assortment, but in accordance
with the clause stipulated in the contract, according to which the
buyer has the right to return the unused part of the goods.
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Although the return of unused goods by the customer is not
new in practice, the previous IAS 18 "Revenue" standard did not
outline any accounting approach. While IFRS 15 “Revenue from
Contracts with Buyers” standard offers a unique approach to
accounting for each item of the contract, more specifically, it makes
the accounting flexible and conforms to the terms of the contract,
which, of course, only improves the accounting. Moreover, if the
customer, according to the contract, has the right to return a part
of the unused goods, therefore, there is a need to develop the
mechanisms for the sale, write-off and return accounting of the
goods under the conditions of return.

This article presents the mechanisms of evaluation and
accounting of products corresponding to contracts with the right of
return, which need to be identified and developed at the theoretical
and practical level for the preparation of financial statements.

Keywords: IFRS 15 "Revenue from contracts with buyers",
accounting for returned goods, accounting for contractual
obligations

JEL code: M40

Research aim: The purpose of the research is to develop
accounting models for products with the right of return, based on
the requirements of IFRS 15 "Revenue from contracts with buyers".
As a result, an asset with the right of return is formed, as well as a
contractual (reimbursable) obligation, which leads to the reduction
of income and costs, which is important for accurate calculation and
effective management of the income and expenses of organizations.

Research hypothesis: Financial accounting models for the sale
of goods liable to the right of return are supposed to be important
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in terms of the reliability of the information included in the financial
statements of entities engaged in the sale of goods.

Research novelty: The scientific novelty is the methodological
development of the theoretical bases of the accounting of assets and
liabilities for goods with the right of return (fixed by the contract)
in commercial organizations.

Introduction

Almost all theorists agree that the IFRS 15 standard has a
number of advantages. "The new standard provides a more detailed
presentation of the circumstances of practical application of income
accounting and improves the reconciliation of income between
different organizations, different branches of the economy, etc., in
addition, it creates prerequisites for improving the disclosure of
income in order to provide users with more useful information" [1].

Some theorists consider one of the advantages of the standard
to be the development of long-distance trade in the world, one of
the conditions of which is the condition of returning goods.
"Currently, the problem of returning goods is present all over the
world. Due to the development of online stores, the return of goods
has become significantly more popular due to the fact that buyers
did not receive the goods that they ordered or the goods did not
match the description or arrived damaged to the buyer" [2].

The compensation promised by the contract can be changed
very often according to some clauses of the contract, in which case
the compensation contains a fixed part and a variable part.
Currently, the chart of accounts operating in the Republic of
Armenia, as well as the instructions for its application, do not meet
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the requirements of IFRS 15 in the sense that they do not provide
for variable compensation operations related to the reflection of the
contractual obligation and the asset with the right of return.

Research Results

According to Yu. A. Vasileva's "Promised compensation can be
changed if the right to compensation is conditioned by events that
will or will not happen in the future. For example, compensation
would be variable if it was sold with a right of return” [3].

According to A. S. Pyatinsky, "For determining the variable part
of compensation, two methods are used. Expected compensation
and the most probable compensation" [4]. It should be noted, that
the expected compensation is applied in the case of sale of goods
liable to return.

IFRS 15 defines: "The returned product should not be
considered as an enforceable obligation" [5]. That is, the selling
party should not recognize cost and revenue for the batch of
returned products [6]. That is, the revenue will not be recognized
for the entire batch for the seller, while returnable items must be
reflected. It turns out that if the contract stipulates that the
customer will return a part of the goods, then the seller:

v Should recognize the compensation that he expects to receive
for items that are not expected to be returned

v Cost price of sold goods should reflect only those items that
are not expected to be returned.

v" The goods subject to returned should continue to be accounted
in the balance sheet at cost price, in particular, in the newly
opened "Goods subject to return” sub-account.
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v Should reflect mutual obligations at the selling price of the
goods to be returned.

v In the case when products are returned fewer than expected,
then the unreturned part is considered as sold and revenue is
recognized at its selling price, while these products are written
off at cost price of sale.

Figure 1 shows a model for accounting for sales of goods with a
contractual right of return.

Organizations engaged in the sale of building materials have
long been dealing with the situation when the refund is made after
a certain time after the conclusion of the contract (one month, two
months), that is, after the completion of the construction works to
be performed.

Sold Products

P v
For the parts of the For the parts of the goods, that
goods, that is not is going to be returned

going to be
Revenue Reflection of mutual
recognition obligations <
v \ 4
Write off at cost price Display of goods subject to

return

Figure 1. The Model for Accounting for Goods Subject to Return'®

10 Composed by authors
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Therefore, let's consider the following conventional example
related to the sale of building materials (Table 1): "Metal" LLC
carries out retail and wholesale sales of A 500C class rebars
imported from the Russian Federation in accordance with
international standards (GOST 12004-81).

"Metal" LLC on 01.03.2022 signed an agreement with
"Karutsenk" LLC for the supply of 3 tons of rebars with a diameter
of 32 mm and a length of 11.7 meters, the date of delivery:
05.03.2022. is the price of the contract (including VAT) was
960,000 drams, of which 800,000 drams is the cost of
reinforcements, and 160,000 drams is VAT. In other words,
according to the contract, the price of one ton of rebar is 320,000
drams, of which 266,666 drams is the cost of one ton of rebar, and
VAT is 53,334 drams. Note that the cost of 1 ton of rebar of the
aforementioned quality and diameter in "Metal" LLC is AMD
218,666.

Let us add that the parties to the contract are old partners and
in one of the clauses of the previously signed contracts, as well as
in one of the clauses of the mentioned contract, it was stated that
"Kartutsink" LLC has the right to return the unused part of the
reinforcements within one month from the date of delivery,
moreover, in all previous contracts "Kartutsink” LLC returned 10%
of the rebars, and Metal LLC predicts that this contract will return
that much again.

According to IFRS 15, "Metal" LLC should not recognize
revenue for the entire quantity of rebars for 3 tons, but only for
90% for 2.7 tons. And so. On 05.03.2022, "Metal" LLC should
recognize income in the amount of 720,000 AMD (800,000 AMD
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x 90%), (table 1 line 1). VAT: 144,000 drams (160,000 x 90 %)
(table 1, line 2), and the total amount to be reimbursed will be
864,000 drams. At the same time, the cost of sale will be reflected
for the batch of rebars that will be recognized in revenue: 590,398
drams (218,666 drams x 2.7 tons) or which is the same: (218,666
drams x 3 tons x 90%) (see Table 1, line 3).

The rest of the reinforcements, 0.3 tons, will be reflected in the
balance sheet in the "Products with the right of return" sub-account
in the amount of 65,600 AMD (218,666 AMD x 0.3 tons) (table 1,
line 4), at the same time, in the article "Contractual obligations" of
current liabilities: 96,000 AMD. including value added tax (table 1,
line 5), of which 80,000 drams is the value of the rebars to be
returned, and VAT is 16,000 drams (800,000 drams x10% x 20%)).

Version 1.

Let's admit that before 05.04.2022 Karutsenk LLC returns 10%
of the reinforcements, that is, as much as in previous transactions
or as much as predicted by “Metal” LLC. Therefore, rebars are re-
entered into the warehouse at cost of acquisition as goods in stock
for AMD 65,600 (table 1, line 6), and contractual obligations and
receivables are settled for AMD 96,000 (table 1, line 7).

Version 2.

Let's admit that before 05.04.2022 "Karutsenk" LLC returns 7%
instead of 10%. With the sale price of 3% not returned, “Metal” LLC
recognizes revenue for AMD 24,000 (800,000x 3%) (table 1, line
8) and reflects VAT for AMD 4,800 (table 1, line 9), at the same
time the write-off of those 3% of the already realized reinforcements
should reflect the cost of realization - 19 680 AMD (table 1, line 10),
while the returned part - 7% - the cost of 45 920 AMD (655 998 x
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7%) should be entered into the warehouse (table 1, line 11), and with
the 7% returned at the same time, repays contractual obligations
and receivables for AMD 67,200, including VAT (table 1, line 12).

Table 1. Accounting for Goods that Subject to Return'’

Ne | Correspondence Amount (in
AMD)

1. DR Sales receivables 720000
CR Revenue from the sale of goods

2. | DR Sales receivables 144 000
CR Value added tax debt

3. | DR Cost price of sold products 590398
CR Products in stock

4. | DR Goods subject to return 65 600
CR Products in stock

5. | DR Sales receivables 96 000
CR Contractual Obligations

Version 1

6. | DR Products in stock 65 600
CR Products subject to return

7. | DR Contractual Obligations 96 000
CR Sales receivables

Version 2

8. | DR Contractual obligations 24 000
CR Proceeds from sale of goods

9. | DR Contractual Obligations 4 800
CR Value added tax debt

' Composed by authors
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10. | DR Cost price of sold products 19680
CR Goods subject to return

11. | DR Products in stock 45 920
CR Goods subject to return
12. | DR Contractual obligations 67200

CR Sales receivables

Conclusion

Returning a certain batch of sold products is always a common
operation in organizations dealing with the sale of goods. Moreover,
if there is business experience between the buyer and the seller.
For similar operations, IFRS 15 proposes to apply the expected
value method, according to which, the cost of realization should be
reflected for the goods that will be recognized in revenue, that is,
that will not be returned and are considered as sold.

It turns out, that the seller should calculate the expected value
based on business experience and recognize the revenue with that
amount. Whereas previously, revenue was recognized at the full
amount of the sale, and a revenue adjustment was made in the event
of a return. According to the current standard, goods with a right
of return should continue to be reflected in the balance sheet as
current assets.

Therefore, in order to provide the users with the most useful
information, there is a need to create unique reports related to the
reflection of the contractual obligation and the asset with the right
of return, which is important in the direction of accurately
calculating the income and expenses of the organizations and
improving the disclosure of income.
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Abstract: Circular manufacturing aims to recycle production
waste and repurpose it into a manufacture process. In this sense,
business stakeholders have an informational requirement to
understand the financial consequences of organizing circular
production. The article presents the methodology of recording
financial results related to circular production and their
presentation in accounting reports. New accounts and accounting
correspondence are proposed, which are performance the
information flows of financial results of circular production with
double entry.
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Research goals: explore the possibilities of recording the
financial consequences of circular production organized by
organizations and propose their accountability.
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Research novelty: proposed new accounts and accounting
reports, which create an opportunity to separate from the
traditional financial results of business the financial consequences,
arising from the organization of circular production.

Introduction

The business sector is currently not evaluated only in terms of
economic success, but is also considered in terms of serving public
interests [4,175]. If entrepreneurs, having private interests, mostly
strive for profit and bypass public expectations from business, then
the society also expects from the activities of organizations
economical use of nature, preservation of the environment, use of
non-waste technologies, for which organizations assume social
responsibility.

In this sense, the stakeholders related to the activities of the
organizations are interested in how well the organizations fulfill
their social obligations and feel an informational requirement in
that direction, which can be fulfilled by the reports published by the
accounting department [5, 153]. Particularly, in order to increase
the reputation of their business and secure their competitive
positions, organizations are currently striving for the organization
of circular production, which implies the implementation of the
"collection - recycling - manufacture redirection" cycle of
production waste. Therefore, it is a problem to obtain financial
information related to that cycle, because the processing and use
of waste implies not only revenues, but also costs [6, 111].
Consequently, the accounting and accounttability of the financial
consequences of circular production in practice await their

methodological solutions, which also apply to the food industry.
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Research results

Food industry organizations bear a serious social responsibility
for supplying the market with ecologically clean and healthy food.
However, currently the scope of social responsibility for these
organizations is expanding due to the emerging requirements of
circular economy. In general, the term "economy" is mostly used in
the professional literature, which mainly pursues public socio-
economic interests. And for specific organizations, we suggest
using the term "circular production”, which in turn implies new
approaches to accounting for financial results.

The concept of the circular economy is based on the effective
management of waste recycling, as a result of which the
consumption of natural resources is reduced, environmental
pollution is prevented, and the opportunities for sustainable
economic development are expanded [1, pp.14-16]. Moreover,
waste collection and recycling can take place in two directions:
outside the organization (see diagram 1), or within the organization
itself (see diagram 2). In both cases, the recycled waste is returned
to production and included in the product release cycle, creating
additional financial results that create a demand for recording and
accounting for the presentation of accountability to business
stakeholders. When the financial consequences of "circular
production” are revealed in the accounting report published by the
organizations, then the business becomes accountable to the public
for its social responsibility.

Thus, the Coca-Cola company put forward the following
interesting and useful idea. customers return the bottle to the point
of sale and receive a certain discount on their next purchase. The
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returned bottle is used again and again. On average, each bottle is
used 25 times, reducing plastic use by 90 percent and reducing
toxic emissions by 47 percent [2, 20-21]. In addition, thanks to price
discounts on waste collection and delivery, the number of loyal
customers has increased, resulting in an average repurchase
probability of 15 percent. Naturally, such disclosures in the
published accounting reports, which will also be made with financial
and value assessments, will make the company more attractive from
the point of view of expansion of investment and business partners,
as well as contribute to increasing the reputation of the business.

Food
production

Industrial use
of recycled
waste

Food
consumption

Collection of
household
waste

Waste
processing

Figure 1. Organization of circular processing and consumption
of food products under open cycle conditions™

An example of a closed cycle of organizing the circular
processing of food in the food industry can be the processing of
poultry litter in the production of poultry meat and its use as fodder

12 Composed by authors
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in the same production. Thus, in practice, it is possible to use the
poultry waste collected in poultry factories not to dump and dissolve
it, but to use it as subsistence feed in another production site for
breeding worms. Feeding on bird droppings, the worms multiply
and are subsequently included in the birds' feed ration. In this way,
poultry waste is returned to the closed cycle of poultry production
[3, pp. 344-345].

Recycled
waste Food
recycling production
production

Recycling of
returnable waste

Figure 2. Organization of circular food processing in closed loop
conditions™

13 Composed by authors
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Figure 3. Financial flows of waste processing in a circular
production system®

Thus, to ensure circular production, the poultry farm applies a
waste recycling policy, applying both open and closed recycling
cycles. Produced eggs are retailed in plastic boxes that are collected
from buyers and reused when shipping the product (circular open
loop). In this case, in order to encourage the collection of plastic
waste, a 3% discount is set for the return of one box by buyers. In
addition, poultry waste is collected in the factory and used for the
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breeding of feedworms, which results in the waste being recycled
into the production process (circular closed loop).

For reporting disclosures of information flows of financial
results in circular production, we offer a number of new accounts
and accounting reports, which record the financial consequences
of waste processing in case of closed and open cycles on the basis
of double entry.

- during the reporting period, the poultry factory spent 250
million AMD for production purposes, which were compensated at
the expense of cash.

- the collected bird droppings have been formalized for 3
million AMD as returnable waste.
Dr Returnable waste......3
Cr Production costs... 3

- poultry waste calcified for the purpose of growing fodder
worms was attributed to the financial result of the circular
production.

Dr Financial consequences of circular production.....3

Cr Returnable waste..................ccccccceuvuuuunennnnnnn. 3

- the value of feed worms formed from processing was
attributed to the financial result of circular production in the
amount of 10 million AMD.

Dr Animal fodder....................coccoviiiiininnnnn. 10

Cr Financial consequences of circular production ...10
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- the benefit of circular production was attributed to the
financial result of the organization;
Dr Financial consequences of circular economy.......... 7
Cr Financial results...............cccccuvuuuoiinnennncccn. 7
- the expenses of the organization were written off in the
amount of 247 million AMD to the financial expenses of the
reporting period.
Dr Financial results..............ccccoouuuineiniiieniiennn. 247
Cr Expenditures of the reporting period ........ 247
- 2 million drams were paid to the buyers for the plastic
containers collected for the sale of eggs from the retail sector.
Dr Returnable waste...................cccceeveee.... 2
Cr Cash resources................ccccceueee... 2

- the value of the collected plastic containers in the amount of
2 million AMD was attributed to the financial result of the circular
economy.
Dr Financial consequences of circular production......2
Cr Returnable waste..................cccccceeuvuuunnennnnnnn. 2
- the collected plastic containers with a market value of 5 million
AMD were entered as stocks.
Dr Package boxes ........ 5
Cr Financial consequences of circular production... 5
- the benefit of circular production was attributed to the
financial result of the organization;
Dr Financial consequences of circular economy......3
Cr Financial results..................cccccceceuiuennnnnnn. 3
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- the income of the products sold by the poultry factory was
formulated for 260 million drams.
DrCash.......cccccoovveoiiiii 260
Cr Total Income..............ccoeeeeeeeeeeccccne. 260
- the income of the organization was written off by 260 million
AMD to the financial results of the reporting period.
Dr Revenues of the reporting period....................... 260
Cr Financial results..............ccccccuuuuvviinnneneicen. 260
- the profit of the reporting period of the poultry factory was

formulated.
Dr Financial results............... 23 (260 + 7 + 3-247)
CR Profit.....cccuuueeieiiiiisiieiiii e 23

Conclusion
Thus, the use of the " Financial consequences of circular

economy " account offered by us and also related accounting
reports, creates an opportunity to separate the financial results of
waste processing from the information flows and record them in
the financial reports published by the organizations (see Figure 4).
In this case, the beneficiaries related to the economic activity of the
organization first of all have the opportunity to evaluate and monitor
the process of implementation of the social responsibility assumed
by the organization, clarifying in which directions the circular
production is organized (open or closed). In addition, a report is
presented on the financial results of the organization of circular
production, separating them from the financial results of traditional
management, with which investors receive clarifications and make
decisions in the direction of expanding resources directed to the
sustainable development of production.
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Figure. 4 Proposed approach to accounting for circular
production financial flows™

14 Composed by authors
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Research objectives: to identify informative ways of evaluating
the effectiveness of doctoral programs implemented in universities

Research novelty: it was justified that it is not possible to be
informed about the effectiveness of research activities only by the
external rating of doctoral programs, and in that sense, in parallel
it was suggested to use the audit of the reports on the
implementation of doctoral studies.

Introduction

The evaluation of the implementation of doctoral programs
is mainly carried out through rating, when outsourcing
organizations prepare and publish rating tables of research
programs implemented in universities. However, when an audit
of the effectiveness of doctoral scientific and educational
programs is carried out, the most emphasis is placed on the
accountability of the implementation of the programs, presenting
the degree of realization of research goals, the possibilities of
funding sources, the effectiveness of the cooperation of scientific
supervisors and students. In this regard, the ranking of doctoral
studies is not definitely accepted by the beneficiaries of the
education sector, who are more inclined to audit evaluations of
the implementation of doctoral programs submitted reports.

Resarch results

In doctoral studies, scientific research work is planned both in
terms of the type of activities and the schedule of implementation.
After admission, the doctoral student draws up an individual work
plan with his academic supervisor for the entire period of study,
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indicating the distribution of accumulated academic credits
according to semesters, as well as the expected results of scientific
research work (publication of articles). research, participation in
conferences, travel, research visits to other universities,
qualification exams, etc.).

In fact, from the beginning, the doctoral student is presented
with the trajectory and schedule of the expected scientific and
educational activity during the years of his studies, following which
becomes one of the primary guarantees of reaching the final
results. However, experience shows that doctoral students do not
always consistently maintain the implementation of planned
research works, which is conditioned by a number of
circumstances.

Accountability is given a big place in the work of organizing
doctoral studies. Moreover, reports are presented by both the
doctoral students and their scientific supervisors. If the reports of
the scientific supervisors are mainly related to the results of the
research team works that he directs, then the doctoral students
present annual reports on the individual scientific and educational
results, which become the basis for their transfer to the next year
1]

The reports of the scientific supervisors are also the basis for
the information on the evaluation of the competitiveness of doctoral
studies, because they indicate not only the dissertations defended
during the reporting period, but also the grants won, scientific
research concluded in the labor market.

Accountability of universities requires not only direct, but also
alternative information from doctoral students and academic
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supervisors, which is obtained on the basis of sociological surveys.
Sociological surveys have not yet been conducted among post-
graduate students in RA regarding the satisfaction of the third level
of professional education, as a result, it is not possible to evaluate
the research work from the students' point of view. However, this
practice is already visible in Western European countries.

Thus, the European Council of Young Researchers and Doctoral
Students (Euorodoc) carried out a study to find out the compatibility
of doctoral studies with the Bologna process. Surveys conducted
among doctoral students indicate that young researchers are not
always satisfied with the support of scientific supervisors, in the
event that management and evaluation issues are based on the
scientific supervisors of post-graduate students and academics. on
a transparent agreement on joint obligations concluded between
the parties [2].

The planned results of the research work are not always formed
at the specified time points, and it turns out that the doctoral
students, based on the characteristics and complexity of the specific
research, are delayed in terms of time. However, the important
thing is that the time deviations in the implementation of the
planned research works do not negatively affect the results of the
scientific and educational activities and the doctoral student defends
the thesis within the specified time.

The functions of scientific managers are not limited only to the
implementation of duties related to program works and the
regulation of contractual financing. Scientific supervision should
reflect the changing circumstances and conditions of doctoral
education, such as, for example, global competition, limited
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funding, the changing nature of the student body, and evaluation
standards [3].

v

v

With the urgency of the audit, they suggest:

to make the discussions of social issues more frequent by
carrying out quantitative and qualitative analyses,

to solve the problems of full reimbursement of student tuition
fees and living expenses with public finances as much as
possible, balancing student expenses and their directed
financial flows, making legislative interventions,

to expand the financial privileges given to students in the case
of travel, purchase of literature, household expenses (see table

1).

Table 1. Results of surveys on financial privileges among Ph.D.
students in case of travel, purchase of literature and household

expenses (%) [5]
Countries gender | Yes No | don't | Respon-
know dents
Austria male 375 |385 |24 104
female 41.8 |30.4 |27.8 108
Belgium male 50 33.3 |16.7 66
female 39.6 [33.3 |31.8 107
Croatia male 29 39.3 |31.8 107
female 23.3 |36.7 |40 60
Finland male 38 38 24 187
female 432 |36.3 |205 146
France male 371 375 |31.5 197
female 46.4 |27.9 |25.7 183
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Germany male 35 45.5 |19.5 200
female 40.2 |45.8 |17 179
Holland male 46.9 |26.9 |26.2 145
female 46.6 |30.8 |22.6 208
Norway male 46.6 |30.8 |22.6 208
female 37.7 309 |31.4 220
Sweden male 331 331 |339 127
female 424 |311 ]26.5 132

In order to evaluate the competitiveness of the provision of
professional educational services, it has already become a tradition
to publish rating scales based on the accountability of universities,
which has been used in international practice for several decades
in various accreditation processes [5]. The practice of ranking
universities in RA has been applied since 2013, which pursues
several goals.

v' evaluate the competitive positions of universities and improve
university accountability,

v' to expand the awareness of the beneficiaries of the university
system - students, applicants, employers, professors and
lecturers - about the quality and effectiveness of educational
services,

v promote universities in the foreseeable future with the
motivational aspect of favorable competitive positions.
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Figure 1. The cycle of conducting an audit of the implementation of
doctoral programs”®

The audit of the implementation of doctoral programs has a
special cycle (see Figure 1), during which the end planned
outcomes by the programs are reviewed, then the progress of their
implementation is evaluated, taking into account the availability of
the necessary research resources, and finally, an audit assessment
of the effectiveness of the doctoral programs is given.

Conclusion
However, the beneficiaries of the education sector definitely do
not accept the ranking of the universities. Thus, the Union of
European Students adopted a declaration highlighting the
shortcomings of the ranking [6].

15 Created by author
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The students believe that the focus should be on the
accountability of quality assurance by the universities, rather than
on the ranking. If the quality information becomes a guideline for
students, then the ranking exacerbates the polarization between the
West and the East and emphasizes the inequality of the educational
field.

In addition, students oppose the marketization of universities,
seeing rankings as a factor in the increasing marketization of higher
education. They find that rankings are a threat from the point of
view of social orientation and cannot play a valid guiding role in
choosing a university, because the ranking targets the
advertisement of the university's reputation in the educational
market and does not comprehensively reflect the interests of the
student and the applicant.

Therefore, those doctoral programs that are addressed to the
beneficiaries of the learning process and satisfy their requirements,
rather than ranking the various assessment activities with high
qualities, can be considered competitive.
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Abstract: The article analyses the budget system of control
implementation and applied approaches in the implementation
stage of budgeting performance. The methodology of risk-based
inspections in RA was surveyed, and some problematic parts were
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Research novelty: group and sectorial indicators are
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and sectorial directions of expenses, on the basis of which a general
indicator of budget performance evaluation is built.

Introduction
Firstly, we need to understand the concept of "finance", which

is a historically formed economic category which has no
unequivocal definition and different authors give different
formulations for it [1].

C. B. Polyak defines finance as the monetary relations that arise
during the formation, distribution and use of monetary funds
between economic entities [2]. According to Glotova's: finances are
monetary relations arising during the formation, distribution and
use of monetary funds between business entities [3]. American
economist Bodie Z. and Nobel laureate R. Merton in their textbook
"Finance" defines finance as the science of how people manage the
inflows and outflows of scarce monetary resources over time. It is
also noted that the most important function of the financial system
is the creation of people's needs, including food, clothing and living
conditions, which should be aimed by the activities of individual
business entities and different levels of government [4].

A prominent Russian statesman of the end of the 19th century
and the beginning of the 20th century S. Y. Witte (1849-1915), who
was also the Minister of Finance, described the science of finance
as follows: "Financial science is about how to procure goods for the
state and effectively spend these funds in order to solve state
problems, more precisely, it is a science about the means of
meeting the state's material requirements" [5]. Armenian
economist L. Badanyan gives quiet complete definition of the
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concept of finance. Badanyan defined finance as a set of monetary
relations arising in the process of formation and use of targeted
monetary funds [6].

Summarizing the approaches mentioned above, it can be
concluded, that the concept of "finance" is studied as a set of
money, which is used to obtain and distribute economic benefits
within any unit of the economy.

According to Adam Smith's “An Inquiry into the Nature” and
“Causes of the Wealth of Nations”, public expenditure is classified
as general expenditure which is compensated by the revenue of
society (defense and maintenance of royal authority) and
expenditure in which individuals and members of society are
interested (education, justice etc.). On this basis, he later separated
the concepts of state economy and local economy [7].

The nineteenth century became the age of laissez-faire. This
doctrine, which translates as “leave us alone,” holds that
government should interfere as little as possible in economic affairs
and leave economic decisions to the private decision making of
buyers and sellers. Many governments adopted this economic
philosophy starting in the middle of the nineteenth century. The
economic role of government has increased sharply over the last
century. The government influences and controls private economic
activity by using taxes, expenditures, and direct regulation [8].

The role of the state as the regulator of the whole system is
very vividly presented by the Nobel laureate American professor
W. Leontief. He compares the country's economy to a sailing ship
in the sea, according to which he states, "For things to go well,
wind is needed, it is interest, and state regulation is the rudder [9].
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Research results

Macroeconomic policies for stabilization and economic growth
include fiscal policies (of taxing and spending) along with monetary
policies (which affect interest rates and credit conditions) [8].
Public finance is the money spent and collected to buy public
goods, which make up the revenues and expenditures of the state
budgets. According to the Law of the Republic of Armenia "On the
Budget System", public finances are the relevant financial inputs
and outputs for the implementation of the powers granted by the
constitution and laws of state and local self-government bodies, in
other words, they are the sums of money that circulate in the public
sector of the economy [10].

After understanding the concept of public finance, let's briefly
return to public finance management. In their "Management
problems" by American economists K. H. Killen and M. Mescon, F.
Khedouri and M. Albert's "Fundamentals of Management" works,
economists describe management as a process of its functions:
planning, organizing, motivating and controlling, which is
necessary for the formation of goals and their achievement [11, 12].
According to another economist P. Drucker's formulation,
management is a special type of activity that transforms a
disorganized crowd into an effective and purposeful group [12].

The "Lima Declaration of Guiding Principles of Supervision”
adopted at the 9th Congress of the International Organization of
Supreme Audit Institutions defines, that supervision is not the goal
in itself, but an integral part of the regulatory system, the purpose
of which is to identify deviations from established standards and
violations of the principles of legality, efficiency and economy
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during the use of material resources at the earliest possible stages,
so that it is possible to take appropriate steps, bring the culprits to
justice, receive compensation for the damage caused, and
implement measures to prevent or eliminate similar violations in
the future [13].

Among the directions of state control, budget control stands
out in terms of its importance, the main task of which is ensuring
the proper fulfillment of budgetary process. Budget control is
carried out directly through the assessment of budget indicators,
the main of which are income and expenses [14]. Based on the
description of public finances presented above, it can be assumed
that the management of public finances, the totality of money
circulating in the public sector of the economy, or according to a
more modern description, ensuring the effectiveness and
usefulness of financial inputs and outputs for the implementation
of the powers granted by the constitution and laws of state and
local self-government bodies.

State budget supervision and management is a complex and
evolving field that has seen significant academic research and
practical applications. To have understanding about state budget
supervision and control system we need to have a good and
practical ideas about key areas of budgetary process. Our
research has focused on the stages of the budgetary process,
including formulation, approval, execution, and evaluation.
We need to understand how state budgets are used as tools for
implementing fiscal policy, addressing issues like taxation, public
expenditure, and deficit management and the issues of the control

125



system over them for establishing budget transparency and
accountability.

There is a significant body of research on the importance of
budget transparency and accountability in ensuring that state
budgets are used effectively and ethically. This includes studies on
the impact of open budget initiatives and accountability
mechanisms. Scholars have explored the adoption of performance-
based budgeting, which links budget allocations to the achievement
of specific outcomes and results, as a means to improve budget
supervision. For establishing revenue and expenditure efficiency
and supervision government must examine revenue collection
methods, tax policies, and the efficiency and effectiveness of public
expenditures. Understanding the political factors that influence
budgetary decisions is crucial, for what we established government
priorities defined in the government programs as indicators
characterizing the groups in the provided risk assessment
methodology.

Summarizing the above processes, the budget process can be
divided into three main levels:

1. Planning level

2. Performance level

3. Level of accountability [15]

By this division it is very important to implement effective
control for each level of budgetary process, which in large scale
will make up the control system for public finance management.

We have already discussed the improvement of the strategic
management process through the implementation of control at the
planning level [16].
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Budget revenues and expenditures are carried out through
budget programs and measures arising from them, which are
diverse and multifaceted. These include the costs of tangible assets,
maintenance and salaries of staff, the costs of public goods such as
defense, education, social security, environmental protection and
other costs, as well as the revenues collected for the
implementation of these costs, such as taxes, tariffs, dividends
received and other income.

The methodology of risk-based inspections and the criteria for
determining riskless for Ministry of Finance of the RA are defined
by the decision of the Government of the RA No. 207 of February
23, 2012 and are calculated according to the regulation established
by the relevant order of the Minister of Finance of the Republic of
Armenia, where the criteria characterizing the degree of riskiness
and the adjustment coefficients are presented, the thresholds
defined. Through the calculation of risks and the use of adjusting
coefficients it is evaluated the degree of riskiness of the inspected
object [17].

Indicators expressing the level of environmental variability,
specification criteria. It is also necessary to consider both the
internal and external control levels of each facility by other
organizations during the risk assessment.

By this research it has been noted that the current method does
not ensure the impact of the variability of sectors, branches and
individual facilities both internal and external control levels on the
risk assessment result, as well as does not take into account the
specifications of individual groups, branches or facilities, those
specifications that are not possible, or it is not appropriate to
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predict, express with indicators and taking into account that the
risk assessment system assesses the risk based on the principle of
maximum reduction or prediction, not risk elimination or full
assessment. It can be said that each risk assessment mechanism
does not imply a full risk assessment or elimination and contains a
risk of incomplete evaluation, which also needs to be reflected in
the existing mechanism.

By this consideration it is presented a recommended approach
for risk assessment system and metodology:

From the point of view of risk assessment, the controlled
objects are divided into 2 groups, which in turn are divided into
branches:

Group 1:

Controlled objects that provide revenues to the state
budget of the RA

Branches:

a. Tax inspections of the State Revenue Committee under the
Government of the RA

b. Customs of the State Revenue Committee under the
Government of the RA

c. State owned enterprise

d. other objects that provide revenues to the state budget

Group 2:

Controlled objects that are financed from the state budget
of the Republic of Armenia

Branches:

a. ministries, departments

b. governorates

c. communities
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The indicators used to assess the degree of risk of controlled
objects are defined according to 3 levels:

1. Indicators characterizing the groups, which show the given
level of risk for each group.

2. Indicators characterizing branches, showing the risk level
for every branch and including weighted averages of baseline data.

3. Adjustment factors that adjust the level of risk for each
branch and include statistical data.

The degree of riskless of the controlled object is determined
by the arithmetic average of the indicators of these three levels,
where the influence of each level on the arithmetic average is
defined by a ratio (percentage weight).

1. Indicators characterizing the groups:

Indicators expressing the level of changes:

o

the precentage weight of the changes of legal acts in the field

of activity of the group, in the changes of general legal acts,

. the precentage weight of the number of organizations operating
in the field, in the total number of organizations subject to
inspection,

e The government priorities defined in the government

lon

programs.
2. Indicators characterizing the branches:

1. Controlled objects that provide revenues of the state
budget of the RA:

a. Tax inspections of the State Revenue Committee under the
Government of the RA:

e The ratio of taxpayers with an annual turnover (income from

activity) above the threshold for being considered a value
added tax payer as defined by law in the total number of
taxpayers submitting a report and/or calculation,
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The ratio of taxpayers who made imports with a customs value
of AMD 50.0 million or more in the total number of taxpayers
submitting reports and/or calculations

The ratio of taxpayers who made payments (taxes and
mandatory fees) of 30.0 million drams or more to the state
budget of the Republic of Armenia among the total number of
taxpayers submitting reports and/or calculations

The share of taxpayers with an exempt turnover of 10.0 million
drams or more for VAT among the total number of taxpayers
submitting reports and/or calculations.

. Customs of the State Revenue Committee under the Government
of the RA:
The share of business entities carrying out imports with a

customs value of AMD 50.0 million or more in the total number
of business entities carrying out imports,

The share of economic entities exempted from paying customs
duty and/or value added tax in the total number of economic
entities carrying out imports,

Imports into the territory of the Republic of Armenia and the
share of economic entities that make annual payments of 30.0
million drams or more to the state budget of the Republic of
Armenia through the customs authorities of the Republic of
Armenia in the total number of economic entities carrying out
imports,

Share of economic entities that have received privileges
regarding the postponement of the value added tax payment
period in the total number of economic entities carrying out
imports,
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For sate-owned enterprises:
The share of sales turnover in the total volume of sales turnover

of commercial organizations with 50 percent or more state
participation
The share of profit (loss) in the volume of total profit (loss).
The specific weight of the dividend amount due to the state
budget of the Republic of Armenia in the volume of the total
dividend amount due,
The size of the dividend debt to the state budget of the Republic
of Armenia, in the total volume of the dividend debt,

2. Controlled objects that receive funds from the state

budget of the Republic of Armenia:

a.

Ministries, departments:
The share of money financed from the state budget of the

Republic of Armenia, including loan and grant money from
foreign countries, in the total volume of money financed from
the state budget of ministries and departments, including loan
and grant money from foreign countries

The specific weight of the number of budget programs
implemented by the ministry, department, in the total number
of budget programs implemented by the ministries,
departments,

The specific weight of the number of organizations
subordinated to the ministry, department, among the total
number of organizations subordinated to ministries,
departments

The share of expenses related to non-financial assets and
capital grants of the ministry, department, in the total amount
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of expenses related to non-financial assets and capital grants
of ministries, departments.

for governorates:
The specific weight of the amount financed from the state

budget of the Republic of Armenia to the regional
administration (including subsidy, etc.), in the volume of the
total amount financed by the regional administrations,

The amount of money allocated from the state budget of the
Republic of Armenia for capital expenses, in the amount of the
total amount allocated for capital expenses to regional
governorates

The specific weight of the number of state non-commercial
organizations under the governorate, in the total number of
state non-commercial organizations under the governorate
The share of the amount of benefits paid through the SPGs of
the governorate, in the total volume of the benefits paid
through the SPGs

communities:

The proportion of the amount financed from the state budget
of the Republic of Armenia - the size of the subsidy - in the total
volume of subsidies

The specific weight of the volume of subsidies and other funds
allocated to the community from the state budget of the
Republic of Armenia, in the total volume of subsidies and other
funds allocated to the community from the state budget,

The specific weight of the amount of money allocated from the
state budget of the Republic of Armenia for capital expenses to
the community, in the amount of money allocated to the
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community for capital expenses from the state budget of the
Republic of Armenia

e The specific weight of the amount of funds allocated from the
state budget of the Republic of Armenia to the head of the
community for the purpose of exercising the powers delegated
by the state, in the total amount of funds allocated from the
state budget of the Republic of Armenia to the heads of
communities for the purpose of exercising the powers
delegated by the state.

Adjustment coefficients for the risk assessment of the
areas of controlled objects:

a. The proportion of the amount of violations found in the given
object as a result of inspections carried out in the previous
reporting period in the total amount of violations found as a
result of all inspections carried out in the reporting period.

b. The number of types of violations found in the given facility as a
result of the inspections carried out in the previous reporting
period in the total number of types of violations recorded in
the reporting period.

c. The precentage weight of the number of checks previously
carried out in the facility, in the total number of checks carried
out in all facilities of the branch: (this coefficient should be
expressed with a minus sign, according to the principle of
reduction).

d. Indicators of inspections carried out by other bodies during the
reporting period and their results.

Conclusion
The annual program of revision is made in the following stages:
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In the 1% stage, taking into account the labor resources and
time, the number of inspections that is possible to be carried out
annually.

In the 2™ stage, with the results of the group indicators and
the coefficients or percentage expressions calculated the number
of inspections to be allocated in each group, which is determined
from the total number of annual inspections by dividing them
accordingly among the branches and gives the number of
inspections allocated to each branch in the annual program.

In the 3" stage, the table of the riskness of the objects of
branches is drawn up, according to the percentage indicators of
the riskiness of the objects, which is the arithmetic mean of the
percentage indicators of the branch indicators for each object and
the percentage indicators of the adjusting coefficients given to each
object according to the percentage weights given to these levels.

The risk percentage indicator is the arithmetic average of the
percentage indicator of the branch indicators and the percentage
indicator of the adjustment factors according to their given weights
or the weight of the impact on the result.

In the risk table, the facilities occupying the first 20 percent
places are high risk, the next 70 percent are medium, and the next
10 percent are low risk. Thus, we have the table of risk of objects
by branches, and the number of annual inspections available to
each branch, where we include the highest risk assessed objects in
the number of the corresponding branch.

Tables may also have places provided for objects included in
the order of exception due to unforeseen changes in the
environment with specification coefficients, due to the
incompleteness of the risk assessment mechanism, and the
presence of unforeseen possible circumstances.
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Abstract: Managerial decisions in commercial banks regarding
net interest income formation are considered as a key factor in the
processes of ensuring financial stability and profitability. However,
managerial decisions should consider more comprehensive factors,
not allowing too drastic increase for the tax burden of banks, or to
reduce the opportunity for dividends payment. The article discusses
the systemized management decision-making approaches of net
interest income under the specified limitations.

Keywords: net interest income, profitability, systemized
managerial decisions, financial analysis

JEL code: M40

Research objectives: the purpose of the research is to
substantiate the essential for making systemized managerial
decisions on net interest income of commercial banks.

Research novelty: presented approaches to systemized
managerial decisions on the formation of interest income, based on
limiting factors in commercial banks.
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Introduction

Managerial decisions on the formation of net interest income
have always been considered relevant for commercial banks.
Striving to increase profitability, commercial banks have always
pursued the growth of interest income and made managerial
decisions on this, particularly increasing the interest margin [2. p:
651]. However, we consider it necessary to emphasize that the
increase in net interest income is accompanied by a number of
restrictions set by commercial banks. Therefore, there is a essential
to make systemized management decisions regarding profit, which
will take into account the limitations presented by commercial banks
in terms of increasing the tax burden, ensuring stable financial
reserves, and defining the minimum obligations for paying
dividends [3, p:242].

Research results
In case of making managerial decisions on the formation of net

interest income, mainly commercial banks use profitability
indicators. In recent years, there has been a sharp increase in
profitability indicators (ROA, ROE) in RA commercial banks (see
chart 1). However, we believe that net interest income will also be
subject to systematic analysis.

When making managerial decisions on the formation of net
interest incomes of commercial banks, it is practically a problem to
carry out a systemized analysis [4, p: 61]. First of all, it is due to the
systemized presentation of financial information, such as, for
example, reports on the financial situation or financial results of
banks. As a rule, the following sequential steps are carried out
during the system analysis:
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Figure 1. The profitability trend of RA commercial banks [1]

Step one: the boundaries of the system and the financial
components included in it are determined.

Step two: the goals, according to which the adopted decisions
must be fulfilled, are presented.

Step three: the possibilities of achieving the set goals are
analyzed.

Step four: quantitative and qualitative analytical conclusions are
presented, which justify the realism of the decisions made.

Thus, the commercial bank presented a financial performance
with the following breakdown (million AMD):

Interest income 400
Interest expenses (250)
Net interest income 150
Operating expenses (50)
Taxable profit 100
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Corporate income tax (18%) (18)

Net profit 82
Dividends (52)
Residual profit 30

Based on the systematic reporting of financial results, a number
of financial ratios were calculated.

Profitability = net profit/ revenue = 82 / 400 = 0.205.

Profit divided by cost = operating profit / cost = 150 / 205 =
0.6.

Sustainable development = net profit / residual profit = 82/30 =
2.73.

Dividend compensation = net profit / dividends = 852/52 = 1.57.

Tax burden = profit tax / percentage yield = 18.400 = 0.045.

Overhead cost burden = overhead costs / operating profit = 50

/150 = 0.33.

Based on the calculated financial ratios, the commercial bank
sets a number of goals.

a/ to achieve an increase in profitability from 0.205 to 0.210 and
more,

b/ to achieve an increase in the cost ratio from 0.60 to 0.70 and
more,

¢/ revise the possibilities of sustainable development from 2.73
to 2.50,

d/ to increase the level of attractiveness of the share
environment from 1.57 to 1.70 or more,

e/ revise the tax burden from 0.045 to 0.06,

f/ revise the overhead cost burden from 0.033 to 0.30.
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In order to achieve the listed objectives, first of all, a decision is
made to review the range of possibilities for changing the income
in such a way as to overcome the target milestones. In order to
solve this problem, a system of inequalities is created, representing
the interest income (y) as an unknown.

[(y -250-50) x 0.82]/y > 0.2
(y - 250) / 250 > 0.7
[(y -250-50) x 0.82] / [(y -250-50) x 0.82 -52] < 2.5
[(y -250-50) x 0.82] /52 > 1.7
[(y -250-50) x 0.18] /y < 0.06
50 / (y - 250) <0.3

Based on above-mentioned inequalities, the following
acceptable ranges of net interest income of a commercial bank will
be obtained from the solution of the system, which take into account
the defined goals:

y > 403
y > 425
y > 406
y > 408
y <450
y <450

Therefore, in the reporting period, net interest income of
commercial banks should be in the range of 403-450 million AMD
in the case of the specified objectives.

It is possible to discuss the goals of commercial banks from a
different perspective of systemic analysis, if other qualitative
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characteristics are given to the existing structures. Thus, it is
decided to set the tax burden at 4.0%, and the profit from the sale
at 18%. In this case, denoting interest income by x, and interest
expenses by y, we will create a system of two unknown probability
systems.

(x —y —50) 0,82

= 0.18
X
—y—50)%0,18
-y ) = 0.04
X
x = 340 min AMD,
y = 216,2 min AMD:
Conclusion

In the process of planning of net interest income, commercial
banks should not focus on ensuring profitability only, but ought to
provide systemized solutions to this issue. In particular, in such a
case, it is necessary to target managerial decisions parallely with
cost-effectiveness of commercial banks' activities, the tax burden,
the oportunity for dividends paymants, as well as the potential of
sustainable financial development. Systemized assessments of that
incomes create an opportunity to make managerial decisions, which
simultaneously contribute to strengthening the competitive
positions of commercial banks in the financial market and consider
prospective developments caused by various factors.
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Abstract: The study evaluates the interaction of macroeconomic
variables, regulatory changes and internal operations of banks in
the context of financial results formation. The research applies
certain approaches to the evaluation of financial results to create
an appropriate framework, that reflects the dynamics of financial
results of the RA banking sector. A wide range of factors including
macroeconomic indicators, regulatory changes, market competition
and strategies of Armenian banks are assessed to build a complete
picture of financial performance that will also enable financial
managers to make strategic and financial management decisions.
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Research goals: The purpose of the research. to provide an
adequate assessment of the dynamics of financial results of
commercial banks and to offer financial managers strategic
decision-making approaches that will play an important role in
managerial decision-making.
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Research novelty: The novelty of the research. in the context
of the formation of interest and non-interest income, the factors of
profitability dynamics in commercial banks of RA were evaluated in
recent years, which were targeted for making effective managerial
decisions.

Introduction

Since 2021, the RA banking system has recorded a significant
increase in profitability, which is due to a number of key factors
that contribute to the dynamics of financial results. The study is of
primary importance for both the banking sector and the national
economy. The above shift results from a confluence of factors
including dynamic financial strategies, international geopolitical
events and innovative approaches to banking operations.

The relevance of the research is highlighted by the changing
methods of finance, where traditional banking operations are
evolving to meet the challenges of an interconnected competitive
world. Being at a geopolitical crossroads, RA is witnessing a unique
confluence of events, such as the Russian-Ukrainian conflict, the
growing flow of international visitors, which are important catalysts
for unprecedented growth in profitability. Along with the
developments, the banks employed innovative tactics such as
"strategic forcing” of commissions, which further improved the
dynamics of the banks' financial results. These events contributed
to the unprecedented dynamism of the banking sector, giving rise
to the critical need for in-depth analysis of the evolving financial
behavior and performance of RA commercial banks.

Through the research, an attempt is made to assess and
decipher not only banking competition, but also to develop a
collective understanding of financial performance assessment in the
context of the RA banking system, contributing to effective
managerial decision-making for financial managers, developing

146



accurate strategies, as well as contributing to the ongoing dialogue
in the global financial community. It is still in the focus of field
experts and researchers and has not received an adequate
evaluation.

Research results

A study of international experience. Although in recent
years, foreign specialists and researchers have hardly expressed or
express a clear and unambiguous position in the professional
literature regarding the profitability generation of the Armenian
banking sector, but even before the Covid times, some researchers
and sector specialists such as Wolfgang Carl Herdle, Ming Dai,
Stephen Cowie , Nair Gishn, Asish Shaha, Saif-Aliusfi, Eric Ota and
many others, have brought their positions and solution proposals
on the dynamics of financial results of banks, the role of tourists in
their works and analytical articles.

The work provides an opportunity to understand the financial
stability and efficiency of the RA banking system. Nair Grish in his
paper "Dynamic Modeling of Financial Performance in Banking"
provides a brief overview of financial performance evaluation in
banking. Nair Grish's analysis lays the groundwork for
understanding the importance of the latter's assessment in financial
performance analysis. The research emphasizes the need for
adaptive approaches to financial performance assessment that can
capture emerging market dynamics [1].

"International Tourism and Bank Profitability. In the paper
"Evidence from Developing Economies", the researchers of the
Central Bank of Malaysia, namely Asish Shah and Saif-Aliusfi, study
the relationship between international tourism and bank
profitability, which they show with the example of their country and
which is also relevant with the example of RA, which is relevant due
to geopolitical events such as Also, due to the large inflow of
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tourists, the sharp increase in the profit of commercial banks
becomes quite noticeable, because the latter, arriving in the
countries of their choice, bring with them a range of financial flows
and use banking services. The Russian-Ukrainian conflict, which
began in February 2022, brought with it a large influx of tourists,
and along with the events, commercial banks applied the policy of
banking services and commissions, and after some time, the
unprecedented dynamics of banks' profitability became noticeable
[2].

Generally, net interest income, net commissions and
transaction costs are the main components of banking activities. Net
interest incomes occupy a dominant position in the income sector
of the banking system of states. Lately, net commission and
commission income have gained in importance as low interest rates
put pressure on interest income. Andersen and Berge used the
concept of net interest income and commission income study,
valuation in the context of the Norwegian banking system [3].

Herschel et al used simple ordinary least squares regression for
adjusted operational assessment. The latter revealed that the
change in annual adjusted operating profit has a positive impact on
GDP growth as well as profitability [4].

It has become clear that foreign banks have higher margins and
income than some banks in a number of developing countries, while
the opposite picture is observed in developed countries. Many
economists have also carefully studied the dynamics of the net
interest margin. Thus, Aliga-Diaz and Olivero, studying data from
the US banking system, found a countercyclicality in the net interest
margin, that is, the margin is high during recessions and tends to
be lower during economic booms [5].

Considering, that the interest income of the loan portfolio is the
main component, in this context, the net interest income and the
loan portfolio ratio are used in the evaluation processes, which
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makes it possible to compare the interest income of banks with each
other, regardless of their dependence on the loan portfolio. In
addition, the research found that changes in short-term interest
rates affect net interest income. The increase in interest rates, in
turn, contributes to the increase in interest on loans, and therefore
also has a positive impact on the interest income of a commercial
bank. Albertatsi and Gambacorti [6] as well as Andersen [7] found
positive effects of GDP and interest rate on net interest income in
their research.

Recently, researches on the factors influencing the financial
results of commercial banks and their planning have also been
carried out by the Russian economics circles. Thus, Marina
Hasanova, in her article "Visual-methodical approaches to planning
financial results in commercial banks" refers to a number of
problems in the Russian banking system as an example of banks
operating in the territory of the Russian Federation, considering
different approaches to planning financial results (budgeting with
the participation of executors, directive budgeting, continuous
budget, zero-based budget, etc.), Hasanova singles out ARIMA
(SARIMA) estimation approaches, which are capable of accurate
forecasting only for integrated or disaggregated time series. It is
worth noting the usefulness of ARIMA-approaches, considering the
seasonality of time series for analyzing the target attainable level of
financial results [8].

Hasanova, in her other work, "Development of approaches to
planning commission income in the corporate sector in a
commercial bank", thoroughly presents the model of commission
planning of banking business in the corporate segment, while
offering her own author's approaches. Hasanova notes that it meets
the requirements of the banking sector, as it contributes to the
formation of long-term and mutually beneficial relations with
clients. In order to increase the accuracy of planning, modern tools
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are integrated into the evaluation approaches, which are able to
supplement and complement traditional planning methods, such as
dynamic classification, benchmarking, econometric method of
financial forecasting, and correlation-regression analysis. The
author's model proposed by Hasanova makes it possible to
significantly increase the level of accurate forecasting of financial
results of mediated income, to increase the value of the budget
plan, to achieve the strategic initiative of the commercial bank, as
well as to increase the flexibility of planning [9].

A study of the Armenian experience. As we mentioned, in recent
years, RA commercial banks have recorded a significant increase
in profitability, which was accompanied by consistently high
profitability. Along with the development of the financial
environment, the need for innovative approaches to evaluating the
financial results of Armenian banks is becoming more obvious. The
conducted research presents the new complex approaches, which
are aimed at revealing the factors contributing to the financial
results achieved by the RA commercial banks.

Commercial banks' income sources are created from various
factors. Let's present the main factors that contribute to each of
these categories of income:

Interest income is one of the main sources of profit for
commercial banks and is generated from various interest-bearing
assets on their balance sheets. In order to present the factors
forming the bank's interest income, let's illustrate the presented
information using tables and relevant indicators.

Below we present the factors that make up the commercial
bank's interest income, which show the flow of income from one
factor to another (see table 1 and table 2) [10].
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Table 1. Factors forming the bank's interest income

Interest income is generated from the loans to

1. Loans . i
individuals and legal entities.

Income from interest on securities such as bonds

2. Investments I
and government securities.

Banking regulations, such as interest rate caps and reserve
requirements, can affect a commercial bank's ability to earn interest
income. Central banks in different countries often set benchmark
interest rates that affect the interest rates paid on loans and
deposits offered by commercial banks.

Table 2. Sources of interest income formation

1. Interbank lending Interest earned on loans offered to other
banks in the interbank market.

2. Central bank interest
rates The impact of central bank policy.

It is important to note that commercial banks must carefully
manage credit risk to protect their interest income, as the bank
evaluates the borrower's creditworthiness to minimize defaults and
non-performing loans.

Table 2 shows the sources contributing to the formation of
interest income. The sources of interest income are interbank
lending, customer deposits and Central Bank interest rates.

Central bank interest rates serve as a measure of the cost of
funds for banks. When the central bank raises its interest rate, it
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becomes more expensive for banks to borrow from the central
bank, resulting in an increase in the cost of funds for commercial

banks.

The factors affecting non-interest income, their characteristics
and main indicators are presented in table 3.

Table 3: Sources of non-interest income formation

1. Service Fees

2. Investment
services

3. Stock market

4. Asset
management fees

5. Merging and
acquisitions

6. Insurance and
Annuities

7. Miscellaneous
fees

Fees for various
banking services.

Earning income from
investment
consultation and
management

Profit (or loss) from
trading in financial
markets.

Fees arising from the
management of
mutual funds and
investment products.
Fees for consultation
services in mergers
and acquisitions

Insurance and annuity
commissions

Other sources of non-
interest income
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Trading income,
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Total value of managed
assets, management
fees

Number of
transactions,
consultation fees

Insurance premiums,
commissions.

Total income of various
fees, other categories
of fees



From Table 3 it becomes clear that the sources of non-interest
income formation are service fees, investment services, asset
management fees, income from mergers and acquisitions, trade
and investments, as well as insurance and annuity and other fees.

It is worth noting, that in 2022 the result registered by
"Evocabank" CJSC for the ending year, which was unprecedented
in the history of the RA banking system, because in 2021/2022 In
comparison, interest and non-interest income has improved by
approximately 25 times. Thus, in 2021, the profit of the reporting
year of the bank: 1,128,026, in 2022: the profit of the reporting
year: 25,724,399, in 2021: the income of the reporting year:
498,228, in 2022: 24,780,690. This is a unique case when a
commercial bank exceeds its financial result of the previous year
with a comparative position of 1 year, the main catalyst of which was
the large influx of international visitors, as well as the most
favorable conditions for mortgage lending, car loans and retail
loans certified by many economists and researchers. to residents
only, but also offering to non-residents.

From the financial reports published by RA commercial banks,
it becomes obvious that in 2020-2022 "Ardshinbank" takes the
leading position among the above three commercial banks in terms
of both interest and non-interest incomes, followed by "ACBA Bank"
and "Converse Bank". The choice of the above 3 commercial banks
is based on the fact that before the beginning of the covid and the
beginning of the Russian-Ukrainian conflict, these 3 commercial
banks were in the first five in the scale of 17 commercial banks of
RA for many years in terms of annual profitability and efficiency of
the services provided. which have been awarded and are receiving
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important international awards by a number of prestigious
organizations since 2018. It is very important to note that in 2022,
the net profit of "Ardshinbank", "ACBA Bank" and "Converse Bank"
(91.5 billion AMD) was equal to the net profit of all RA commercial
banks (256.2 billion AMD) about 35%.

The net profit of the three leading banks of the Republic of
Armenia exceeds 1/3 of the total net profit of the entire banking
system of the Republic of Armenia (17 commercial banks, excluding
"Fast Bank" CJSC). Armenian banks concluded 2022 with a rather
large increase in profits. Like the two-digit economic growth
registered in Armenia, this indicator of banks' profit is primarily
due to the services rendered to non-residents.

It becomes visible that among the three leading banks of RA,
"Converse Bank" had a dynamic growth, whose interest incomes
only had a stable growth, while the leading "Ardshinbank" and
"ACBA Bank" had a certain decline in 2021. , which was caused by
the financial and economic crisis caused by COVID-19. However,
already in 2022, the dynamics of a sharp increase in the interest
income of two leading banks was recorded, which was due to the
activation of the banking sector in the post-epidemic period, as well
as in 2022. due to the Russian-Ukrainian conflict at the end of
February, large flows of citizens of the Russian Federation and
Ukraine, which contributed to the revitalization of banking
transactions. Let's also emphasize that based on the factors
presented by us, there were also positive growth trends in the
financial results of the remaining commercial banks, but the 3
commercial banks mentioned in this analysis were selected on the
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basis of the fact that they recorded profit dynamics in recent years,
being among the top five.

It should be noted, that "Ardshinbank" the leader of the RA
banking sector in 2020-2021. In the period between 2012 and 2018,
non-interest income had a slight increase, while in 2022, this
indicator increased significantly, from 41.6 billion AMD to 125.9
billion AMD. A slightly different picture was in the case of "ACBA
Bank" and "Converse Bank". 2020-2021 In terms of non-interest
income, Converse Bank took the second place (according to the
study of three commercial banks selected by us) in the period
between 2016 and 2018, which lost its place to ACBA Bank only in
2022, when the latter had 21.1 billion, and "Converse Bank" - AMD
16.1 billion non-interest income. It is a fact that the significant
increase in interest and non-interest income of the majority of RA
commercial banks was and continues to be due to the flow of
international visitors who arrived in RA as a result of the Russian-
Ukrainian conflict, to whom strategic banking services commission
approaches were applied, which continue to provide and contribute
to this day to dynamic growth of commercial banks' profits.

Conclusion
The results of the research are related to the expansion and

usefulness of both the Armenian and the international professional
discourse, because the evaluation of financial results with new
approaches not only has not yet received clear evaluations, but also
the issues of improvement for the professional community remain
current and debatable.
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Due to the large influx of tourists, commercial banks adapt their
financial services to serve tourists, which will provide additional
income to the bank. They are, for example, foreign currency
exchange, travel, insurance, international payment volumes. An
increase in the number of tourists leads to an increase in the
demand for banking services, thereby increasing the bank's sources
of income through service fees, currency exchange rates and
commissions, while banks also employ effective marketing
strategies aimed at tourists, which also significantly affect the bank's
profitability. In economies of countries heavily dependent on
tourism, the profitability of local banks is significantly affected by
the flow of tourists. As tourists increase their spending, they also
stimulate economic activity in these areas, which leads to higher
volumes of banking transactions, which in turn boosts the revenue
dynamics of local commercial banks.
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Abstract: At the initial stage of formation, budgeting of financial
results in organizations aimed to define financial responsibility
centers, which should be accountable for negative deviations arising
from established estimates. They could be cost centers or profit
centers. However, at present, budgeting functions are not limited
only to the sphere of control, but also include other managerial
function, such us regulation, risks mitigations and even motivation.
The article substantiates the consideration of budgeting of financial
results in the field of food industry as a means of financial
management, which becomes applicable in the process of
regulating the value chain of the business model.

Keywords: variances, financial budgeting, value chain in
business, food processing, financial management, IFRS-S1

JEL code: G 31, M 40

Research goals: interpret the specific problems of budgeting
of financial results in the food industry.

Research novelty: proposed key approaches to the
construction of the concept of financial results budgeting in food
industry organizations.
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Research results

Budgeting is mainly considered as a system of setting goals and
ensuring their achievement. In practice, budgeting should not be
equated with planning, because it is a management system,
including not only planning, but also organization, control,
regulation, and even motivation. Therefore, as a management
system, budgeting ensures the existence of prerequisites, levers,
and motivations necessary for the implementation of approved
plans [1, p: 37-38].

Strengthening the competitive positions of organizations
involved in food processing requires developing and introducing a
budgeting concept, especially in terms of financial results [4, pp.
547-549]. It is noteworthy, that the food processing sector is
considered strategic, not only in the sense that it ensures the food
security of the national population, but also in the sense that it
forms a value system chain in the economy with the stages "agrarian
sector - food processing - sales market" (see Figure 1).

Agricul- Proces- Final con-
ture sing sumption

Figure 1. Food processing value chain’®

Therefore, it is important to develop and implement the concept
of budgeting of financial results in the sector, which is encouraged
for a number of reasons. First, the stages of food processing show

16 Composed by author
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different profitability and in practice it is important which sector
creates the most profitable business objectives. In addition, when
making managerial decisions on investments, it is also important to
evaluate the transferable additional result in the value chain of the
food industry, to understand the proportions of the financial results
formed in the "agrarian sector - food processing - sales and final
consumption” process [2, p: 102]. And finally, budgeting of financial
results solves a control problem in practice, creating an opportunity
to identify deviations from the goals set in terms of expenses and
income, and to take operational measures for their elimination [6,
page 3].

Currently, budgeting of financial results is not confined only
within the organization, but also goes beyond it and reflects the
value chain of the business model [1, p: 37]. Especially, such
emphasis is made from the point of view of sustainable
development, and even international accounting standards are put
into practice, presenting requirements to publish reports on the
value included in the business model of the organization [5, p: 172].
Thus, according to the current IFRS-S1 standard, the entity must
disclose information that will enable users of financial statements of
general purpose to understand the current and expected impacts
of sustainability-related risks on the value chain of the applied
business model. In particular, the organization must disclose:

a) a description of the current and expected impacts of
sustainability-related risks and opportunities on the existing
business model
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b) the possibilities of combining the risks of the value chain
related to the organization's business model and sustainability (for
example, geographical areas, types of assets) [3, item 5].

Financial result of
food processing

eagricultural
expenditure

ecosts of
agricultural

products sales

ecommercial
expenses

ecommercial

incomeu

eprocessing costs
esale proceeds

Financial result of

Financial result
sale of

of food final

agricultural consumption

products

Figure 2. Financial results transfer framework in the food industry
process’”’

In our opinion, the concept of budgeting of financial results in
the organizations of the food industry should be developed with
such an approach, because in this production sector, the transfer
of financial results from the production of agricultural products to
the final consumption of processed food is most clearly manifested
in accounting statements (see Figure 2). Applying the budgeting of
the financial results of the value chain operating in the business
model, it is possible to reveal in which part of the securities the
losses of the objectives of additional results occurred, what factors
affected them and who are responsible.

However, budgeting does not imply only the implementation of
control functions, it reaches its end by applying regulations in the
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directions of the elimination of pre-specified deviations (see Figure
3). For this reason, we propose to build the concept of budgeting
of financial results not only with the formulation of goals, but also
with coordinated approaches to their implementation, so that
budgeting is considered as an effective tool of financial
management (see Figure 3).

Goals
setting
: < Detection
Review of Budgeting of [ of devia-
objectives.  financial results | tions from
/ targets
Deviation
prevention

Figure 3. Conceptual directions for budgeting financial results'®

Conclusion
When forming the concept of budgeting of financial results in
the field of food processing, it is necessary to take into account the
following key points.
Firstly, to organize the budgeting process not only vertically
(from the bottom up), but also horizontally. If traditionally
budgeting consolidates the estimates of the internal departments of

18 Composed by author
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the organization represented by financial responsibility, then
budgeting goes beyond the scope of the food industry organization
and extends to the value chain of production.

In addition, the budgeting process of financial results should
not be considered only as a means of recording estimates and goals,
but should be accepted as an effective tool of financial management,
which provides an opportunity to make effective managerial
decisions in the direction of preventing adverse deviations,
implementing innovative ideas, and accumulating resources for
sustainable development

And finally, the budgeting of financial results should be
considered in the field of continuous changes, based on competitive
conditions, constantly revising each components of the business
model operating in the food industry system.
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Abstract: Municipal project risk management information
system based on feedback from external and internal stakeholders.
In this regard, both private and public stakeholders are concerned
with the risks related to the management of municipal projects,
which in turn requires not only transparent accountability of the
results arising from the project management process, but also the
creation of information feedback communication channels between
stakeholders. The article proposes the information influence of
beneficiaries on participatory decision-making in municipal project
risks management.

Keywords: municipal project risks, risk management bene-
ficiaries, accountability, information feedback

JEL code: G31

Research goals: to present opportunities for information
provision of municipal projects risk management.

Research novelty: an information level system related to the
management of risks for the implementation of municipal programs
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was proposed, considering the priorities of risk prevention by the
beneficiaries.
Introduction

In the public and private spheres of the economy, is coming
urgent for identifying the risk links of the management of programs
implemented in municipal structures and taking measures to
prevent their formation [1]. In this regard, it is necessary to take
such an approach to risk management that will provide an
opportunity to implement a participatory approach to risk
prevention for all stakeholders (municipal authorities, managers
related to the implementation of the program, investors, end-result
consumers, urban population, etc.). In this regard, new directions
for the implementation of managerial decisions in municipal
programs will be implemented in terms of reviewing the forms of
accountability to the beneficiaries. Therefore, there is a need to
introduce a new culture of risk management in the municipal
program management system, in which the requirements of all the
beneficiaries of the implemented programs are considered, and
thus the administrative decisions aimed at risk prevention become
more effective [2].

Research results
The risks of the projects implemented in the municipal system are
diverse and multi-layered, so after their recognition, it is necessary to
group and classify them according to management priorities [4]. After
that, the management sets itself the task of implementing effective
ways to prevent project risks, because the risks of project
implementation are not only financial, but also non-financial
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(attracting qualified labor, ensuring a degree of partner trust,
ensuring qualities aimed at public demands, etc.). Therefore, the
information of risks related to projects implemented in the municipal
system requires a special approach, related to the selection of data
collection tools, the measurement and evaluation of potential losses,
as well as ensuring the integrity of the project implementation results
[5].

Studies show, that the infrastructure expansion projects by the
Tehran Municipality have a trend of activation in recent years (see
Table 1), which determines the relevance of improving the risk
management information provision of municipal projects.

Researched by us the weight and position of project
management risks factors, was determined based on the desired
criteria, and finally, with the help of the governing relations in the
Fuzzy Vikor method, the share of each criterion in the importance
of the project control challenge was determined, using the obtained
data. The final weight of the main indices with respect to the target
and the relative weight of the financing challenges are calculated.
After the considered calculation, it was observed that prioritizing
the importance of 12 project control challenges in Tehran
municipality projects. (see Table 2)
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Table 1. Trends in implementation of municipal programs in Tehran

Municipality [3]
Characterization of
programs 2019 2020 2021 2022
Highway project (km) 18 8 12 7
No'n—IeveI intersection 9 9 9 20
bridge (number)
Collecting and directing
surface water (tunnel, 0 0 0 28
canal, pipe) (km)
The area of crisis bases
under construction (square - 6,500 4,295 1,786
meters)
The area of the parking lot
under construction (square - 10,977 36,311 2,771
meters)
Asphalt tonnage used for
basic coating and 212,903 544132 640,771 586,339
restoration (tons)
Road markings (kilometers) 540 480 5,600 5,600
Safety and traffic si d
alely andtrallic signs and | g 395 | 5253 | 14120 | 19,220
equipment (number)
Direction si
irection signs (square 586 1,400 760 | 1,549.94
meter)
Weight of collected dry ; 262,070 | 177,517 | 256,820
waste (tons)
Weight of collected wet
eight o collected we ; 1,999,835| 1,983,44 | 1,867,629
waste (tons)
Total weight of collected
otal weight of collecte 2,788,164| 2,261,905 2,160,961 2,124,449
waste (tons)

In order to inform the management of municipal projects, we

have proposed an accountability system (see Figure 1) based on
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feedback from stakeholders. Studies show that project management
accountability is limited to the client-Tehran Municipality framework,
which does not allow other beneficiaries related to the implementation
of the program to be informed about the intermediate and final
administrative results. And in the case of providing such information
with feedback, the stakeholders can influence the managerial
decision-making of the implementation of projects based on the
requirements of both public and private interests.

Table 2. Project control challenges

Project control challenges Indices

Familiarity of employees with project control methods based on Al
PMBOK standard

Financial burden imposed on the organization in case of A2
implementation of standard project control

Inaccurate initial estimation and lack of complete identification A3

of beneficiaries needs at the beginning of the project, which
leads to project changes

Intra-organizational and soft processes and organizational A4
culture

Perception of inefficiency of project control and earned value A5
indices and PMBOK standard among the effective factors

Insufficient attention to scheduling and more accurate A6
estimates in projects

Failure to apply risk management in project control areas in A7
the organization

Lack of easy access to lessons learned and useful information A8
in previous projects

Lack of cooperation of senior managers due to unwillingness A9
to make changes in the organization

Lack of information integrity and interactions between the A10
employer and the contractor

Shortage of expert personnel Al
Financial problems in the organization in funding projects A12
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Figure 1. Municipal project management accountability system'®

Conclusion

Based on the features of municipal program management, the
development of a hierarchy of risk prevention actions is
emphasized, which considers the reforms of management
information provision, the activation of management processes in
response to changes, as well as the introduction of the participatory
management culture of "bottom-up" projects. Moreover, failure to
consider risks in project implementation planning is another factor
of management inefficiency. Therefore, to improve the status of
projects and ultimately the optimal function of project control, it is
important to specify more clearly the scope of project
implementation risks, emphasizing the needs of the beneficiaries.

19 Composed by author
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