Economics, Finance
and Accounting

E- ISSN 2953-8068
P- ISSN 2953-8009

ECONOMICS, FINANCE
AND ACCOUNTING



Economics, Finance
and Accounting

ECONOMICS, FINANCE AND
ACCOUNTING

SCIENTIFIC JOURNAL

2 (14)

YEREVAN 2024
‘IATC’ FUND PUBLISHING HOUSE



The 'Economics, Finance and Accounting' Scientific Journal was
established by the 'International Accountancy Training Centre'
(www.iatc.am). The journal has been published biannually since 2018
and can be accessed online at www.efa.am.

Chief Editor

Armen Tshughuryan (Sc.D. in Economics, Professor)
Proof-reader of English

Hasmik Sahakyan

Proof-reader of Armenian

Ani Arakelyan

Editorial Board:
Ashot Tavadyan (Sc.D. in Economics, Professor, Armenia)
Liana Grigoryan (Sc.D. in Economics, Professor, Armenia)
Mels Sahakyan (Ph.D. in Phys.- Math. Sciences, Professor, Armenia)
Mattias Polborn (Ph.D. in Economics, E. Bronson Ingram Chair and
Professor of Economics, Dep. of Economics, Vanderbilt University,
USA)
Zaruhi Sahakyan (Ph.D. in Economics, Senior Lecturer of Economics,
Department of Economics, Vanderbilt University, USA)
Gnel Khachatryan (Ph.D. in Economics, MBA, ACCA, Audit Sr.
Manager, BDO, USA)
Giorgio Gandellini (Certificates in Economics, DBA in Manage-
ment, MBA, AISM, Managing Partner Nestplan Int., Italy & France)
K Abirami Devi (CFA, Ph.D. in Commerce, Assistant Professor, Head
PG and Research Department of Commerce Bhaktavatsalam memorial
college for Women, India)
Mariya Shygun (Sc.D. in Economics, Professor, Ukraine)
Nino Abesadze (Ph.D. in Economics, Professor, Georgia)
lluta Arbidane (Ph.D. in Economics, Professor, Dean of the Faculty of
Economics and Management, Rezekne Academy of Technologies,
Latvia)
Agnieszka Majewska (Ph.D. in Economics, Associate Professor,
Poland)

© International Accounatncy Training Centre, 2024



CONTENTS

Economics

Aghasi Tavadyan

lluta Arbidane
Nonna Khachatryan

Nairi Sargsyan
Alireza Adkanian

Harutyun Khalatyan

Under the loan: an analysis of
Armenian banking sector and
credit trends

Challenges of green school quality
assessment

Agricultural and food security
cooperation as a pathway to peace
and reconciliation between
countries

The primary issues with the
development of entrepreneurial
activities in the RA services sector

Financial Accounting

Luiza Sarafyan

Vahe Mikayelyan
Tigran Manukyan

Qnarik Khachatryan

Mesrop Mesropyan

Control functions of accounting in
public procurement

Approaches to assessing the
minimum sufficient level of
financial independence of the
organization

Income and cost budgeting issues
in food industry

Implementation of climate-related
business reporting

23

34

53

67

67

81

93

102



Finance

Alvard Sargsyan
Inessa Qosakyan

Inesa Nushikyan

Marat Manucharyan

Vahe Mikayelyan
Tigran Manukyan

Shake Isayan

Jemma Poghosyan

Contemporary issues of financial
position assessment in commercial
organizations

The innovative transformation in
the ra banking system

The key directions for improving
the financial management of the
tax system in the Republic of
Armenia

Approaches to assessing the

impact of turnover on the financial
position of the organization

Characteristics of the development
of the gas supply system in the
Republic of Armenia

Features of operational risk
management in the Republic of
Armenia

112
112

121

134

149

164

183



@ Economics, Ifinance ECO nom | CS
and Accounting

DOI: https://doi.org/10.59503/29538009-2024.2.14-5

UNDER THE LOAN: AN ANALYSIS OF ARMENIAN BANKING
SECTOR AND CREDIT TRENDS

Aghasi Tavadyan
Armenian State University of Economics,
Ph.D. in Economics, Associate professor
a.tavadyan@gmail.com

Abstract: This study examines recent trends in Armenia's
banking sector and export patterns, revealing underlying
economic vulnerabilities despite apparent growth. Using data
from the Central Bank of Armenia and official trade statistics, this
paper analyzes shifts in lending patterns across various economic
sectors and changes in export composition. Our findings indicate
a concerning decline in industrial sector lending, coupled with a
significant increase in mortgage and consumer loans. Additionally,
we observe a heavy reliance on precious metal re-exports for
economic growth, raising questions about the sustainability of
Armenia's current economic trajectory. This research contributes
to the understanding of potential risks in Armenia's financial
system and highlights the need for diversification in its export
base.



Keywords: banking sector, export composition, economic
vulnerabilities, mortgage lending, industrial financing, Armenian
economy

JEL codes: E51, F14, G21, 016

Research aims: To assess Armenia's economic vulnerabilities
by analyzing banking sector trends and export patterns.

Research novelty: Integrating lending and export analysis to
provide a new perspective on Armenia's economic growth
sustainability.

Introduction

The Armenian economy has demonstrated remarkable growth
in recent years, with official statistics indicating significant
increases in GDP and export volumes. However, a closer
examination of underlying economic indicators suggests that this
growth may be built on unstable foundations. This study aims to
investigate the apparent discrepancy between headline economic
figures and the health of key sectors of the Armenian economy,
with a particular focus on banking sector trends and export
composition.

Armenia, a small landlocked country in the South Caucasus,
has faced numerous economic challenges since gaining
independence in 1991. These have included the transition from a
Soviet-style planned economy to a market-based system, regional
conflicts, and trade blockades (Dabrowski, 2001). Despite these
obstacles, Armenia has pursued economic reforms and
integration into the global economy, achieving notable success in
areas such as information technology and services exports.



However, recent trends in banking sector activity and export
patterns raise questions about the sustainability of Armenia's
economic growth model. This study is motivated by several
concerning developments:

1. A decline in foreign currency loans to the industrial
sector, potentially indicating a contraction in real industry.

2. A rapid increase in mortgage and consumer lending,
with mortgage loans surpassing 10% of GDP by April 2024, up
from 2.5% in 2018.

3. A shift in the composition of exports, with a growing
reliance on the re-export of precious metals, particularly gold
(Tavadyan, 2024a).

These trends suggest that Armenia's economy may be
increasingly vulnerable to external shocks and financial sector
risks. The purpose of this study is to analyze these developments
in detail, assess their implications for Armenia's economic stability,
and propose potential policy responses.

Our research contributes to the existing literature on
economic development in transition economies and small open
economies. By focusing on the interplay between banking sector
dynamics and export patterns, we offer insights into the
challenges of achieving sustainable economic growth in a country
with Armenia's unique geopolitical and economic circumstances.

The remainder of this paper is structured as follows: Section
2 reviews relevant literature on banking sector development and
export-led growth in transition economies. Section 3 describes
our data sources and methodology. Section 4 presents our
analysis of trends in sectoral lending, mortgage and consumer

loan growth, and export composition. Section 5 discusses the
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implications of our findings for economic stability and offers policy
recommendations. Finally, Section 6 concludes with a summary of
key findings and suggestions for future research.

Literature Review

The relationship between financial sector development, export
patterns, and economic growth has been extensively studied in the
economic literature, particularly in the context of transition and
developing economies.

Banking sector development and economic growth

The role of the banking sector in promoting economic growth
has been a subject of considerable research. Bonin and Wachtel
(2003) examine the evolution of banking systems in Central and
Eastern Europe, emphasizing the challenges of establishing
market-oriented banking practices in transition economies. In the
context of Armenia, Dabla-Norris and Floerkemeier (2007)
analyze the determinants of bank efficiency and market structure,
highlighting the factors that influence banking spreads in the
country.

Tavadyan (2022) emphasizes the importance of maintaining an
optimal difference between the bank rate and inflation for
economic development. He argues that a 2% real bank rate is a
benchmark for effective monetary policy coordination, particularly
beneficial for GDP growth, export growth, and currency stability.

Export composition and economic vulnerability

The composition of a country's exports can significantly impact
its economic stability and growth prospects. Hausmann et al.
(2007) introduce the concept of export sophistication and its



relationship to economic growth, arguing that countries that
export more sophisticated products tend to grow faster.

Lederman and Maloney (2012) examine the "resource curse"
hypothesis, challenging the notion that natural resource
abundance is inherently detrimental to economic development.
Their work is pertinent to Armenia's case, given the country's
mining sector and its role in exports.

Mortgage markets and financial stability

The rapid growth of mortgage lending in Armenia raises
questions about financial stability. Cerutti et al. (2017) provide a
cross-country analysis of the relationship between housing finance
and macroeconomic stability, highlighting the potential risks of
rapid credit growth in the housing sector.

In the context of transition economies, Stephens (2005)
examines the development of mortgage markets in Armenia,
discussing the challenges and opportunities presented by the
expansion of housing finance in a 'super' home-ownership state.

Economic vulnerabilities in small open economies Armenia's
small, open economy is particularly susceptible to external shocks.
Briguglio et al. (2009) develop a framework for assessing
economic vulnerability and resilience in small states, which could
be applied to understanding Armenia's economic challenges.

Feldkircher (2015) analyzes the impact of global financial
shocks on emerging European economies, including Armenia,
highlighting the importance of domestic financial sector
development in mitigating external vulnerabilities.

Recent studies by Tavadyan (2024b, 2024c, 2024d) have
highlighted several concerning trends in Armenia's economy,

including capital outflow, a decline in electricity production and
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exports, and a downturn in tourism and IT services. These findings
underscore the need for a comprehensive analysis of Armenia's
economic vulnerabilities.

This literature provides a foundation for understanding the
complex interplay between banking sector developments, export
patterns, and economic vulnerabilities in Armenia. Our study aims
to contribute to this body of knowledge by offering a detailed
analysis of recent trends and their implications for Armenia's
economic stability and growth prospects.

Data and Methodology

This study employs a mixed-methods approach, combining
quantitative analysis of financial and economic data with qualitative
assessment of policy implications. Our primary data sources are
as follows:

Data Sources

1. Central Bank of Armenia (CBA): We utilize monthly data on
sectoral lending, including industrial, trade, agricultural, and
construction loans, as well as mortgage and consumer loans. The
data spans from January 2011 to May 2024.

2. National Statistical Committee of the Republic of Armenia
(Armstat): We use quarterly GDP data and annual data on export
composition from 2015 to 2024.

3. Ministry of Finance of Armenia: We source data on
government debt and fiscal indicators for the period 2015-2024.

4. International Monetary Fund (IMF): We use their World
Economic Outlook database for comparative macroeconomic
indicators.

10



Methodology

Our analysis follows several steps:

1. Trend Analysis: We examine the trends in sectoral lending,
focusing on year-over-year changes and the share of each sector
in total lending. We pay particular attention to the growth of
mortgage and consumer loans relative to GDP.

2. Export Composition Analysis: We analyze the changing
composition of Armenia's exports, with a focus on the share of
precious metal re-exports and their contribution to overall export
growth.

3. Correlation Analysis: We investigate the relationships
between lending patterns, export composition, and key
macroeconomic indicators such as GDP growth and inflation.

4. Comparative Analysis: We benchmark Armenia's indicators
against those of other transition economies in the region to
provide context for our findings.

5. Vulnerability Assessment: Drawing on the framework
developed by Briguglio et al. (2009), we assess Armenia's
economic vulnerability based on our findings.

6. Policy Implications: We use the insights from our
quantitative analysis to discuss potential policy responses, drawing
on the literature and best practices in comparable economies.

To address potential data limitations and uncertainties, we
employ the interval method proposed by Tavadyan and Tavadyan
(2023) where appropriate, particularly in our analysis of export
dynamics.

This methodology allows us to provide a comprehensive
picture of Armenia's economic vulnerabilities, focusing on the
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interplay between the banking sector and export patterns, while
also considering the broader macroeconomic context.

Results and Analysis

The continuous inflated growth of GDP and export indicators
against the backdrop of a decline in the real economy is a cause
for significant concern. Under ceteris paribus conditions,
Armenia's exports in 2024 are expected to be around $16-18
billion (Tavadyan, 2024a), of which re-exports, according to our
methodology (Tavadyan, 2024b), will account for about 85% (net
exports will be about $2.8 billion). This is in stark contrast to 2021,
when exports were $3 billion, with re-exports estimated at only
6% using our methodology.

Exports experienced rapid growth in 2023. That year, $5.4
billion worth of goods were exported, of which we estimate re-
exports accounted for 26%. By the end of 2023, exports had
reached $8.4 billion, with estimated re-exports at 49%, nearly
doubling. As mentioned, in 2024, exports are expected to reach
$16-18 billion, with re-exports accounting for about 85%. In fact,
at this point, economic growth is determined solely by external
stimuli from Russia, and if the re-export of gold from Russia is
disrupted or there is a sharp change in the international situation,
it will be difficult to ensure the growth of Armenia's overall
economic indicators.

In this analysis, we will examine some indicators of monetary
policy that also highlight the problems in the economy. The first
figure shows loans provided by commercial banks by sector. As
can be seen, foreign currency loans to the industrial sector have

been declining since 2021.
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Loans provided by RA commercial banks to residents by sectors
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Figure 1. Loans Provided by Commercial Banks by Sector

In December 2020, the industrial sector received foreign
currency loans equivalent to 484 billion drams, while in April
2023, it was already 255 billion drams. The decline during this
period was 47%. Loans provided to this sector in Armenian drams
also show a downward trend, which began at the start of 2023.
This circumstance indicates that real industry is currently
declining. What's alarming is that the main growth in GDP and
economic activity in recent times has been provided by the
industry, most of which is officially due to gold production, which
is the result of significant re-exports of precious and semi-
precious stones and metals in recent months.

Foreign currency loans to the trade sector also show a
downward trend, but this is compensated by loans provided in
drams, which is positive. Agricultural lending, like the trade
sector, also shows some positive trend; here, foreign currency
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loans have decreased, while lending in Armenian drams has
shown significant growth. Loans provided to the agricultural
sector in drams have almost doubled since 2022. Construction
lending is growing both in drams and foreign currency, which also
shows a certain positive trend. Since 2020, loans provided to this
sector in drams have increased more than 3 times, and in foreign
currency by 1.5 times.

The weight of consumer and mortgage loans to GDP

Interest

i Tavadyan teyalcom | lavadyan.com Data Source: cha.am
Figure 2. Mortgage and Consumer Loans to GDP Ratio

The sharp increase in mortgage and consumer loans recorded
recently is causing some concern. Mortgage loans provided in
Armenian drams exceeded 1 trillion drams as of April 2024. At the
end of 2023, this figure was 951 million drams, while GDP was
9,505 million drams, so the mortgage loans to GDP ratio already
stands at 10% and has a clear growth trend, compared to 2018
when the mortgage loans to GDP ratio was 2.5%. As shown in the

figure 3, the consumer loans to GDP ratio also has a growth trend.
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The next chart shows the share of bank loans by sector. In
2018, 20.3% of total loans were given to industry, 17.1% to trade.
In 2023, the share of these indicators decreased to 11.8% and
13.3% respectively. Instead, the share of consumer and mortgage
loans has increased. In 2018, mortgage loans accounted for 10%
of total loans, while in 2023 they already accounted for 25%.
These two types of loans together accounted for 37.5% of total
loans in 2018, and by 2023 they had reached 50.3%.

Bank Loans by Branches
weight

el 5 82%  68%  agn 4% 42%

2015 20e 207 2ame 2019 2020 2021 2022 2023

. Inchusiry . Constructian . Trade H.:;][ Mortgage Loans
. Agriculiure . Transport and communication . Censumer credil Cither

Author: Aghasi Tavadyan | tvyalcom tavadyancom | Data Source: chaam

Figure 3. Share of Bank Loans by Sector

It is also interesting to examine bank lending according to GDP
production, based on the Classification of Types of Economic
Activity (NACE Rev. 2) (European Commission, 2008). As can be
seen, at the end of 2023, total loans provided to the economy
across various sectors amounted to 2.7 trillion drams, which is

11.8% more than the 2.3 trillion drams in 2022. However, as
15



shown in the figure 4, there is already a downward trend in
lending. The last time such a downward trend was observed was
from the beginning of 2021, when total loans decreased by 9.2%,
which was mainly a consequence of the -7.2% economic decline in
2020. The same trend is observed from the beginning of 2024,
which also indicates key problems in the economy.

Loans Granted by RA Commercial Banks According o NACE Rev. 2

billion drams

2500
2000
1500
1000

500

2015 2016 27 2018 2019 2020 2021 2022 2023 2024

. . Electricity & Gas . A, Agriculture & Fishing . F. Construction G. Trade
. €. Manutacturing . K. Finance & Insurance . Dihiar

Author: Aghasi Tavadyan | tvyalcom | fevadyancom | Data Source: cha.am

Figure 4. Total Lending by Economic Sector

The downward trend in overall lending is worrying and
indicates that there is a decrease in lending in the economy, as
well as trends of economic contraction. As we have shown in our
previous studies, at this point, export growth is mainly driven by
the re-export of gold and diamonds from Russia to the UAE and
Hong Kong (almost 9-fold growth in one year), as well as to some
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extent by the export of textiles and ore. In all other sectors, as well
as in traditional sectors, there is a decline in exports, as well as in
lending. This suggests that the 7% economic growth planned in
the 2024 budget, against the backdrop of a general decline in the
real economy, can be achieved mainly through the continuation of
the trend of re-exporting gold from Russia, which is an external
factor.

Discussion

The analysis reveals several concerning trends in
Armenia's economy that warrant careful consideration:

1. Shift in lending patterns: The significant decline in industrial
sector loans, coupled with the rapid growth of mortgage and
consumer loans, suggests a potential misallocation of financial
resources. This shift could lead to reduced productive capacity in
the long term and increased vulnerability to economic shocks.

2. Over-reliance on re-exports: The dramatic increase in re-
exports, particularly of gold and precious stones from Russia,
presents a precarious foundation for economic growth. This
dependence on external factors makes Armenia's economy highly
susceptible to geopolitical shifts and changes in international trade
dynamics.

3. Banking sector risks: The surge in mortgage and consumer
lending relative to GDP raises concerns about potential asset
bubbles and household debt sustainability. This trend could pose
risks to financial stability if economic conditions deteriorate.

4. Sectoral imbalances: The decline in lending to traditional
sectors like industry and trade, contrasted with the growth in

17



construction and agriculture lending, points to ongoing structural
changes in the Armenian economy. While diversification can be
positive, the rapid pace of these changes may create adjustment
challenges.

5. Economic growth sustainability: The discrepancy between
headline GDP growth figures and the observed trends in real
economic activity raises questions about the quality and
sustainability of Armenia's economic expansion.

Conclusion

Armenia's economy is at a critical juncture, facing both
opportunities and significant risks. The analysis reveals a complex
picture of an economy increasingly reliant on re-exports and
consumer spending, while traditional productive sectors show
signs of weakening. This situation presents several key challenges:

1. Economic vulnerability: The heavy dependence on re-
exports, particularly from Russia, exposes Armenia to external
shocks and geopolitical risks. Diversifying the export base and
strengthening domestic productive capacities should be a priority.

2. Financial stability: The rapid growth in mortgage and
consumer lending requires careful monitoring and potentially
more stringent regulatory measures to prevent the build-up of
systemic risks in the banking sector.

3. Structural transformation: While the shift in economic
activity from industry to services and construction may reflect
natural economic evolution, policymakers need to ensure this
transition supports long-term sustainable growth.

4. Policy coordination: There is a clear need for coordinated

fiscal, monetary, and structural policies to address the identified
18



vulnerabilities and support a more balanced and resilient
economic growth model.

5. Data transparency: The discrepancies between headline
economic figures and underlying economic realities highlight the
importance of comprehensive and transparent economic data for
effective policymaking and analysis.

In conclusion, while Armenia's economy shows impressive
growth on paper, the underlying trends suggest significant
vulnerabilities. Addressing these challenges will require careful
policy calibration, focusing on diversifying the economic base,
strengthening domestic industries, and ensuring financial sector
stability. Future research should focus on developing more robust
methodologies for assessing the true state of Armenia's economy,
particularly in light of the significant role of re-exports and the
informal sector.

References:

1. Bonin, J. P., & Wachtel, P. (2003). Financial sector development
in transition economies: Lessons from the first decade. Financial
Markets, Institutions & Instruments, 12(1), pp. 1-66.

2. Briguglio, L., Cordina, G., Farrugia, N., & Vella, S. (2009).
Economic vulnerability and resilience: Concepts and
measurements. Oxford Development Studies, 37(3), pp. 229-247.
https://doi.org/10.1080/13600810903089893

3. Cerutti, E., Dagher, J., & Dell’Ariccia, G. (2017). Housing finance
and real-estate booms: A cross-country perspective. Journal of
Housing Economics, 38, pp. 1-13.

4. Dabla-Norris, E., & Floerkemeier, H. (2007). Bank efficiency and
market structure: What determines banking spreads in Armenia?
IMF Working Paper, WP/07/134.

19



10.

11.

12.

13.

14.

15.

Dabrowski, M. (2001). Macroeconomic and Fiscal Challenges
during the EU Accession Process: an Overview. Dabrowski, M.-
Rostowski, . (a cura di): The Eastern Enlargement of the EU,
Kluwer Academic Publishers, Boston/Dordrecht/London, pp. 1-33.
European Commission. (2008). NACE Rev. 2 - Statistical
classification of economic activities in the European Community.
Luxembourg: Office for Official Publications of the European
Communities.
https://ec.europa.eu/eurostat/documents/3859598/5902521/KS-
RA-07-015-EN.PDF

Feldkircher, M. (2015). A global macro model for emerging
Europe. Journal of Comparative Economics, 43(3), pp. 706-726.
Hausmann, R., Hwang, J., & Rodrik, D. (2007). What you export
matters. Journal of Economic Growth, 12, pp. 1-25.

Lederman, D., & Maloney, W. (2012). Does what you export
matter? In search of empirical guidance for industrial policies.
World Bank Publications.

Stephens, M. (2005). A critical analysis of housing finance reform
in a 'super' home-ownership state: The case of Armenia. Urban
Studies, 42(10), pp. 1795-1815.

Tavadyan, A. (2022). Uncertainty bands: A guide to predicting and
regulating economic processes. Anthem Press.

Tavadyan, A. (2024a). Gold Rush 2: Gold and Diamonds are 75%
of Armenia’s Exports. Tvyal.com.
https://www.tvyal.com/newsletter/2024/2024_05_11

Tavadyan, A. (2024b). Capital outflow: Analysis of International
Money Transfers. Tvyal.com.
https://www.tvyal.com/newsletter/2024/2024_03_01

Tavadyan, A. (2024c). Electric Armenia: Reduction in Electricity
Production and Exports. Tvyal.com.
https://www.tvyal.com/newsletter/2024/2024 _05_17

Tavadyan, A. (2024d). Armenia’s Warm Welcome Runs Cold:
Study of Export of Services. Tvyal.com.
https://www.tvyal.com/newsletter/2024/2024_04_26

20



16. Tavadyan, A., & Tavadyan, Ag. (2023). Navigating uncertainty: An
interval method to uncover export dynamics — Insights from the
Republic of Armenia. International Journal of Professional Business
Review, 8(10), Article e03777.
https://doi.org/10.26668/businessreview/2023.v8i10.3777

Jduryh suy. <U3uusuuLh AULUUBPL NLNAMSHh B4
Juryudnruuv ubrSnhULENh YU6MLARONRG3NKL

Unwup Gwyjwnju
Cwjwunwup wyhwnmwlwu nunbuwghnwlwu hwdwjuwpw,
n.g.[e., nngbin

Pwuwih pwnbp - pwllwht hwnjwsd, wpnwhwudwu
Ywnnigwop, nunbuwlwu fungbjhnieniuttn, hpthnpebipw)hu
qupywynpnud, wpryniuwpbpwywu ppuwtuwynpnid, hwjlw-
Ywu nuwnbiunipintu

<nnywond  ubpywywgynd £ <wjwunwuh  pwulwhu
hwwndwsdh b wpnwhwudwu dnnbubph ytpohu dhunnwdubpp’
pwgwhwjwnbiny hhduwlwu nunbuwlwu fungbjhnyeniuubpp’
suwjwd  wlyuhwyin  wéhu:  Oguwgnpdtiny  <wjwuwnwup
LUGUunpnuwlywu pwulyh wndjwiutpp b wnunph Ywonnuwywu
Jpéwywagpnieiniup® wyju hnnwdp ybpindnud £ Juplwynpdwu
dnntjutph  thnthnfunieynitutipp . wuwnbunyeywu  wwppbip
ninpunutipnud b wpunwhwudwu Yunnigywdph thnthnfunigyntu-
ubpp: Ubp pwgwhwjnnwdubpp gnyg GU wwjhu wpryniuw-
pbpwywu  nnpnp - Juwplywygnpdwu  Jdniwhnghs  wuynud
qniquiigywd hhthnpbipwiht U uwwnnnuywu Ywplytiph qquih
wény: Pwgh wjn, dbtup Uywwnud Gup nunbuwlywu wbdh

21



hwdwp pwulwnpdtp dtwnwnutph YGpwwpunwhwudwu JdGoé
Ywfudwénieiniu, husp hwpgbp £ wnwowgunud Lwjwuwmwup
ubpywjhu nunbuwlwu ninnt Yuyniunigjwu yepwpbppu: Uu
htitmwgnuinieyniup twywuwnnud £ <wjwunwuh Shuwtuwyw
hwdwlwpgnud huwpwynp nhuytiph pdpnudwup b pungdénwd £
wpnwhwudwt  pwqwih  nhytipupdhluwgdwu  wuhpwdtio-
nnLjnLun:

Submitted: 04.07.2024; Revised: 22.07.2024; Accepted: 08.08.2024

22



DOI: https://doi.org/10.59503/29538009-2024.2.14-23

CHALLENGES OF GREEN SCHOOL QUALITY ASSESSMENT

lluta Arbidane
Rezekne Academy of Technologies, Latvia
Ph.D. in Economics, Professor
[luta.Arbidane@rta.lv
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Abstract: The Green School Quality Standard offers criteria
for integrating holistic institutional and sustainable development
education, that demonstrate commitment to green education,
integrate environmental principles and climate action into the
delivery of school educational services. The ultimate goal of the
standard is to provide a complete educational roadmap, that
ensures continuity and interdependence between educational
stages, from early years to higher education.

In article recommendations are made for improving the
implementation of the audit for quality of green education,
discussing also the road map for completing audit processing of
the results from activity of the green school.

Keywords: green education, quality assurance, quality
standard, sustainable development, audit of learning outcomes

JEL codes: ]121, J126
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Research aims: to study the specifics of green education audit
implementation and based on it to present ways to improve the
quality of education.

Research novelty: based on the characteristics of green
education, recommendations were presented in the direction of
increasing the quality of educational outcomes.

Introduction

The term "green school" is defined as an educational
institution, that transforms the whole institutional approach (WIA)
into education for sustainable development (ESD), with particular
emphasis on climate change issues (Vukic, T., Jovanovi¢, M. and
Todorovic, D., 2021). It is necessary to asses, how schools have
adaptable to climate change, transform into flexible learning
spaces, innovation hubs where learners and local communities can
acquire the necessary knowledge, skills, values and attitudes to
address the impacts of climate change (Laurie, R., Nonoyama-
Tarumi, Y., Mckeown, R. and Hopkins, C., 2016). The term
"school" refers to all educational institutions, including both
formal and informal learning environments (Monroe, M. C., Plate,
R. R., Oxarart, A., Bowers, A., and Chaves, W. A., 2019).

Research results
Educational institutions play a crucial role in promoting
sustainable development as well as combating climate change
(Mkhitaryan A., Khachatryan N., Khalafyan N., 2020). They equip
the young generation with the necessary knowledge, skills, and
rules of conduct to promote sustainable development and

involvement in it (Kwauk, C., Casey, O., 2022). However, a survey
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by UNESCO in 2022 found that 70% of 17,500 young respondents
had limited ideas about climate change, despite having learned
some knowledge about it (UNESCO, 2024).

UNESCO research found that almost 47% of curricula in 100
countries do not cover climate change issues. All of this requires
a collaborative effort by governments, education policy makers,
educators and teachers to create Green Schools prepare for
learners to be climate-ready by promoting sustainability and
encouraging their involvement in mitigating the impacts of climate
change (Shin, H. and Akula, S., 2021).

This is where school accreditation becomes an important tool
for green education management. By applying standardized
quality criteria, accreditation schemes provide a measurable
framework for assessing an educational institution's commitment
to supporting sustainable development (Mock Cop, 2023).

The Green School Quality Standard offers criteria for
integrating holistic institutional and sustainable development
education that demonstrate commitment to green education,
integrate environmental principles and climate action into the
school's educational service delivery (UNESCO, 2024). The
ultimate goal of the standard is to provide a comprehensive
educational roadmap, that ensures continuity and connectivity
between educational stages from early years to higher education.
With that, a problem is posed.

v to identify the special criteria of the Green School, which
encourage educational institutions to adopt sustainable and
innovative practices, to increase the awareness and perception
of the surrounding environment, a joint responsibility between

25



the school and the community (lyengar, R. and Kwauk, C.T.,
2021),

v’ to propose a universal standard for evaluation and
accreditation of Green Schools for various socio-economic,
regional and cultural spheres, while contributing to the
promotion of equality, the accessibility of inclusive education
for sustainable development,

v’ create mechanisms to promote continuous improvement
culture with accreditation opportunities,

v’ to support the active contribution of Green Schools in the
implementation of sustainable development, thereby
supporting the prevention of climate change risks, the
preservation of biodiversity and other challenges (Rousell, D.
and Cutter-Mackenzie-Knowles, A., 2020).

The Green School quality standard is presented in four main
areas.

Management of schools. In green schools, governing bodies
promote sustainable development, establish policies that support
participatory decision-making, and promote the involvement of
various stakeholders, including learners, educators, and
community actors.

Opportunities and actions. Green schools implement
sustainable practices in areas such as alternative energy, water
use, waste management, cafeteria and building and schoolyard
design, thereby reducing the impact of greenhouse gas emissions
on the environment (Tshughuryan, A,, Khachatryan, N. 2023).
also forming a culture of ensuring the health and well-being of
students and staff, corporate responsibility for environmental
protection in the surrounding community (Rousell, D. and Cutter-
Mackenzie-Knowles, A., 2020.).
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Teaching and learning. At the heart of Green Schools is the
integration of traditional learning with sustainable development
education curricula, enabling students to develop critical thinking,
problem-solving skills and a sense of global citizenship,
empowering them to effectively address complex climate and
sustainability challenges (McKenzie, M., 2021).

Community involvement. Green Schools collaborate with
diverse communities, thus expanding learning opportunities and
resources through community engagement, turning Green
Schools into centers for finding solutions to the climate crisis and
sustainability challenges (Kwauk, C., Wyss, N. 2022).

Table 1. Accreditation issues in Green Schools

Accreditation Management Educational
Objectives Functions Institutions
Reviewing the Creating an Approving the

standards of the
educational
programs

Defining the
minimum and
necessary standards
of green education

Until 2030 Inclusion
in 50% of schools
participating in
climate change
management.

accreditation road
map

Harmonization of
green education
programs

Make as a global
target to

climate change.
50% of schools by
2030
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accreditation
scheme in line with
existing school
standards.

Revision of the
accreditation
mechanism in the
context of the green
education standard
Be consistent in
achieving the
integration of green
education and
traditional learning



Basically, the actors in the process of accreditation of Green
Schools face the following problems (see Table 1).

Case Discussion. The college has set itself the goal of

pioneering green education, aiming to transform curricula and be
among at least 50% of educational institutions aspiring to become
Green Schools by 2030. To reach the minimum threshold to meet
the standard, it is necessary to integrate at least one-third of the
recommended activities for each of the four main areas of the
Green School, identifying at least one essential activity.

School Management. The College has a comprehensive

Green School Vision and Policy which sets out to combat climate
change, optimize resource management and promote sustainable
practices through inclusive decision-making and active
engagement with the surrounding community.

Opportunities and Actions. The College reduces risks by

improving climate protection, as well as promoting alternative
energy and water conservation, waste management, especially
engaging students in monitoring in these areas.

Teaching and Learning. The College incorporates sustainable
development and climate change education into its curriculum,
demonstrating a commitment to the continuous development of
students' environmental competencies.

Community Engagement. Colleges raise community
awareness of climate change and responsibility, with the
involvement of various stakeholders by organizing campaigns,
joint environmental events and green applications.
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Conclusion
The audit of green education quality is a multifaceted
consideration of learning outcomes, based on the inclusiveness of
educational programs, on-site research results, as well as the
generation of knowledge driven by students' applied actions (see
Table 2).

Table 2. Directions expected from auditig ofqualitative results

Directions  Expected qualitative results

Manage- The College has a comprehensive Green School

ment of vision and policy that addresses climate change,

schools optimizes resource management and promotes
sustainable practices through inclusive decision-
making and active engagement with the
community.

Opportu- The College reduces risks by improving climate

nities and protection, as well as promoting alternative

actions energy and water conservation, waste
management, particularly by engaging students in
monitoring in these areas.

Teaching The college includes sustainable development and

and climate change education in its curriculum,

learning demonstrating a commitment to the continuous
development of students' environmental
competencies.

Community  Colleges raise community awareness of climate

involvement change and responsibility, with the involvement of

various stakeholders by organizing campaigns,
joint
environmental events.
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Abstract: Peace and ways to achieve it have always been
among the most important concerns of mankind. The age of war
and peace is tied to human history. Food has been a human need
since the beginning, and agriculture and food production have
been integral throughout human history. There have been many
wars over food, food resources, and agriculture.

However, the question addressed in this article is how to make
food and agriculture a means to achieve peace. This has happened
in the past, either after improving relationships between countries
from enmity to friendship or, more rarely, during a time of
transformation. There is still the possibility that this approach
could become a component of peace agreements, making them
stronger. Considering that no two cases are ever completely
similar in historical events and human sciences, it is possible to

34



propose a new theory or suggestion by examining the most
correlations.

Keywords: peace, agriculture, food security, reconciliation,
hunger crisis

JEL code: Q18

Research aims: hypothesize how food and agriculture can be
made a means to peace.

Research novelty: food security cooperation has been
argued to be a key point of establishing peace between countries.

Introduction

Trade in food and agricultural products has existed between
neighbouring countries and beyond for centuries. Today, this
trade is huge and has reached $1.75 billion according to FAO
statistics (According to the United Nations News, 2021).

Only a portion of this extensive volume of global food trade
results from food production cooperation between countries, the
exact amount of which remains unknown. However, whether joint
food production has positively impacted the political relationships
between nations is the central question of this research. Indeed,
there is a belief that food production and trade can transform
from mere components of global commerce into a profitable
process that fosters closer ties among countries. The purpose of
this article is to highlight the importance of agriculture and food
security in strengthening peace between countries.

It can be said that food dependencies among countries should
be transformed into cooperation in joint food production. Instead
of viewing the food trade as a soulless, purely profitable structure

or assuming it as a threat to others’ dependence, we can use it as
35



a bridge to connect nations. Unfortunately, as seen in the Ukraine
war, the food trade can also be wielded to exert pressure (BBC
News, 2023, April 12).

There are cases of cooperation between countries in the field
of food production, which has made the bond between those
countries stronger, both in the relationship between the two
countries and in the structure of a regional organisation One of
these collaborations was between China and Russia or ASEAN
member countries.

It can be said that the unique approach of this article is a
targeted examination of how cooperation in the fields of food
security and agriculture can facilitate the transition from conflict
or disputes to peace and reconciliation between countries. Here,
cooperation in food security is not defined as an outcome of peace
but as a means to achieve it.

Methodology
In this research, library studies and the review of news and
events have been utilised. Content analysis of theories has been
conducted to apply them, along with case and historical analysis
of events. This research is based on two foundations: ideas and
hopes, and historical events, and it aims to connect them.

Research Background
Niemi's interpretation of agricultural relations between China
and Russia has strengthened the ties between these two strategic
partners, particularly concerning China’s food requirements.
China aims to utilize Russia’s extensive agricultural land to fulfill
its food requirements (Niemi, May 2024). A China Daily article by
36



the Center for Latin American Studies secretary-general examines
the close agrarian cooperation between China and Latin America
within the Belt and Road Initiative framework. The article
discusses the significance of this agrarian cooperation as a pillar
of economic collaboration between China and 22 Latin American
countries (China Daily, 2023, August 25). The Vorhaben article
published in the Wilson Center investigates the effects of the
North American Free Trade Agreement (NAFTA) on food.

The article examines the challenges, solutions to the problems,
and benefits of this agreement. From the author’s point of view, a
233% growth in agricultural and food trade between the three
countries is one of the achievements of this agreement. These
capabilities led to the update of this cooperation document, now
called The United States-Mexico-Canada Agreement (USMCA).
(Vorhaben, 2021, September 17).

The theoretical basis of this solution

The global community has perpetually oscillated between two
contrasting views: realism and idealism. Although various views
and theories have been prevalent among thinkers and theorists to
define events and give solutions, it is possible to place a large part
of them into one of two categories in the political reactions of the
world, or somewhere between them, or as a mixture of both
categories of political beliefs. Realism, emphasizing military,
political, and economic superiority, has led to the development of
infrastructural capabilities and uneven prosperity among nations.
In the real world, as global or regional powers vie to capture as
many markets as possible, they engage in political and economic
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disputes. Meanwhile, less privileged or exploited nations grow
increasingly dissatisfied with this harsh world order.

When countries exhaust all options or resort to threats, global
and regional peace hangs in danger. The historical trajectory of
uneven growth among countries and power competition - both at
the global level and within societal class differences - poses a
threat to global security. Communism emerged as a notable
outcome of this process. However, across different centuries, the
consequences of this sinister competition and exploitation of
nations have manifested in various forms. The devastating First
and Second World Wars serve as prime examples.

In response to these wars and their profound destructive
impact, the world sought solutions. The League of Nations was the
initial attempt, but it did not fully materialize. Subsequently, the
world faced the horrors of World War |l. After the Second World
War, the United Nations (UN) was established - a testament to the
efforts of individuals with humanitarian convictions. Th The grim
chronicles of these wars and their far-reaching consequences
prompted a more profound examination of the interplay between
individuals and society and their reciprocal impact. The
perspectives of structuralism and constructivism emerged as a
result of these research endeavors decades, the UN and its
dedicated staff have worked tirelessly to promote peace.

Yet, the UN’s effectiveness is influenced significantly by the
policies and ideologies of member governments. The Security
Council, responsible for security, political decisions, and sensitive
matters, operates with limited representation from select
countries - some of which hold veto power. Conflicting interests

among major powers within the Security Council and regional
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conflicts in other UN areas often impede peace and the
advancement of human rights. While the UN has successfully
prevented many wars and crises, it has also faced failures. The
Food and Agriculture Organization (FAO) and the World Food
Programme (WFP) have emerged as a result of the specialization
of United Nations sub-groups. Their focus lies in producing and
providing specialized assistance in the field of food.

The intellectual basis of this article for the path of
peacebuilding through cooperation in the field of agriculture and
food is rooted in various theoretical perspectives, some of which
can be briefly examined.

Economic liberalism, in its philosophical structure and theory,
insists on countries' cooperation to achieve global security and
what causes international peace. In this direction, legal
coordination and the creation of structures will be the duty of
governments to pave the way for the free cooperation of the
private sector between countries (International Trade Council,
2023. November 25). Another theory that can have dual utility is
the Democratic Peace Theory, which posits that democracies are
more peaceful in their foreign relations. This can be extended to
cooperation in various fields, including agriculture. The theory,
rooted in Immanuel Kant’s essay “On Perpetual Peace,” suggests
that liberal democracies engage less in war with each other and
promote peace through economic interdependence and
cooperation (Reiter, 2012, October 25).

Another theory that can help to define the solution presented
in the article is Functionalism, along with its newer version,
Neofunctionalism.  Functionalism discusses the role of

international organizations and encourages countries to cooperate
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in non-political fields to become closer to each other
(thekootneeti, 2022, September 18). Also, neo-functionalism is a
theory of regional integration that focuses on how non-state
actors, such as interest groups and international organizations,
contribute to the creation of stronger supranational institutions. A
classic example of Neofunctionalism in practice is the European
Union (EU).

International and Regional Efforts Towards Food
Cooperation

One of the first organizations to recognize food as a crucial
aspect of global communication and a foundation for the human
rights of nations is the Food and Agriculture Organization (FAO).
Established on October 16, 1945, the FAO operates as one of the
specialized agencies under the United Nations (FAO, 2024, June).
Inter-American Institute for Cooperation on Agriculture (lICA):
[ICA is a collective dedicated to promoting sustainable agricultural
practices and moving toward a future where agriculture is not only
productive but also a driver of climate resilience (11CA,2024, June
8).

The Association of Southeast Asian Nations (ASEAN) also has
been actively involved in agricultural cooperation. ASEAN’s
collaboration in agriculture and food dates back to 1968, initially
focusing on food production and supply. Over time, the scope
expanded to include broader areas such as agriculture and
forestry (ASEAN,2024, June 9).

In the European Union, there are also mechanisms for
solidarity and cooperation between members in agriculture and
food. The Directorate-General for Agriculture and Rural

40



Development (DG AGRI) is an important institution in the
European Commission. DG AGRI promotes the sustainable
development of European agriculture and ensures the well-being
of rural areas. (European Commission, 2024, June 9).

Would be From Enmity and Differences to Friendship and
Cooperation between Countries?

History’s response to this question has often been positive,
and we have witnessed such transformations many times. The
process of turning enemies into countries with peaceful relations
occurs frequently. However, the central issue is whether we can
actively demand and expedite this process or whether we must
wait for long-term historical developments. But today, especially
after the Second World War, this matter has been successfully
accelerated in some cases.

France and Germany

Relations between Germany and France: World War |l left a
terrible legacy for the whole world. These horrifying memories
have become more prominent in Europe. After World War I,
Germans felt guilty about European and American society. A
terrible defeat that was much more difficult than the First World
War and only added to the instability of the defeated nation.
During this period, almost everyone had to face the loss of loved
ones; About 8.8 million German civilians and 5.5 million German
military members died in World War Il. Those who survived
usually faced long-term mental and physical problems, a huge
destruction had taken over the whole country and in fact, the
German land was moving towards disintegration. There were few
resources for reconstruction, no communication with the outside
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world, and millions of people living in destruction. (Loveland,
2020).

After the overthrow of Germany in 1949, it was under the
control of the United States, the Soviet Union, Great Britain, and
France. Soviet forces remained in the Eastern European countries
liberated from the Nazis by the Red Army (Cyril E. Bloack et al,
pp. 57-103, 2000).

However, the examination of the conduct of the occupying
countries in Germany, including France, revealed significant
differences compared to the actions of the victors in the First
World War. The behaviour of the victorious countries, especially
France, was very harsh toward defeated Germany after World
War |. The Treaty of Versailles imposed severe conditions on
Germany, leading to economic difficulties and widespread
discontent. (Godfread et al,2015). During World War [, the Allies
maintained a naval blockade of Germany, resulting in severe
suffering and death among the German civilian population due to
food shortages and disease. Estimates suggest that between
478,500 and 800,000 civilians died from starvation-related
causes (Kramer, 2020).

Perhaps, in the first step of Germany’s recovery in the form
of West Germany, the fear of the Soviet Union and its supremacy
in Eastern Europe played a role. The fear of the Soviet Union
outweighed the concern about restoring German power, leading
France to cooperate with its two other allies, the United States and
the United Kingdom.

The next step was the plan to rebuild Europe, which had been
devastated by the war and the threat of communism. The U.S.

reconstruction program culminated in the Marshall Plan. General
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George C. Marshall, the 50th U.S. Secretary of State during
Truman'’s cabinet, devised this wise plan to aid Europe’s recovery.
(Mills, 2008, p. 195). While the primary goal of the Marshall Plan
was to rebuild Europe and prevent the poverty that had given rise
to Nazi Germany and communist groups, it also significantly
contributed to the rapprochement of Western European
countries, including West Germany and France.

Another key figure in this context was French Minister and
Prime Minister Robert Schuman. While he is primarily known as
the driving force behind the proposal to establish the Council of
Europe and the European Common Market, he also championed
forming a federation between France and Germany in 1950. This
vision included a common currency and a joint army, aiming to
foster peaceful unity between the two nations. Although this
specific idea was not fully implemented, it served as a precursor
to the European Coal and Steel Community (ECSC) (Valls, 2016,
August).

Trade agreements within the European Union (EU) have a
positive impact on the agriculture and food sectors. These
agreements result in a significant increase in EU agricultural
exports, with a more limited increase in imports, creating a
positive trade balance overall. Additionally, these agreements have
implications for EU internal trade. In 2023, the value of goods
traded between EU member states (intra-EU trade) reached
€4,102 billion.

Today, France and Germany collaborate through the Common
Agricultural Policy. These policies prioritize preserving life in
European villages, ensuring agricultural security sustainability,
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and protecting the environment. They also govern European
markets (European Commission, 2024, July, 24)
South Korea and Japan

The relationship between Japan and South Korea has had
many ups and downs. In the 19th century, Japan had its eyes on
Korea, seeking land and resourcesUnfortunately, the resistance of
Koreans lacked support from other countries, leading to Korea’s
complete annexation by Japan from 1910 until the end of World
War Il (Kim, 1962). Sending more than 100,000 Korean men to
war, some of whom were forced, and also using thousands of
Korean women as forced sex workers in the Japanese army are
among the darkest aspects of Japan’s colonial era (Soh, 2001).

The fighters for Korean independence, with the support of
China, Russia, and the United States, began forming groups and
fighting against the Japanese colonial army until Japan finally
surrendered in 1945. At the end of World War I, Korea regained
its independence based on the agreements of the Yalta
Conference. Although this was a prelude to the division of Korea,
Soviet forces were positioned above the 38th parallel, while US
and later UN forces were stationed south of that line. Drawing
from its history, South Korea deliberately avoided diplomatic and
commercial relations with Japan, making this stance the
foundation of its independence.

Later, North Korea launched an attack on South Korea with
the support of Pyongyang. However, American forces and the
United Nations, along with their allies, resisted this aggression,
and the two Koreas returned to the designated border. Diplomatic
relations between Japan and South Korea were eventually

established in 1965.
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Is economic cooperation always the final solution to resolve
political and economic disputes?

There is no simple answer to this question. In general,
independent countries cannot be forced to cooperate. However,
they can be encouraged or pressured to do so. The feasibility of
such efforts depends largely on the magnitude and nature of the
differences between the countries, as well as their respective
forms of government.

Ideological Differences

When regimes in involved countries hold stark ideological
disparities, even shared economic interests may fail to force
cooperation. In many cases, these regimes prioritize their national
interests over the well-being of their citizens. For example, the
enduring differences between Cuba and the United States. Also,
despite potential economic benefits for North and South Korea,
despite historical tensions, there have been instances of
cooperation between North and South Korea. However, the North
Korean regime’s actions, such as deactivating joint factory
infrastructure, demonstrate the challenges of sustaining
cooperation in the face of political differences.

Another challenging case involves disputes over borders or
territorial integrity. Such disputes sometimes escalate to war or
have the potential for permanent conflict. An example of this can
be observed in the tensions between Taiwan and China, as well as
between India and Pakistan. While there are trade relations
between China and Taiwan - India and Pakistan

Has there been a successful case of cooperation despite the
persistence of ideological differences?

45



The relationship between Vietnam and the United States can
be considered a successful example of how countries with a history
of enmity can become great partners. Although the depth of this
relationship is primarily economic, the economy plays a crucial
role in guiding relations between countries. Looking at Vietnam’s
business partners and their importance in partnership with this
country provides interesting information. The first five countries
in trade with Vietnam in 2021 are as follows: United States:
US$96.3 billion (28.7% of total Vietnamese exports), China: $55.9
billion (16.7%), South Korea: $21.9 billion (6.5%), Japan: $20.1
billion (6%), Hong Kong: $12 billion (3.6%) (World's Top Exports,
2024. August).

The Vietnam War was a great tragedy that left bitter memories
between the two sides and is remembered for the social
movements surrounding it. In the early 1990s, Vietnam began
improving its relations with Western countries, culminating in a
special trade cooperation agreement with the United States from
2016 to 2019 (Atreides, 2023). In 2022, Vietnam’s total exports to
the United States were valued at $109.46 billion and food product
exports to the United States in 2022 were approximately $4.54
billion

The relations between Jordan and Israel can be considered
another example of the relations between two countries that were
enemies in the past and are friends today. After the formation of
the Israeli government, Jordan, along with other Arab countries,
went to war with Israel several times: in the Israel War of
Independence in 1948, the Six-Day War in 1967, and the Yom
Kippur War in 1973. Although there was no conflict between the
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two countries after that, until 1994, the relations between the two
countries were identified as being in a state of war.

In October 1994, with the efforts of the United States, the two
countries signed a peace treaty (Wadi Araba Treaty), and Jordan
became the second Arab country to establish official relations with
Israel. Since then, the two countries have had various economic
and political cooperation. In 2022, the trade volume between
Jordan and lIsrael was significant. Jordan’s exports to Israel are
approximately $290 million and Israel’s exports to Jordan are
roughly $72.8 million. The food and agriculture exports from
Jordan to Israel were around $23.08 million (Central Bureau of
Statistics, 2024).

In October 1995, a cooperation agreement was signed in
various fields, including the agriculture cooperation between
Jordan and Israel. One of the areas of cooperation was in the field
of agriculture. The two countries aimed to develop new markets
for agricultural products in the east of the Jordan River Valley.
Companies were established to market common agricultural
products between the two countries, utilizing Israeli technologies
(Jewish Virtual Library, 2024, Aguest, 8).

Cooperation in Agriculture and Food Security in Peace
Agreements

When cooperation in the field of agriculture and food between
enemy countries is considered to encourage peace, it seems that
discussing these cooperations in peace talks will be more effective.
The sooner the ties of cooperation are fostered between the two
warring countries, especially in the field of agriculture and joint
food production and security, the more cooperation will be

needed. Experiences in this field have been observed in the past.
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For example, the peace treaty between Israel and Jordan
signed on October 26, 1994, can be referred to, which includes
specific provisions for cooperation in agriculture.

Suggestions

According to the mentioned cases, proposals for peace
negotiations between countries can be considered. It is beneficial
to have representatives from the Secretary-General of the United
Nations as well as the FAO present in peace or reconciliation
negotiations between countries with enmity or deep differences.
Their presence can help assess the capacity of the involved
countries and mediate to establish peace. Cooperation in the fields
of agriculture, food production, and trade is crucial.

It is suggested that international mediators (preferably with
the presence of UN representatives) should incorporate provisions
for food and agricultural cooperation in all peace agreements.
Additionally, countries seeking peace and reconciliation could be
encouraged to invest in each other’s agricultural sectors or food
production factories, making this a bilateral effort. Another
approach is to establish joint production lines for agricultural and
food products, allowing parts of a product to be completed and
exported to other countries.

Conclusion
It is not possible to provide a specific solution that can be used
to create peace in all conflicts because the nature of conflicts
between countries varies. Some conflicts are border disputes,
while others involve competition for global positions. However,
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what is clear is that today’s world, due to its high population and
climate changes, is experiencing a severe food production crisis.

Although there is food in many countries, food security is
threatened by high inflation. Therefore, food and agriculture are
crucial issues in global cooperation.

Even countries with significant differences are compelled to
ensure food provision. It is challenging to force conflicting
countries to cooperate in the field of food security, which is a
sensitive aspect of national security. However, if countries are
willing to establish peace and friendship, food security can be a
valuable tool to strengthen bonds between them. This solution is
feasible and beneficial for many countries that follow a logical
approach based on national interest.
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Abstract: Maintenance services play a significant part in the
RA economy and come in third place in terms of GDP formation,
after industry and agriculture. Additionally, the country has seen
an unparalleled expansion in service delivery in recent years,
which creates significant difficulties for the management of
commercial operations in the sector. In this context, it is critical
to draw attention to the current issues with business operations
pertaining to service delivery and offer solutions, which have been
discussed in the article.

Particularly noteworthy are the insightful remarks made in the
essay regarding RA-served solutions to issues pertaining to the
sustainable development of services. Proposals were also made
for the creation of high-caliber human resources and the
innovative support of company operations, which creates
prospects for the provision of services that meet international
competitive standards.

Keywords: competitive services, competitive business,
service sector, service development strategy, service quality
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Research aims: to identify the peculiarities of the field of
services in Armenia and evaluate the interaction between service
activities and consumer-organization cooperation.

Research novelty: based on the particular approach of
international experience, the implementation of innovative tools of
services in RA are suggested, which is effectively affect the speed
of that sector's development.

Introduction

The managerial and organizational characteristics of the
service industry are subject to quick changes, necessitating
innovative and competitive methods from the industry.
Furthermore, the service sector experiences constant pressure
to maintain competitive positions due to its frequent interactions
with the global economy. This is especially true of the services
industry in RA, which focuses primarily on commercial, hotel,
tourist, and telecommunication services while continuing to strive
for worldwide standards. If RA's financial services, especially the
banking industry, and international standards and operate within
the parameters of Basel regulations, then many other service
sectors' business issues, such as those pertaining to sustainable
development, human capital involvement, and entrepreneurship-
based organization are still need to be resolved (Bostanjian V.
2014).

There are several definitions of service, but no universally
accepted definition of service has yet been developed. Philip
Kotler defines service as, "A service is any activity or result that
one party can offer to another and that is generally intangible

and does not lead to possession of something. Services may be
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produced or rendered in relation to the material degree of their
output.” (Kotler F., Kartajaya H., Setiawan A. 2019)

Service is an economic activity that directly satisfies the
individual needs of society members, households, various types
of organizations, associations, the demands of companies, public
demands, which are not expressed in material form (Service
Definition, https://www.britannica.com/dictionary/service). Any

service rendered on a business basis is considered a service
under the General Agreement on Trade (GATS). The service is
typically manifested through a certain utility, or beneficial impact,
and isn't always represented in a tangible product (The General
Agreement on Trade in Services, https://trade.ec.europa.eu/access-

to-markets/en/content/general-agreement-trade-services-gats)

Research results
The focus of service delivery has moved from the economic to

the social domain (tourism, healthcare, and education) at the
current stage of economic management, thereby resolving
socioeconomic issues. This makes it possible to focus on
addressing the requirements of the populace, such as transport
and telephone communication, as well as all types of service
economic entrepreneurship (The General Agreement on Trade in
Services).

Thus, target variety is one of the features of the service
organisation. Simultaneously, the process of altering the amounts
of services provided in RA in recent years has shown variation (see
Table 1).
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Table 1. Services delivery volume trends of change
compared to the previous year (%) in RA

Index 2017 2018 2019 2020 | 2021

Total services 114,6 119,0 114,6 86,0 108,5
of which

Individual 110,5 122,6 | 97,5 49,1 142,0

Source: www.armstat.am./ Statistical Yearbook of Armenia,
2022, p. 420
One of the characteristics, that make up intangible assets, is

the delivery of services. In essence, the outcomes of providing
services are not tangible, have no outward appearance, and are,
of course, not measurable in terms of materials. As a result, the
product looks material. The service is not a tangible item, but the
meal can be touched, felt, and tasted. In some ways, the economic
assessment of quality is complicated by the fact that the outcome
of service delivery is primarily determined by the level of customer
satisfaction.

Simultaneously, some servicesm like the catering industry and
scientific research activities, whose products (innovations) are sold
combine the physical production of material goods with the
provision of services; in other words, the production and the
provision of services are inseparable. These services are finding
widespread practical application. The procedures of service
supply and realisation are typically carried out simultaneously
since they are not typically carried out at various points in time.
As a result, the characteristic of the service delivery process is
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typically the inability to accumulate outcomes and the absence of
reserves.

In light of the aforementioned situation, the customer takes
part in the development and direct realisation of service
outcomes. Because the creation and consumption of service
results are typically done simultaneously in the same location,
without storage or transfer to the sale market, the sale market for
services does not function in the traditional sense of the word.
This is because, in the real sector of the release of material goods,
the consumer primarily avoids production processes by his
presence and satisfies his needs in the product market. In this
sense, the services offered are distinguished by the fact that, in
contrast to the actual economy, the receivables created by
purchasers do not account for a sizable amount of the assets, but
also have short-term repayments (Tshuguryan, A., 2010).

A comparatively large percentage of workers in the economic
process and the labour-intensive nature of the output are
characteristics of the service industry. Because service delivery is
structured with a comparatively big workforce, labour
expenditures account for a sizable portion of the overall cost of
services. Additionally, the sector incurs a relatively high
percentage of retraining expenses due to the more dynamic
changes in quality criteria for service delivery.

Subjective in nature, the qualitative aspects of service delivery
outcomes rely on regional, national, and religious approaches in
addition to the customer's specific needs. As a result, different
customers may not give the same service the same rating for
quality.
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With the ultimate purpose of meeting their wants, the client is
the most important component of service delivery. The customer's
total contentment, which motivates them to utilize the service
again, is determined by the quality of the service delivery. The
second important player in service delivery is the service worker.
They represent the firm and its customers; thus, they have an
obligation to work in their best interests.

The delivery system consists of the organization's culture,
certain regulations, and the tools and equipment needed to
provide services. The delivery system during service supply can
be conditionally separated into visible and unseen components for
the customer. The visible or main segment, sometimes referred
to as the contact zone, is the area with which the client directly
interacts and which needs to be designed to meet the demands
and preferences of the customer. The component known as the
auxiliary assures the procedures that need to be completed prior
to the moment of visibility while being undetectable to the
consumer.

Because they are invisible to the customer, auxiliary tools for
service delivery cannot be substantially incorporated into the
physical environment. The service delivery environment is the
actual setting in which the service is rendered and used by the
client. The provision of services in Armenia is mostly related to
lodging, leisure, and entertainment planning, all of which
generate substantial revenue flows.

However, we believe that the service industry needs a greater
proportion of scientific research and development, which is
currently low in our nation and does not help to stimulate new

processes in the service sector. According to an analysis of
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services offered in Armenia, Yerevan, the country's capital, has a
concentration of them (see Table 2). This means that in the regions
of the republic, there is still no proportional distribution of
services according to the population size or territorial features.

Table 2. Structure of Service Yolumes by Regions and the

City of Yerevan (%),
Index 2017 2018 2019 2020 2021
Republic of Armenia 100 100 100 100 100
Yerevan 80,9 81,8 83,4 87,0 86,8
Regions 19,1 18,2 16,6 13,0 13,2

Source: www.armstat.am./ Statistical Yearbook of Armenia,
2022, p. 425
Particularly when it comes to healthcare, professional

education, and cultural services, the people who live in the
republic's provinces currently require more services than those
who live in the capital. These needs stem from the unequal
distribution of service sectors throughout Armenia's geography in
addition to financial difficulties. In this sense, the problem of
broadening the scope of service delivery in rural communities
(culture, healthcare, household services, transportation, trade,
etc.) persists, despite the fact that some of these issues in the
regions have been partially resolved over the past ten years in the
areas of financial, banking, and communication services.

The calibre of services offered is another obstacle to
entrepreneurship in Armenia's service industry. In the service
industry, quality is difficult to define because there are five main
points of view:
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1. Abstraction: This viewpoint holds that service quality is a
concept that can only be identified and assessed after the service
outcome has been consumed. To put it another way, "quality
cannot be defined until the final consumption of the outcome,"
which makes prompt managerial decision-making difficult.

2. Outcome Orientation: In this scenario, quality can be
quantified using a variety of metrics, including the "durability" of
the service rendered, the quantity of customer registrations in the
retail complaint book, and the acceptance and fulfilment
schedules for orders.

3. Consumer Orientation: In this case, the "usability" of the
offered service as seen by the customer serves as the foundation
for determining quality. Even while the service may produce high-
quality results, it might not satisfy each customer's specific needs
if it is delivered in an unorganised manner.

4. Process of Service Outcome construction: This method
compares the actual data of the outcome delivery with the
intended normative indicators to define quality during the
construction of the service outcome.

5. Orientation Towards Yalue Creation: In this instance, the
balanced demands of the service outcome producer and the
customer are used to determine the value of quality. In other
words, when a balanced scenario is established in the motivational
domain of both producers and customers, a substantial value is
attributed to service quality.

Managers in the service industry struggle to measure and
value quality since there are several ways to define it. Nonetheless,
the theory offers the following metrics for evaluating quality:
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a) The service outcome's indicators, which together determine
its quality. For instance, the number of seconds it takes to
accelerate to 60 km/h is another indicator of an automobile
engine's quality.

b) Add-on features that complement the service outcome but
do not constitute its primary component, such as the audio and
video systems found in automobiles.

c) Assurance: When there is assurance that the result will fulfil
its intended function within the given timeframe and under the
given conditions, such as office equipment operating in
accordance with established protocols.

d) Compliance, where the service outcome satisfies
operational certification standards, such the amount of fuel used
by an automobile during a 100-kilometer drive.

e) Longevity, which refers to how long the service output will
last until it experiences moral or physical deterioration.

f) Convenience of consumption: when a travel agency, not the
traveler, purchases plane tickets, insurance policies, and visas, the
customer does not encounter any challenges during the service
delivery process.

g) Aesthetic enjoyment, which is the customer's subjective
assessment of the service outcome's look, flavour, and aroma.

h) Quality perception, which leads to consumer evaluations of
the quality-of-service results based on factors such as branding,
advertising, transferred experience, and so forth.

Another point of view holds that, from the standpoint of the
customer, the quality of services rendered can be assessed using
the following five factors: tangibility, comprehension, trust,

responsiveness, and dependability.
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However, without a clear focus on scientific research and
advancements, companies in the Republic of Armenia's service
industry may eventually become less competitive. According to
recent data reports, the indices of the physical volume of services
are trending downward in that direction (see Table 3).

Table 3. shows the Republic of Armenia's physical service
volume indicators (as a percentage of the prior year)

Index 2017 2018 2019 2020 | 2021
Total services of 114,6 119,0 114,6 86,0 108,5
which:

Accommodation and 19,4 132,0 |126,3 | 58,1 161,0

public meals
Entertainment and 124,4 | 134,7 |122.0 | 85,0 69,2
recreation
Scientific research 102,0 | 93,3 101,5 93,7 96,7

and development

Source: www.armstat.am./ Statistical Yearbook of Armenia,
2022, p. 430

Conclusion

The following aspects of entrepreneurship in Armenia's
service industry still need to be improved.

First, when entrepreneurship in the service industry is not
predicated on the production of innovative ideas, there are now
concerns of diminishing competitive positions. Even while service
delivery is somewhat short-term in terms of time, it is now not
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economically justified if it alone guarantees financial gain and
profit. Service delivery is becoming more competitive in the
entrepreneurial climate, and companies who consistently
implement innovations in service delivery are gaining an
advantage. As a result, the present strategy for the service sector
must be centred on an innovative approach.

Furthermore, research services must be activated for
scientific research and the application of novel concepts,
particularly in the service sector, which is currently lacking in the
Republic of Armenia, according to statistical surveys.

Second, in order to ensure that entrepreneurship handles
concerns connected to environmental and human capital quality,
the service sector must currently be structured according to the
principles of sustainable development. Organisations in the
service sector that provide tourism, logistics, and other services
run the risk of losing their competitiveness if, in addition to their
own financial interests, they fail to regularly meet public
expectations, conserve resources, and prioritise environmental
preservation and the development of a skilled labour force.
Consequently, the growth of entrepreneurship in the service
industry is currently thought to depend critically on sustainable
development.

Third, entrepreneurship structured in the service industry is
being subject to new quality assurance standards. At the moment,
maintaining competitive positions in the service sector s
prioritised both qualitatively and quantitatively. The Republic of
Armenia's service industry is thought to be extremely
competitive, which creates new problems and opportunities for

quality control in business ventures. In this instance, service
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providers have the chance to preserve their competitive positions

in both domestic and foreign markets.
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Abstract: When applying control levers in the process of
implementation of public procurement, it is necessary to take into
account the relationship between public sector accounting and
public procurement, identifying the relationships between the
legal frameworks regulating the above areas.

Introduced in recent years, public sector accounting
standards, legislation, and legislative and by-laws governing public
procurement are closely related to each other and complement
each other; moreover, during accounting, control over
expenditures in the field of public procurement is implemented in
practice.

The relationship between public procurement and public
sector accounting is reflected not only in the disclosure of control
functions, but also in various economic operations, through time
and methodological differences in balance sheet items (assets,
liabilities) recognition.
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Research aims: The main purpose is to show the link between
public procurement and accounting and confirm the control
functions that have accounting over the procurement process in
public sector organizations.

Research novelty: The novelty refers to the fact, that in
practice there is a clear connection between accounting and public
procurement and it is important to demonstrate this connection
by revealing the interdependence of legislative acts.

Introduction
In the work, the legislative acts regulating the field of public
procurement and public sector accounting were studied, the
relationships between them were revealed, the control levers used
by accounting in the field of public procurement were highlighted
through the relationships, in order to optimize the management
of expenses made with state and municipal budget funds and

increase the credibility of financial reports.

The main goal of the work is to highlight all the control
functions by which the accounting of the public sector is
connected with the sphere of public procurement by revealing the

relationships of legislative acts.

The relevance of the article lies in the fact that there is still no
clear legal regulation that presents the connections between
accounting and public procurement, despite their similarities in
purpose. In addition, having been introduced only in recent years,
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the importance of legislative enforcement of public sector
accounting needs to be justified from the perspective of optimal
cost management through the introduction of control functions.

As a result of the research, the approaches to the recognition
of accounting articles in the field of public sector accounting and
public procurement were identified, the similarities and
differences were revealed, by revealing the relationships of the
legislative fields, control functions were identified, with which
public sector organizations can practically control the field of
public procurement through accounting.

Research results

According to the RA Law "On Procurement," procurement is
considered the acquisition of all types of goods, works, and
services through the conclusion of a contract with the selected
participant by the customer, as well as the acquisition of goods,
works, and services by the customer through donation of funds to
legal entities, and the acquisition of goods, works, and services
through exchange, including granting rights to the private sector
partner within the framework of public-private partnerships,
including trust management and concession transactions.

Customers are considered to be the state and local self-
government bodies provided for by the Constitution and laws of
the Republic of Armenia, state or community institutions, the
Central Bank of the Republic of Armenia, state or community non-
commercial organizations, organizations in which the state or

community has a 50% (fifty percent) or more share.
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According to the RA Public Sector Accounting Standard,
public sector organizations are considered to be state
management institutions, community leader offices, and state and
community non-commercial organizations (hereinafter referred to
as organizations).

Based on the mentioned legislative features, we can conclude
that organizations considered as customers under the RA Law "On
Procurement” are the public sector organizations defined by the
Public Sector Accounting Standard.

Here, there is a specific feature, particularly those state non-
commercial organizations that can independently make
operational and financial decisions during their operational
activities, supply goods, provide services with the expectation of
profit, can be considered state commercial organizations and
during their subsequent activities prepare financial statements in
accordance with the IFRS (International Financial Reporting

Standards) .

However, a state commercial organization has another
distinctive feature that differentiates it from private sector
organizations: state commercial organizations are controlled by
public sector organizations. This means that when organizing their
procurement processes, organizations must disclose the nature of
control by identifying the realization of control rights and the
opportunities to benefit from these organizations to determine
whether they can organize public procurement processes without
following the procedures defined by the RA Law "On
Procurement”. If the organization is purchasing goods, then after
signing the purchase contract and the acceptance of the goods by
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the responsible subdivision acting as an expert for those goods,
the goods become the property of the organization. However, in
accounting, the purchased goods are considered an asset and are
recognized in the financial statements when it is probable to
estimate the future economic benefits from the asset and the cost
can be measured reliably. If the organization cannot reliably
measure the costs incurred (or to be incurred) on the given
goods/asset, the purchase of goods is reflected as an expense
rather than an asset. This is another supervisory function in
accounting for public procurement procedures.

The same applies to the recognition of liabilities. A liability
must be recognized in the financial position statement when:

1. the organization has an obligation at the end of the

reporting period as a result of a past event,

2. it is probable that an outflow of resources embodying
economic benefits or service potential will be required to
settle the obligation,

3. the amount can be measured reliably.

In the procurement process, the acquisition of goods,
services, or works naturally leads to the formation of liabilities for
the organization. However, in accounting, the formation and
recognition of these liabilities occur when the above three
conditions are met.

If the procurement process has taken place according to the
procedures, the contract is signed, but the criteria for measuring
liabilities are not met, then it is considered a contingent liability in
accounting until the appropriate measurement criteria are met.
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After revealing the conditions for meeting the criteria for
recognition and measurement of assets, organizations are
required to account for the assets by classifying them into current
or non-current asset groups. Such classification is again based
on the main provisions of the Public Sector Accounting Standard
and the expediency of their use or application in the organization’s
statutory/operational activities. Accurate classification of the
organization's assets ensures the reliability of the organization's
financial statements. Reliability is ensured both when preparing
the balance sheet and other financial statements.

Accurate classification of current and non-current assets helps
to clearly distinguish in the balance sheet, accurately conduct
liquidity analysis of the balance sheet.

In income statement, information on procurement is
summarized through accurate classification of expenses, revealing
what expense item the obligation formed by the purchased goods
or received service constitutes.

In the cash flow statement, the separation of assets into
current and non-current allows for accurate classification of the
cash outflow caused by the procurement object: attributing it to
operational activity in the case of current assets, and to investment
activity in the case of non-current assets. According to the RA Law
"On Public Sector Accounting,” accounting is mandatory for
organizations. The law also stipulates that it is mandatory to
conduct accounting based on the chart of accounts of public
sector organizations. The generation of economic transaction
entries through the chart of accounts enables the disclosure of the
purpose of procurement, the classification of the acquired goods
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as assets, and the type of asset, thus ensuring the reliability of
financial statements.

Let’s illustrate the supervisory functions of accounting
through a conditional example with the chart of accounts. If the
provision of services by public sector organizations is carried out
through budget financing, the related expenses are recorded
under account 0711 "Outflows for acquiring services from state
management institutions or community leader offices with
budgetary funds."

The cash outflows for the repayment of debts or prepayments
related to the acquisition of services from state management
institutions and community leader offices with budgetary funds
are reflected with the following entries:

Dr 0711 "Outflows for acquiring services from state
management institutions or community leader offices with
budgetary funds"

Cr 252 "Treasury accounts"
Cr 255 "Unified treasury account”

Through such entry, organizations separate the expenses
incurred for providing services with budgetary financing. For the
acquisition of supplies from suppliers, the following entry is given:

Dr 211 "Raw materials and supplies”

Dr 216 "Goods"

Dr 218 "Low-value or quickly-wearing items"

Cr 521 "Accounts payable for domestic purchases”

The payment of cash for the acquisition of supplies is recorded
as:

Dr 0426 "Outflows for the acquisition of materials"
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Dr 0522 "Outflows for the acquisition of production supplies”

Dr 0523 "Outflows for the acquisition of goods for resale”

Dr 0524 "Outflows for the acquisition of supplies for
consumption”

Cr 251 "Cash"
Cr 252 "Treasury accounts"
Cr 253 "Bank accounts"

Another supervisory function that ensures the link between
public procurement and accounting is the disclosure of the
connection between the cost estimates and procurement plans of
public sector organizations. According to RA Government
Decision No. 390-N of 2017 "On approving the form of the
procurement plan, its filling and publication procedure,"
organizations are obliged to publish information on their
procurement plans for the current year in the procurement
bulletin by February 1 after the approval of the respective cost
estimates for the planned expenses for that year.  In the cost
estimates, expenses are presented according to economic
classification and purpose, with the corresponding classification in
the treasury system.

In the treasury system, the classification of expenses is done
based on RA Minister of Finance Order No. 5-N "On approving
the classifications and instructions for the application of the
budgetary and public sector accounting” According to the RA Law
"On the Treasury System," the management of budgetary cash
resources in public sector organizations is carried out through the
treasury system.

After the approval of the cost estimates, the expenses included

in them are separately entered into the treasury system with the
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corresponding accounting classification monthly, quarterly, and
annually. Then, later organizing the public procurement process
according to the corresponding procedures and signing the
procurement contracts, they are entered into the system.

For each contract entered into the system, it is necessary to
apply the supervisory function of accounting: accurately
accounting for the procurement contract with the corresponding
procedures and precise accounting classification of the expense
item. This function allows for the creation of reliable financial
information, accurately accounting not only for the number of
procurement procedures in quantitative and monetary terms but
also for the precise selection of expense items.

For the precise selection of expense items, in addition to the
above-mentioned supervisory function, it is also possible to
separate the transactions/contracts types defined by the RA Law
"On Procurement" to which the provisions of the RA legislation on
procurement do not apply (employment contracts, services
provided by officials conducting criminal, administrative, or
judicial proceedings in cases provided by law, transactions related
to the trust management of securities, etc.)

This implies that in the process of parallel management of
procurement and accounting, it is necessary to clearly distinguish
between work performed under labor and civil contracts and the
corresponding contracts concluded as a result, to ensure accurate
accounting and compliance with legislative requirements for
organizing procurement procedures.

It is also crucial to accurately distinguish contracts.
Specifically, if a civil contract for the provision of services is

initially concluded and it is later revealed that the contract
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contains elements of a labor contract, the provisions of the RA
Labor Code apply to it.

It is also important to reveal the nature of the work to be
performed before concluding a contract, based on whether it is a
one-time or periodic service: for one-time services, conclude a
contract for the paid provision of services, and for periodic work,
conclude a labor contract.

The main characteristics about the link between these two
areas, are represented in the Table 1.

Table 1. The link between public procurement and public sector
accounting’

establishments)

organizations are

not defined by law.

By their nature,
they can be
considered
participant
organizations.

Feature Public Public Sector
Procurement Accounting sphere
sphere

1. Determination of State non- State non-
the organizational- commercial commercial
legal form organizations are organizations are
(particularly state considered separated from
commercial and non- | customers. State state commercial
commercial commercial organizations to

determine which
accounting
standards they will
follow in their
activities.

! Composed by the author
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2. Recognition and

measurement of
assets and liabilities

Payment is made
based on the
concluded contract
and the resulting
acceptance act for
the acquired goods
or services,
recognizing the
corresponding
asset or expense
and liability.

Assets and
liabilities are
recognized in the
balance sheet only
if the inflow/outflow
of future economic
benefits is expected
from/to the
organization, and
the value can be
measured reliably.
Until such reliable
measurement,
there is a time
difference between
public procurement
and public sector

accounting.
3. Classification of According to the According to
expenses purpose of nature
execution
Conclusion

Summarizing the analyses conducted in the study, let us

highlight the supervisory functions by which the public

procurement area is connected with public sector accounting and
controlled by the latter. Accurate selection of the organizational -

legal form of organizations to ensure the reliability of future

financial statements. Recognition and accounting of assets and
liabilities by linking them with the contracts to be concluded

through public procurement procedures.
Truthful classification of cash flows according to the purpose

in the cash flow statement, classification of expenses in the

77




treasury system according to purpose and harmonization with the

classification of expenses by nature in public sector accounting,

precise differentiation of expenses through the chart of accounts

and the formation of cash outflows, and also clear distinction

between contracts implying procurement and those that do not,

based on the provisions of the Labor and Civil Codes, are ensure

accurate accounting and compliance with legislative requirements

for organizing procurement procedures.
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Abstract: The coefficient of financial independence is an
important indicator characterizing the level of financial stability of
the organization. It reflects the level of use of own funds by the
company to carry out its activities. This indicator is also an
important analytical tool for investors, creditors and management
personnel, as it helps to assess the level of risk associated with the
company's financial policies and its ability to ensure financial
stability in the long term. The article proposes a new approach to
assessing the minimum necessary amount of equity capital for the
organization and the sufficient (smallest) level of the coefficient of
financial independence based on it.
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Research aims: explore new possibilities for assessing the
financial independence and autonomy of organizations.

Research novelty: a new methodology for evaluating the
financial capacity of organizations' independence was proposed.

Introduction

The coefficient of financial independence is an important
indicator  characterizing the financial condition of the
organization, and in particular the level of financial stability. The
authors consider that "financial stability" coincides with the
concept of "financial independence" and is characterized by a
number of indicators (Kurilova, A. A. 2014). In the professional
literature, there is also an opinion, that the financial stability of
the enterprise is characterized by two categories: financial
independence and solvency (Grachev A. V. 2006). The financial
stability of the company is characterized as "a certain state of the
company's accounts, which guarantees its constant solvency"
(Sheremet A.D. 2009).

Financial stability implies the ability of the enterprise to
maintain the actual or target financial structure over a long period
of time. Notes, that financial stability in the long run is
characterized by the ratio of own and borrowed resources. "It
depends above all on the general financial structure of the
enterprise, the degree of its dependence on creditors and
investors" (Kovalev V. V. 2011).
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Defines financial stability as "guaranteed solvency,
independence from random structural changes of the market and
the behavior of partners" (Grachev A. V. 2006), considering main
indicator to be the presence of net liquid assets, which, according
to the author, is the difference between liquid assets and short-
term urgent liabilities (Efimova O. V., Melnik M. V. 2007).

A more specific consideration of financial stability is also
proposed, noting that "the financial stability of an economic entity
is the state of its monetary resources, which ensure the
development of the enterprise mainly at its own expense,
maintaining sufficient solvency and creditworthiness, under
conditions of minimal entrepreneurial risk" (Bocharov V. V.
2009). This definition reflects a conservative approach to financial
policy in the enterprise.

An opinion is presented that "Financial stability of an
enterprise is the ability of a business entity to operate and develop
in a changing internal and external environment, to maintain the
balance of assets and liabilities, which guarantees its solvency and
investment attractiveness in the long term, within the limits of the
permissible level of risk" (Savitskaya G.V. 2009). In this regard,
the development of new approaches to the assessment of financial
independence of organizations is important.

Research results
A comprehensive index characterizing financial stability is the
coefficient of independence. Basically, there are two types of
independence ratio: equity concentration ratio and independence
ratio. The choice of this or that factor in the practice of financial
analysis depends on the analyst's preference (Kreynipa, M. N.
1998).
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In the practice of financial analysis, the following standards of
sufficient levels of equity capital concentration (Financial
independence) and financial independence ratios have become
widespread:

Equity/(Balance sheet total>0.5;
Equity /(Debt capital >1

The logic of setting the minimum level of the equity-borrowed
capital (Financial Independence Ratio) ratio to 1,0 is based on the
following: if all creditors demand their funds at the same time,
then the organization, realizing its assets, will be able to pay off its
obligations while maintaining ownership of the organization. This
statement can be countered in the sense, that equity is not
equivalent to the amount of money used to pay off liabilities.

Essentially, equity capital is invested in various assets that have
varying levels of liquidity. This means, that the organization's
ability to repay liabilities directly depends on the structure of
assets, that is, the degree of liquidity of assets. In organizations
with different asset structures, the permissible ratio of equity and
borrowed capital is different. To assess financial stability, first of
all, it is necessary to calculate the minimum necessary amount of
equity capital to ensure financial stability. Equity characterizes the
total value of funds owned by the enterprise, which is used to form
a certain part of the assets (Kurilova, A. A. 2014).

Determining the necessary (sufficient) amount of equity capital
for a specific organization in the current period is based on the
requirement of the accepted rule of financial management. in
order to ensure an acceptable level of liquidity and financial
stability. It is necessary that the organization can finance the most
illiquid assets at the expense of its own funds. This means, that the
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formula for calculating the minimum necessary (sufficient)
amount of equity capital will look like this:
Minimum required equity (MRE) = Most unilliquid assets (1)

The problem here is determining the size of the most unliquid
assets, because different branches of the economy, even different
enterprises of the same branch, differ in the structure of assets.
In this sense, in the case of internal financial analysts of each
organization should classify assets according to their liquidity level
and separate the most illiquid assets. In the case of external
financial analysis, analysts do not have such an opportunity, and
in this case, we suggest that non-current assets, material stocks,
unfinished production and given current advances be classified as
the most illiquid assets.

By comparing the minimum necessary amount of equity capital
determined by the calculation procedure with the actual amount
of equity capital, conclusions can be drawn regarding the
adequacy or insufficiency (deficit) of equity capital in the given
organization.

Thus, the necessary minimum amount of equity capital to
ensure financial stability can be calculated by the following
formula:

Minimum required equity capital = Most illiquid assets = Non-
current assets + Material inventories + work in progress + Current
advances made (2)

Calculating the minimum required amount of equity capital
enables determining the maximum allowable amount of borrowed
capital magnitude as follows.

The maximum allowable size of borrowed capital = Actual total
of the balance sheet - The most illiquid assets that must be
financed of equity capital. (3)
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or

The maximum allowable amount of borrowed capital = Actual
total of the balance sheet - The minimum required amount of
equity capital. (4)

The sufficient level of the independence indicator is calculated
as the ratio of the minimum required amount of equity capital to
the maximum allowable amount of borrowed capital.

Equity minimum /Debt capital maximum )

In order to calculate the sufficient (minimum) level of the
equity capital concentration ratio, it is necessary to relate the
minimum required amount of equity capital to the actual amount
of assets (the balance sheet total).

Equity minimum/Total of the balance sheet ()

It is necessary to compare the calculated satisfactory
(minimum) levels of the coefficients with their actual levels. On the
basis of that comparison, conclusions can be made about the
sufficient or insufficient level of financial stability of the
organization.

It should also be noted that the difference between the actual
and satisfactory (minimum) levels of the coefficients provides
particularly important analytical information. In essence, the
positive value of this difference can be called a reserve of financial
independence, and the negative value can be called the level of
financial dependence. If the actual size of the coefficients
decreases in dynamics, but the difference between their actual
and sufficient (minimum) levels remains unchanged, it can be said
that the level of financial stability of the organization does not
change.

An increase in the specific weight of equity capital, other
things being equal, can lead to a decrease in the level of return
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on equity capital. The question here can be formulated as follows:
if the result of financial leverage is positive, is there a limit beyond
which the share of borrowed capital cannot be added to the total
amount of liabilities?

In the case of a positive result of financial leverage, borrowed
capital can be increased as long as this increase does not threaten
the financial stability of the organization and the safe level of the
organization's dependence on external sources. In other words,
this increase is permissible within the limits of the financial
independence reserve of the organization.

By ensuring the necessary level of financial stability, the
organization can allow a progressive rate of growth of borrowed
funds compared to the growth rate of equity capital (if the cost of
borrowed funds is lower than the level of profitability of equity
capital), thereby contributing to the growth of the volume of
production activities and the level of profitability of capital.

Let's note once again that we are talking about the percentage
of equity, not the absolute amount. A decrease in the absolute
amount of equity capital is definitely unacceptable and
characterizes the organization's activity from a negative point of
view.

If the organization does not provide an acceptable level of
financial stability, how can it affect its financial position?
Arguments are often heard that in organizations with a favorable
position in the market, a significant excess of the ratio of borrowed
funds compared to equity is sometimes observed, and at the same
time these organizations do not have problems. As we have already
mentioned, financial stability is the characteristic of maintaining
the solvency of the organization not at the given moment, but in
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the future (the solvency level of the organization at the given
moment is characterized by liquidity ratios).

Therefore, organizations with a low level of financial stability
may not have problems with repaying their obligations in the
current period. Problems arise during fluctuations in the financial
market and in crisis situations. In the conditions of the global
economic crisis, the first to have problems were organizations with
a low level of financial stability.

The reasons for the deterioration of the coefficients
characterizing the level of financial stability and the levers for their
improvement (optimization) are obvious. As we mentioned, the
equity capital concentration ratio (financial independence ratio)
reflects the level of the organization's dependence on borrowed
capital (total equity/liabilities) and is determined by the evaluation
of the organization's performance in the long term. From the point
of view of the long-term perspective, long-term and short-term
liabilities cannot be separated in terms of the need for repayment,
because they have to be paid sooner or later.

For this reason, the total amount of borrowed capital is
considered in the assessment of financial stability, in contrast to
the analysis of liquidity, where long-term liabilities are equated
with equity capital, since they are not required to be repaid in the
near future.

If we replace the sum of liabilities with the sum of assets in the
declaration of the above formula, it becomes obvious that the
decrease in the level of equity capital concentration ratio is the
result of the progressive growth of assets compared to the growth
of own sources of financing, which leads to the inevitable increase
of borrowed funds.
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Conclusion

Thus, the reasons for the increase in the share of borrowed
sources of financing and which lead to a decrease in the level of
the equity capital concentration ratio are as follows:

1. Reduction of equity capital. It may be due to losses,
significant dividends declared (declining retained earnings), asset
accounting impairment (decrease in value from previous
revaluation of non-current assets), or slow equity growth due to
low profitability or a small proportion of retained earnings (self-
financing). Low level.

2. Capital investments, the size of which exceeds the growth
of own sources of financing in the same reporting period (growth
of non-current assets exceeding growth of equity capital).

3. An increase in the amount of current assets that exceeds
the increase in the amount of equity capital, which may be due to
the following circumstances:

v" increase in production volumes, in which case the increase in
current assets is inevitable;
v"and/or a slowdown in current asset turnover.

In order to ensure a sufficient (minimum) level of
independence, it is necessary that the growth of the maximum
illiquid assets does not exceed the amount of the growth of the
organization's own capital, taking into account the difference
between the actual and the maximum allowable amounts of
borrowed capital of the previous period.

Growth of the most illiquid assets (non-current assets + most
illiquid current assets) < Increase in the amount of equity capital
+ actual amount of borrowed capital of the previous year -
maximum allowed amount of borrowed capital of the previous year

(7).
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If the organization does not have a reserve of financial stability, on
the contrary, there is a certain level of financial dependence, then
the formula will be modified as follows:

Growth of the most illiquid assets (non-current assets + most
illiquid current assets) < Increase in the amount of equity capital -
the actual amount of borrowed capital of the previous year + the
maximum allowable amount of borrowed capital of the previous
year (8).

Essentially, such calculations make it possible to carry out a
predictive analysis aimed at improving the structure of assets in
order to restore or maintain the level of financial stability.
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Abstract: Currently is essential to carry out encountered
monitoring, that is to evaluate the reasonableness of income and
expenditure budgeting with an alternative observation. In this
regard, the article proposes to calculate linear functions of the
trends of deviations of financial results and through them to
estimate the frequency of the formation of deviations, which can
be an alternative stimulus in the process of evaluating the validity
of budgeting in food producing companies. With the parameters
of the linear function of deviation trends, it is also proposed to
make comparisons between the changes in the estimated
quantities of income and expenses and to find optimal options.

Keywords: budgeting, manageral accounting, variance
trends, decesion making, food industry

JEL codes: M40, M 41

Research aims: propose an alternative view of revenue and
expenditure budgeting, with the aim of assessing the of fair
budget presentation.
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Research novelty: proposed an alternative observation
mechanism for estimating the reliability of expenditure and
income budgeting of food production, using parameters of linear
functions of trends in deviations from estimates.

Introduction

The implementation of income and cost managerial accounting
in food processing organizations significantly improves the
competitive position of business activities. In this regard, the food
industry is no exception, where budgeting provides an opportunity
to organize administrative accounting of deviations in financial
results and to form an institute of responsibility for adverse
deviation results. Mechanisms for accounting for deviations from
budgeted costs and revenues have been repeatedly presented in
the professional literature (Mezhlumyan A., 2019), management
report forms also have been proposed (Chupalaev M.R., 2014).
The assessment of the validity of the financial results estimates,
using traditional analytical methods, was also emphasized (Fateeva
S.V., 2019). However, this process is quite laborious and difficult
to achieve in practice (Tochilkina O.E., 2019). In this regard, there
is a need to take an alternative approach when evaluating the
reliability of budgeting of financial results of production, making
a behavioral observation of deviations (Arbidane, I., Khachatryan,
N., Martirsosyan, N., 2023).

Reserach results
Starting from the middle of the 19th century, along with
financial accounting, managerial accounting also found its
practical application, the information of which was originally a
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commercial secret and was used by internal management for
decision-making (Gafurova, N.G., 2013). However, currently,
certain results of management accounting gradually left the
internal scope of information privacy and were addressed to
external stakeholders, both for business considerations and in
terms of maintaining the principles of corporate social
responsibility, ESG (environmental-social-government) concept
(Asatryan K. 2023).

As a rule, in the reports of the financial results of the
organizations, the costs of the reporting period are presented with
their actual amounts, and in the management accounting reports
with estimates and deviations from them, for which the authors
offer a number of additional reports in the professional literature
(Hakobyan A., Tshughuryan A., Martirosyan G. 2023).

Thus, according to "Elola" CJSC (in 2023, it was predicted to
procure 3 million liters of milk at an average price of 180 AMD
for 1 liter - only 540.0 million AMD, but in fact 1.7 million liters
were procured at an average price of 150 AMD for 1 liter - for

255.0 million AMD ) in 2023. With the presented indicators of

expenses in the cheese export department (see Table 1),
accounting correspondences of managerial accounting were
formulated with the required information chain "expenditure
estimates + deviations = actual expenses".

Account correspondence regarding deviations from the cost
estimates of "Elola" CJSC

v' the expenses of the reporting period of the organization
were formulated, with estimated amount/million drams/
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Table 1. Deviations of the reporting period from the estimates of
issuance costs in "Elola" CJSC - 2023 (million drams)

Production | Estimated Actual | Deviations
costs
Favorable Unfavorable
Materials 561,78 239,98 | -321,8
Salary 76,4 51,73 -24,67
Overhead 128 129,68 +1,68
Total 766,18 421,39 | -346,47 +1,68
Dr Production ....... 766,18
Cr Expenditure budgets ............... 766.18

v' the expenses of the reporting period of the organization

were formulated in actual value.

Dr Expenditure Estimates

Cr Actual COSt..........cccevviiiiiiiicn 421.39
- deviations of actual expenses from the budgets of the reporting
period of the organization were formulated.

Dr Expenditure estimates

Cr Item Deviations in terms of materials

Cr Salary deviations
Cr Variances on overhead expenses.

..... (1.68)

v"deviations from the expenses of the reporting period were

attributed to the main production;
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Dr Expenditure deviations.................cccccccccceeeenn. 344.79
Cr Production..............ccccceeeeeece... 344.79

Dr Finished products..............ccccccceuueeennnee. 421,39
Cr Production.............cccc.coeuvviueninnnnn, 421,39

When implementing budgeting, we propose to establish
control in the "opposite direction”" as well, that is, not only on the
formation of deviations of actual expenses from the established
estimates, but also on the justification of budgeting of expenses.
If at "Elola" CJSC in 2023 favorable deviations were recorded for
the item’s "materials”, "salary", which are many times greater than
the deviations recorded for the item "overhead expenses" (see
Table 2), then in such a case it is necessary arises to assess the
validity of the established estimates, because the fact of presenting
their definition at a deliberately low level from realistic norms is
not excluded.

For this purpose, we propose to establish control over the
process of creating estimates, not only in a traditional way, but
also in an alternative way, using trend assessments of changing
indicators. Thus, Table 2 shows the deviations from the
established cost estimates in "Elola" CJSC in 2023 on a monthly
basis, which allows to calculate the deviation trend of each expense
item (see Table 3).
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Table 2. Deviations from the established cost estimates in "Elola"
CJSC in 2023, on a monthly basis (million drams)

2023 Materials Salary Overhead
January -24 5 0,2
February 32 -7 0,3
March -10 -1 -0,6
April 47 -15,67 0,4
May -50 7 0,8
June -60 -17 0,9
July 20 23 -0,6
August -70 6 0,68
September -80,8 17 -0,71
October 35 27 0,8
November -90 27 -0,43
December -71 2 0,26

The linear function of the trend of change for each
expenditure item from the established estimates allows to show an
alternative approach to the justification of the budgeting process.
Thus, the coefficient k of the linear function y = kx + b of the trend
of deviations from cost items in "Elola" CJSC presented in Table 3
shows the activity of changing deviations during the reporting
period, which is the highest for the cost item "Materials".
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Table 3. Linear functions of the trend of deviations from the
estimates of expenditure items in the reporting period of 2023 of
"Elola" CJSC

Cost items A linear function of the trend of
deviations from the estimate

Materials y =-6,7098x + 16,797
Salary y =-0,0029x + 0,1603
Overhead y = 0,2914x -3,9502

Therefore, from the point of view of control, the activity of
such emerging deviations is an additional impetus to once again
review the cogency of the established estimate, i.e. to evaluate the
process of forming deviations of the "Materials" expense item in
terms of the validity of the estimates, because the coefficient k is
the largest in this case, and the activity of changing the trend
function is the most prominent.

Conclusion

The process of budgeting the financial results of production
implies not only the identification of deviations of income and
expenses from the estimates, but also the assessment of the
justification of the budget articles defined on the basis of these
deviations. In this regard, it is appropriate to carry out an
alternative assessment of the validity of the established estimates,
when linear functions of the identified deviation trends are
calculated and assessing the reliability of budgeting with their
parameters. In this case, the accountability of managerial
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accounting of production financial results becoming more

credible.
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Abstract: The International Standard on Climate-Related
Disclosures IFRS- S2 is to require an entity to disclose risks and
opportunities, that can reasonably be expected to affect the
business cash flows, its availability of financing or the formation of
the cost of capital in the short, medium and long term. The article
examines the ways of information presented in the financial
reports of organizations as a result of the prevention of climate
change risks by business.
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JEL code: M40

Research aims: to present the possibilities of presenting
financial results, arising from business activities aimed at
preventing climate change risks in published accounting reports,
according to Climate-Related Disclosures IFRS- S2 standard.

Research novelty: justified reporting the financial results of
climate change risk prevention in the business chain of
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organizations in such a way as to simultaneously provide scenario
assessments and comparative analyzes.

Introduction

Business financial results have traditionally published
according to international standards and pursued private
interests. Business partners have assessed their partnership risks
after examining the financial results of the organization's activities
(Demir, M., Min, M. 2019).

However, the presentation of environmental risk assessment
and prevention information as a result of business activities, which
also contains financial results, is now emphasized (Adams, C.A.
2019). For this purpose, the IFRS-S2 international standard was
put into effect, which outlines the directions in which
organizations should present the risks of their activities related to
climate change and the possibilities of their prevention (Esmaeilian
B., Sarkis J., Lewis K. 2020).

Therefore, it is also important to comment on the financial
results of the fulfillment of obligations undertaken by
organizations aimed at preventing the risks of climate change as a
result of business activities (Acsinte, S. and A. Verbeek 2015).

Research results
The structure of the international IFRS S2 standard of
"Climate-related Disclosures" in financial statements is consistent
with the IFRS-S1 standard and consists of "Management”,
"Strategy”, "Risk Management", "Measurements and Targets"
sections.

The purpose of financial disclosures related is to enable users
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of financial statements to understand the governance processes,
controls and procedures that an organization uses to monitor,
manage and monitoring climate-related risks and opportunities.

Strategy

The purpose of climate-related financial disclosures on
strategy is to enable users of financial statements to understand
the organization's strategy for managing climate-related risks and
opportunities. In particular, the organization should:

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

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

c) explain how the organization defines the «short-term»,
«medium-term» and «long-term» domains, and how they are used
by the organization to make strategic decisions.

Business model and value chain

The organization shall disclose information, that enables
stakeholders to understand current and expected climate-related
risk impacts and opportunities on the applicable business model
and value chain. At the same time, the standard proposes to apply
a scenario analysis on the impact of the climate on the part of the
organization with the existing risks, by which the business model
will be subject to changes in the foreseeable future. In the
professional literature, scenario analyzes of the prevention of
climate change risks are presented, where the value promotion of

business activities aimed at sustainable development is outlined.
104



Solar

| panels
.-_...\\ "X" LLC .".
Metal
I': smelter
o | compan -
/" Filter RIVE VAN
manufac [ Metal
| t-urer | | buyers
\ __."Z" LLC Y, X

Figure 1. The value chain business model of metal
foundry comoany
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Here, the fact that the financial consequences caused by
actions to prevent climate change risks are not localized within the
framework of one organization, but are represented by business
value, is particularly important here (Acsinte, S. and A. Verbeek
2015). Each of the business stakeholders is interested in
prevention of negative risks affecting the climate change, so the
results of each of them are presented in the financial reports
published by the organization.

Thus, "Matal" smelter OJSC publishes financial statements for
the year 2023, in which it also presents information related to
climate change in accordance with IFRS. S2 international standard
requirements.

The metal smelter emits greenhouse gases as a result of
technological processes, with an intensity of 60% at the moment.
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However, moving its activities to the field of sustainable
development, it is aimed to reduce greenhouse gas emissions as
much as possible, bringing them to 0% intensity by 2030 (2023 -
60%, 2024 - 55%, 2025). - 40%, 2026 - 30%, 2027 - 25%, 2028
-15%, 2029 -10%, 2030 - 0%). Moreover, for every 1% of emission
intensity, the smelter pays an environmental fine of 0.5 million
annually. For this purpose, the metal smelter plans to buy exhaust
gas filtering equipment from the "Z" construction plant with a cost
of 360 million drams and a useful life of 6 years.

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

Buyers of the finished products of the metal-foundry are also
on similar terms, and in their long-term purchase contracts, they
specify 2% sales price increments, if "green energy" is used during
metal casting and greenhouse gas emissions are reduced by at
least 5%. compared to the previous year.

Taking into account all this, the metal smelter plans to include
in the value chain of its business model "X" LLC, a manufacturer
and servicer of solar panels (see Figure 1), to which it will supply
metal pillars on preferential terms. “X" LLC also cooperates with
"Z" hardware factory.

The financial results of "Matal" foundry OJSC for the year 2023
are briefly presented as follows:
v"income from sale: 300 million AMD
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realization cost: AMD (200) million AMD

taxable profit: 100 million AMD

profit tax (18%) (18) million AMD

environmental fines: (30) million AMD

net profit: 52 million AMD

According to the requirement of IFRS-S2 stnadart, the smelter

N N N NN

will include scenario interpretations of climate-related risks.

Scenario 1: When "green energy" is not used in the business
value chain.

Scenario 2: When "green energy" is used in the business
value chain.

In the case of the two listed scenarios, the formation of the
financial results of the steel mill in the short-term, medium-term
and long-term is presented in Table 1, as an identification of
climate-related risks (Tsughuryan A., Grigoryan L. (2024).

"Starting from 2024, "Matal" company adopts the path of
sustainable development, installing ventilation filters in metal casting
technologies and using "green energy". Due to the amortization
allocations for the operation of expensive air conditioners, the net
profit of the company is sharply reduced (see Table 1), which may
negatively affect the future investment intentions of the shareholders.
But on the other hand, the "Matal" company considers its activity on
climate change in the value chain of the business model. If "green
energy" is used in the partnership framework, then after 6 years
there will be an opportunity to receive a grant from the government
to purchase air conditioning equipment, which will sharply increase
the company's net profit.
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Table 1. Scenarios of presentation financial results when using "green energy" (million AMD)

Indicators [ 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030
First scenario
Income 300 300 300 300 300 300 300 300
Cost of sales (200) | (260)** | (260) (260) (260) (260) (260) (260)
Profit before tax 100 40 40 40 40 40 40 40
Tax profit (18%) 8 | 72 | 72 | 72 | @2 | @2 | 72 | @2
Eco fines (30)* | (27,5) (20) (15) (12,5) (7,5) (5) 0
Net profit 52 5,3 12,8 17,8 20,3 25,3 27,8 32,8
Second scenario

Income 300 306 306 306 306 306 306 306
Cost of sales (200) | (263,6) | (263,6) | (263,6) | (263,6) | (263,6) | (263,6) | (200)
Profit before tax 100 42,4 42,4 42,4 42,4 42,4 42,4 106
Tax profit (18%) 8) | 6) | 7.6) | 76) | @76 | 76) | 7.6 | (19
Eco fines (30)* | (27,5) (20) (15) (12,5) (7,5) (5) 0
Net profit 52 7,3 14,8 19,8 22,3 27,3 29,8 87

*300x1.02= 306,  **60x0.5, 55x0.5, ***200+360/6, ****200+(360/6)x1.06
Source: Tsughuryan A., Grigoryan L. (2024)



Conclusion
Accountability of the business activities of organizations should

not only focus on changes in financial results and capital, but also

take into account reporting on climate change. In this regard, it is

important to present such a report that will contain financial

information on the prevention of negative risks of climate change

by organizations not only on a localized basis, but also with the

entire value of business activities. Such information allows users

of financial statements to assess an organization's ability to
address the negative effects of climate change.
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Abstract: The evaluation of the financial position has
traditionally been carried out by the results of the commercial
activities of organizations and basically pursued private interests.
Business partners made investment plans based on such
assessments, analyzed partner risks and considered the competitive
positions of commercial organizations in the market. However,
currently commercial organizations are considered not only from
the point of view of financial stability, but also from the point of view
of the social responsibility of their activities to the public, and the
existing international standards require the publication of combined
financial reports, which assess financial risks of public interest. The
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article proposes new approaches to assessing the financial position
of organizations in the context of corporate social responsibility.

Keywords: financial ratios, corporate social responsibility,
environmental risks, IFRS-S1, integrated financial statements

JEL code: M48

Research aims: to present new approaches to evaluating the
financial position of organizations. that will reflect public interests
in addition to commercial interests.

Research novelty: proposed innovative indicators for
evaluating the financial position of commercial organizations, which
are used when analyzing the performance of social responsibility
formed as a result of business activities.

Introduction

Traditionally, the financial position of commercial organizations
has been mainly assessed by four groups of indicators, which are
liquidity, autonomy, business activity and profitability (Gulluscio, C.,
Puntillo, P., Luciani, V., Huisingh, D., 2020). Moreover, separate
discussions of these indicators are considered not effective,
because the improvement of the level of profitability may occur at
the expense of the loss of autonomy, or the enhancement of
business activity indicators may be accompanied by the damage of
autonomy (Fisher, J.A., Patenaude, G., Giri, K., Lewis, K., Meir, P.
M., 2014). For this reason, professional literature supports the
complex assessment of the financial situation, when financial
stability is characterized from all mentioned sides (Tshughuryan A.,
Hakobyan A., Grigoryan L., Bayadyan A., 2022).
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However, at present, along with it, there is a problem of
expanding the scope of the complex assessment, taking into account
the financial consequences caused by the fulfillment of the social
responsibility undertaken by the organizations (Eng, L. L., Fikru,
M., 2022).

While conducting business activities and pursuing private
interests, commercial organizations must pursue the service of the
public interest and publish financial reports on the extent to which
they contribute to the preservation of the environment and support
sustainable development. Possessing such information, it is possible
to use indicators characterizing sustainable development along with
traditional financial ratios.

Research results

The international accounting standard IFRS-1, which came into
effect in 2023, set itself the goal of regulating published reports in
the context of sustainable development (General Requirements for
Disclosure IFRS-S1). At the same time, more emphasis was placed
on the findings related to the prevention of sustainable development
risks, the possibilities of activities carried out by the organization
with ESG approaches. Moreover, the IFRS-1 standard aims at
organizations to publish integrated reports that combine financial
and non-financial information, which gives rise to various
interpretations in the professional literature (Alekseeva, |. V.,
Khlynova, A. S., 2022).

However, the problem becomes more complicated, when
questions are asked about how to evaluate the financial situation of
commercial organizations in the context of social responsibility.
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When organizations pursue public interests in addition to their
business interests, they sacrifice financial results to a certain extent,
as additional resources are spent on environmental protection. In
this regard, there is a need to evaluate the formation of financial
results, taking into account the degree of social responsibility
assumed by the business, which we propose to implement in three

steps (see Figure 1).

Recording CSR

financial «Step |
information
Nomination of
>| CSR financial «Step I
ratios
Combining
traditional and «Step Il
CSR financial P
ratios

Figure 1. Steps in evaluating financial results commercial
entities in the context of corporate social responsibility (CSR)?

Recording the financial results of corporate social responsibility

(see Figure 1) is practically meets difficulties. Although the

2 Created by the authors
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international SASB standards generate sectoral social responsibility
accountability formats (SASB standards), they are not always
related to financial information and mainly carry non-financial
information (use of alternative energy, saving water use, waste
recycling, etc.). In this regard, professional literature suggests ways
to present financial information on corporate social responsibility,
which are included in financial reports published by organizations
(Hakobyan, A., Tshughuryan, A., Martirosyan, G., 2023).

Financial ratios

Describing business Characterizing corporate
activity social responsibility
liquidity use of alternative energy

autonomy waste processing

prevention of green house
gases

business activity

use of substitute raw

| profitability materials

Figure 2. Combined representation of traditional and
corporate social responsibility financial ratios?

3 Created by the authors
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However, at the same time, researchers still do not offer
financial status assessment indicators related to corporate social
responsibility or sustainable development of organizations (see
diagram 1). In this regard, we propose such indicators that
harmonize with the ftraditional indicators characterizing the
financial situation of organizations (see Figure 2).

Conclusion

The success of commercial organizations is currently also
viewed through the prism of sustainable development, and in this
case, there is a need to apply financial ratios that characterize the
process of fulfilling corporate social responsibility. In this case, it is
important to combine the changing trends of traditional financial
indicators with the changing trends of corporate responsibility
indicators. And if it turns out that commercial organizations record
qualitative growth in the field of financial status arising from
business activities, and record regression in the field of support for
sustainable development, then in general, their financial status does
not receive a positive assessment from their partners, because
corporate social responsibility is avoided.

Therefore, in this case, the practical application of financial
factors characterizing sustainable development, can be sectoral,
but ultimately describe the course of performance of corporate
social responsibility undertaken by commercial organizations.
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Abstract: The analysis shows that the innovative transformation
in the banking system of Armenia is a multi-level process that has a
significant impact on the entire financial sector of the country. One
of the key aspects of this transformation is the deep integration of
modern technology into banking. This not only facilitates the
interaction of customers and banks, but also increases the level of
transparency and efficiency of financial transactions. The
innovation of the RA banking system contributes to the expansion
of access to financial services, enabling more people to use financial
services, especially where they were previously limited. It was
concluded that innovations and technological developments enable
the banking system to provide faster, safer and more convenient
services, reduce human errors and improve the efficiency of
processes. New technologies improve the level of security. All of
this is leading to greater competition in the banking industry, new
ways of working and strategies, and overall improvements in
customer service and financial operations (Egorova, A., A., (2015).
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But they also present new challenges, such as data protection and
security issues, as well as the need to use new technologies.

Keywords: Transformation, bank, innovation, technology,
digitization, service, customer

JEL codes: G21, G24, 033

Research aims: to find out what innovative changes have taken
place in the RA banking system in recent years and to what extent
they have contributed to the development of the banking system.

Research novelty: Banking innovations are constantly
evolving. The scientific novelty of the article is that RA commercial
banks should include their customers in modern innovations, as
well as invest in acquiring or developing new software solutions. All
these innovations together can significantly change the way banking
systems work, as well as improve customer experience and provide
greater security.

Research methodology: The research method helps to form a
full understanding of the scope and content of the study. The
following methods were used for studying the work: method of
studying scientific literature, method of analysis.

Research results

The banking system is one of the most dynamically developing and
stable sectors of the RA economy, where significant changes have been
observed in recent years. These shifts are manifested in the diversity of
financial products and high competition between banks. That competition
becomes more intense when Armenian banks try to keep up with the
innovations developed in the international banking system. Around the
world, banking innovation is developing in different directions, which is
transforming the way financial services are delivered and the capabilities
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(blockchain, Al, cryptocurrencies, chatbots, IB) (Inn Lee, Yongjae Shin
(2018). A banking innovation needs to have several mandatory
characteristics, including a certain degree of novelty, ability to meet
market demand, and commercial feasibility (Korsunova, N.N. (2020). If we
compare the technologies of Armenian banks with those of developed and
developing countries, particularly Russia, we will notice that our banks lag
behind the pace of development of modern innovations. We can see it in
the diagram below:
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Tajikistan  EE——T ]
Cyprus 28

Russia e 556
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m2021 m2022 m2023

Figure 1. The level of ownership of innovative banking products in
the population of a number of countries, 2021-2023, (%) [5]
Source: Our research results
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According to the chart, in such developed countries as Germany
and the USA, 67 and 70 percent of the population, respectively,
own innovative banking products. In 2023, the highest index was
shared by the USA, Russia's index is 52%. Among the neighboring
countries, the indicator of Georgia in 2023 was 30%, the indicator
of Azerbaijan was 35%, for comparison, let's note that the indicator
of Armenia is 28%. In contrast to developed countries, in countries
with developing economies, such as China, Kazakhstan and
Turkmenistan, the level of ownership of innovative products is in
the range of 38-50%.

Of course, there were cases when certain products entered
Armenia earlier than Russia, for example, the ArCa online service,
virtual card payments, but in general, technologically, we are
lagging behind. Let's take, for example, mobile banking services,
which Armenian banks have just started to introduce, while in many
CIS countries they have been actively developing for several years.

The graphs show the volume of transactions made with ArCa
cards in Armenia. In 2023, the volume of transactions carried out
with Arka payment cards was 23.4%, which decreased by 0.2%
compared to the previous year, 46.3% was carried out with VISA
cards, it decreased by 1.2% compared to the previous year, it was
carried out with Master Cards is 23.6% of transactions, other cards
made 1.2%.

The study shows that Armenian banks lag behind international
banks technologically. The problem is the existing infrastructure. In
particular, the reason many of our banks are technologically
underdeveloped is their dependence on certain banking solution
providers.
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Figure 2. Volume of transactions made with payment cards in RA,
2022-2023, (%) [6]
Source: Our research results
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Source: Our research results

The information on the systems mentioned in the diagram was
provided by the "Armenian Programs" company. The chart shows
that the most widely used system in banks is the AS-bank system,
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followed by the LSoft system, there are relatively few banks that
prefer to use their own software system, although they have
increased in recent years. Thus, about half of Armenian banks use
"Armenian programs" as their main operational system. Some
banks, including large ones, use another local solution, Elsoft, and
some use software developed by their own or parent company.

Thanks to the implementation of the banking "LSoft" system
under modern technological conditions, banks can increase and
retain loyal customers, increase the level of satisfaction of the "AS-
bank" and "LSoft" systems, see all stages of work with the client,
their requests, which in turn allows calculate the cost of work with
the client, the efficiency of that work, the profit received and the
costs incurred.

As for the mode of service, there is a segment that wants to be
served easily and quickly, to solve all banking problems on the spot,
at any time of the day, whether at the office or at the resort
(Nazarova, K., V. (2017). Technologies are now developing in just that
direction. Self-service systems such as internet banking, mobile
banking, contact centers, ATMs equipped with new technologies
and payment terminals are widely spread in Armenia today.

Consider the growth of ATMs in the RA banking system in the
chart below.

Based on the data in the chart, it can be stated that the number
of ATMs has registered significant dynamics during the mentioned
period, and in 2022, compared to the previous year, the increase
is 3.2%, but in 2023, their number decreased by 17 due to technical
problems. with.
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As can be seen in Figure 5, the indicators of the number of
terminals are different. Compared to the previous year, the number
of terminals increased by 4,336 in 2022, and by 11,668 in 2023
compared to the previous year.

Unlike us, in other countries these technologies have been used
for a long time and have a large number of users. This is new for
the Armenian market, forecasts show that in 2-3 years remote
banking systems will become one of the main methods of customer
service. Today, payment instruments, e-commerce and online
payment systems are developing quite quickly, our banks actively
offer these services. The main competition is in the field of online
payments. Today, one of the rapidly developing directions is
payment instruments.

The most important competitive advantage will be the bank that
provides serious and advanced IT solutions. There is an opinion that
banks are turning into IT companies. That is why Armenia is trying
to find all the alternative solutions of our information and
technological infrastructure that will ensure flexibility, allow us to
respond to customer demands in time and increase the scale of
business. And so those banks that pay a lot of attention to
investments in IT and innovation today will have an advantage in the
long run.

It is very important that innovations in the banking system are
not seen only in the context of customer service. When we say
innovative transformation, we mean that it also refers to the
technological development of the bank's internal systems,
management methods and business processes, which in turn
determine the degree of efficiency of the bank.
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And if we take into account that the threshold of the minimum
regulatory capital has been raised to 30 billion AMD, the
opportunities of small banks to invest in infrastructure are even
more limited.
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Figure 4. Comparison of the number of banks and bank
capital, 2013-2023, ( in AMD)
Source: Our research results

The regulator should support the development process of high-
tech banks. Since 2015 since January, the Central Bank of Armenia
is gradually tightening the regulatory capital requirements
(according to Basel Ill). From 2018, all intangible assets, including
IT investments, will be deducted from regulatory capital.

As much as this new requirement corresponds to the
international experience of banking regulation, it will not contribute
to the growth of investments in the field of technology in our
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market. | think the regulatory body can still find some methods and
forms of incentives. The question is not only the local market, but
the ability of banks to participate in the global competition unfolding
for the sake of the customer, because banking has long been global
in nature. And for that, you need to have appropriate technological
solutions. Of course, regulation is not the most important aspect of
technological development, but it can both restrain the growth of
investment and facilitate its inflow.

Conclusion / Recommendations

The analysis of the level of mastery of banking innovations in
developing and developed countries showed that the banking
system of Armenia lags far behind modern innovative trends. The
problem is not the low prevalence of the given banking product (for
example, mobile banking), but the lack of mastery of it by the
population. Therefore, it is necessary for banks to regularly include
different layers of the population in educational processes to master
banking innovations. Today, very few Armenian banks have mobile
banking applications, which proves that we are currently in the role
of the rearguard, that is, we are trying to catch up with the leaders,
rather than keeping up with the times. On the other hand, the
figures show that the potential users of online and mobile banking
services in Armenia today are relatively few. Of course, banks may
argue that the market is not yet ready for mass implementation of
remote banking services, but on the other hand, there was no
quality offer. If mobile banking had been introduced earlier, it is
possible that today the number of users would be several times
larger.
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The analysis showed that only three software systems are used
in the RA banking system. Our processing companies share the
blame for this technological underdevelopment. Although all the
mentioned companies try to develop their solutions within the
framework of their own agenda, in any case, certain conditions are
created, due to which we are not able to respond to changes and
introduce new technologies in time. Historically, such a model has
been formed where the freedom of activity in the IT sector depends
on the pace of development of the suppliers available in the market.
And the transition to large international suppliers requires large
investments, for which banks do not have a large enough business.

As a result, we find ourselves in a dead end: you will not buy
the expensive one, because such costs are not justified, and the
local one does not always meet the latest technological
requirements. Thus, it is the technologies available in our banks
that limit the entry of innovative products into the market. That is
why the size of the business must be such that the bank can afford
to innovate, and the market must be large enough to make these
investments profitable. This is where we face the problem of
expanding banks and searching for new markets. unless there are
market opportunities, there will be no serious investment in
innovation.

It is hoped that in the near future personal payments will
develop, that is, money transfers from one individual to another
individual using a mobile phone number or other means of
identification. But in that business, the bank has to decide its role
when, on the one hand, it just issues cards, and on the other hand,
it acts as an infrastructure that acts as a gateway for online and
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mobile payments in the market. That is why the payment business

will be widespread, and this will be the main form of transformation

that will take place in the RA banking system.
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Abstract: The transition to market relations involves addressing
numerous challenges, and resolving these challenges is essential
for creating the necessary preconditions for the further
development of the market economy in the Republic of Armenia
(RA). This includes the implementation of radical transformations
in the country's financial, monetary, banking, fiscal, social,
structural, and other systems. During the reforms of the financial
system in the Republic of Armenia, special attention has been given
to the creation and ongoing improvement of an effective tax system.
In this regard, the RA State Revenue Committee, as the tax
authority, has served as a state government body responsible for
tax administration for more than 30 years. Over this period, it has
accumulated significant experience and, in line with contemporary
developments, has implemented various infrastructures and
information systems. According to the author, the financial
management of the RA tax system falls within the general theory of
management, and the functions of financial management, such as

financial planning, analysis, forecasting, and control, are
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adequately reflected in this context. The article emphasizes the
conceptual foundations of program budgeting and accounting,
which ensure a practical, close connection between the financial
management of the RA tax system and accounting, budgeting, and
the financial flows of the tax system and their related transactions.
This connection leads to the effective management of the assets and
liabilities of the RA tax system.

Keywords: tax system, financial system, accounting, program
budgeting, financial management, financial flows, assets and
liabilities

JEL codes: M48, K34

Research aims: The aim of the research is to improve the
efficiency of the use of budget funds in the Republic of Armenia's
(RA) tax system by combining scientific-methodical analyses of
financial management with systemic and process approaches. The
author emphasizes the use of information developed with the latest
technologies to provide an objective assessment based on the
analysis of indicators. The goal is to enhance the quality of financial
management within the RA tax system and to define the correlation
between various individual indicators.

Research novelty: The scientific novelty of the research lies in
the proposition put forward by the author, which suggests that the
introduction of modern financial management in the RA tax system
and a significant increase in the efficiency of budget expenditures
are interrelated. Therefore, only their harmonious integration will
create an opportunity to implement an effective budget process and
financial management.
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Introduction

Taxes are the primary means of mobilizing state budget
revenues in a modern, civilized society, and this is also true for
Armenia. As the functions of the state expand, its need for financial
resources increases, which in turn heightens the importance of the
fiscal function of taxes. However, the growth of the state's tax
revenues is not limitless; upon reaching a certain level, taxes, along
with other objective factors, lead to an increase in production costs
and the prices of goods and services, which can become an obstacle
to economic growth. Excessive taxation of the population can cause
their financial situation to deteriorate and lead to the aggravation
of social contradictions.

The RA tax system has undergone more than three decades of
formation and development. During this time, issues related to
improving the tax system, increasing competitiveness, enhancing
the business environment of the national economy, and ensuring
sufficient tax revenues for the state budget were addressed through
various legislative amendments. However, current global economic
trends, new challenges, regional developments, and ongoing
integration processes within economic unions have created an
objective need to reevaluate and regulate tax relations anew.
Experience shows that, like in any other country, the strength and
national security of the Republic of Armenia are primarily
characterized by the state of its economy and, in particular, its
financial system.

Currently, global geopolitical and economic changes, as well as
revolutionary developments in information exchange, suggest a
relative reduction in global space and the adoption of the principle
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of "think globally, act locally” by many. In this context, the
importance of a methodological reinterpretation of the theoretical
issues of financial management within the RA tax system has
become evident. Without such reinterpretation, it is impossible to
develop a tax system that aligns with an effective fiscal policy in
modern Armenia.

Research Results

Taxation is a key component of public finances. Its importance
stems not only from the fact that taxes are the most significant
source of revenue, but also from the challenges associated with the
flexible distribution of the tax burden (Bohanon C. E., 2014). The
main purpose of taxation is to collect state revenues. Additionally,
taxation is used to redistribute wealth and reduce inequality. In this
context, the fiscal function of the tax system of the Republic of
Armenia is crucial for economic development. Its effective
implementation becomes even more urgent amid changes in the
economic and business environment and during emergency
situations.

The effectiveness of the financial management system is directly
linked to the efficient spending of public funds. To enhance the
effectiveness of its spending policy, the RA tax authority should
continue to emphasize the targeted, economical, and efficient use
of public finances.

The tax system determines the final distribution of income
among the population. The ongoing changes in Armenia's economy
necessitate an appropriate tax policy and the establishment of an
effective financial management mechanism within the tax service.
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Deficiencies in tax administration can lead to a sharp decline in
budget tax revenues, an increased likelihood of tax offenses, a
disruption in the balance of inter-budgetary relations, and
ultimately, an escalation of social tensions in society.

In modern scientific literature, the issues of evaluating the
effectiveness of financial management within the tax system have
received little attention. Insufficient focus is given to aspects such
as the principles of financial management within the tax authority,
the protection of taxpayers' rights, and the organization of tax
planning and control activities. In the domestic literature, there is
still a lack of systematic, conceptual-methodological, and scientific
works dedicated to the effective financial management mechanisms
of tax authorities. Many questions remain regarding the theoretical
evaluation and practical application of both strategic and current
financial management effectiveness within the tax authority.

The RA tax authority is the RA State Revenue Committee (RA
Law "On Tax Service", 2002) (hereinafter referred to as the
Committee). Its mission, in terms of tax service ("SRC Mission."), is
to ensure the collection of revenues controlled by the RA State
Budget Tax Authority by providing digitized and high-quality
services, as well as targeted and "invisible" tax administration
through the improvement of discipline.

In Armenia, as in all economically developed countries, public
financial management is regulated by financial legislation enacted
by the highest legislative bodies. This includes the approval of the
state budget and the report on its implementation, the introduction
or elimination of certain types of taxes, the approval of the

138



maximum amount of state debt, and more. The aim of state finance
management is to ensure (Kovalev, V. V., 2007):

a) the relative balance of economic interests among the state,
legal entities, and individuals;

b) a deficit-free state budget;

c) the stability of the national currency as a fundamental
element of financial relations.

Budget management is also an integral part of the general
financial management system. It involves managing budget flows
using scientifically-based market forms and methods for making
managerial decisions related to the management of budget assets,
liabilities, and budget risks (Ermakova, E. A., 2008).

The adoption of managerial decisions in the budget
management process of the RA tax system can be considered as
comprising several stages: strategic budget management, current
budget management, and the evaluation of budget management
effectiveness. Financial management encompasses the processes of
budgeting, accounting, budget implementation, and control over
these activities. These processes are directly influenced by the
political and economic decisions made by the tax authority and the
chosen strategy.

The RA budget process is the legally regulated activity of state
and local self-government bodies in drafting, discussing, approving,
and executing the budgets for each fiscal year, as well as approving
their annual reports (RA Law "On the Budgetary System of the
Republic of Armenia", 1997). For a given fiscal year, the budget
process begins on the day the Prime Minister of the Republic of
Armenia adopts a decision to start the budget process for the
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coming year and ends on the day the National Assembly approves
the report on the implementation of the budgets for that fiscal year
(RA Law "On the Budgetary System of the Republic of Armenia",
1997).

To describe and implement the budget process as defined by
legislation, and using the methodological approaches of the budget
process, a "road map of the budget process” is developed based on
the decision of the RA Prime Minister to start the budget process
for the coming year [Decision No. 86-A of the RA Prime Minister,
2023]. From a methodological standpoint, this road map provides
an opportunity to standardize the implementation of the budget
process. It clearly defines the mechanisms for creating the
documents necessary for budget operations, identifies those
responsible for and executing the budget process (whether within
the SRC or another state management or coordinating body as
defined by the Prime Minister's decision), outlines the tasks and
measures to be performed, sets deadlines for their execution, and
specifies the final goals and expected outcomes of budget
operations. These actions are distributed among co-performers to
control and prevent risks, potential violations, and shortcomings in
the implementation of the process.

From a legal perspective, this document is the order of the
Prime Minister to approve the schedule for developing the next
three-year state medium-term expenditure plan of the RA SRC and
the state budget project for the following year, in order to fulfill the
instructions provided by the decision of the Chairman of the RA
SRC (Order No. 104-A of the Chairman of the RA SRC, 2023).
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In modern Armenia, the results-oriented budget, or program
budgeting, plays an important role in the implementation of
financial management within the SRC. Program budgeting
encompasses the entire process of budget preparation, execution,
accounting, accountability, control, and audit. This approach is
used for the financial management of countries with developing and
transition economies and is included within the framework of the
Public Expenditure and Financial Accountability (PEFA) program,
which operates under the auspices of prestigious international
financial organizations such as the World Bank, International
Monetary Fund and European Commission.

The budgeting program (hereinafter referred to as the
Program) operating in the RA SRC is called "Tax and Customs
Services." The Program functions as a type of business plan that
defines clear objectives to be achieved and ensures a connection
between those objectives and financial resources. Instead of relying
on the ftraditional practice of allocating resources based on
submitted requests, the Program emphasizes planning and
programming within existing and projected budget constraints.
Therefore, it is important that the Program is developed based on
priorities, allowing the most pressing needs of the Committee to be
addressed. An assessment of the risks associated with the
consequences of not achieving the intended objectives can be used
to determine these priorities. At the end of the process is the
performance evaluation phase, during which the Committee can
assess the extent to which the objectives have been met. This
approach results in a more efficient allocation of financial
resources.
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Effective financial management of the RA tax system requires
an appropriate organizational structure within the tax authority.
Currently, the structure places responsibility for both professional
and financial matters related to budgeting and expenses on a high-
ranking official - in this case, the General Secretary of the SRC. The
General Secretary is responsible for organizational and personnel
management, the implementation of financial and economic
functions, and participation in civil and legal relations, in
accordance with the legislation of the Republic of Armenia. The
professional structural divisions supporting the General Secretary
are directly accountable (Annex to the decision of the RA Prime
Minister, No 702-L, 2018). This responsibility is then delegated
from the top down through the management hierarchy to middle
managers (such as department heads), who are simultaneously
responsible for both achievements and the financial resources used
to attain those achievements. Additionally, the supporting
departments assist the department managing the main budget
process, namely the Financial Accounting Department.

A systemic approach to financial management can serve as a
tool for solving complex problems related to ensuring the overall
functioning of the tax system and improving the quality of financial
management. Systemic analysis can act as a practical toolkit for
implementing a systematic approach to the financial management
of the RA tax system, enabling the creation of effective connections
between financial management goals, resources, and methods for
achieving those goals. The application of system analysis techniques
will facilitate the development of a functional model for the financial
management of the RA tax system. Implementing this model will
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help increase the efficiency of budget fund usage within the tax
system and improve the quality of services provided by the tax
authority.

Based on the above, we can conclude that financial management
in the Republic of Armenia involves the targeted influence of the
financial system (financial bodies) on financial relations to develop
and implement a specific financial policy (Manucharyan, M., 2022,
Finance and Accounting Scientific Journal, 2(10), 'lATC' Educational
Fund,).

The author provides a definition of financial management within
the RA tax system as follows: "Financial management in the RA tax
system is a subsystem of state administration that represents the
activities of the RA State Revenue Committee, an executive power
body, aimed at ensuring the effective management of budgetary
funds. This includes all elements of the budgetary process, such as
budget planning, budget execution, accounting and reporting, asset
and liability management (including movable and real estate,
intangible assets, etc.), risk management and control systems,
internal audit, and more."

We believe that ensuring an adequate level of financial
management in the RA tax system can be achieved simultaneously
in three directions:

1. Direct financial management results (financial discipline):
Providing performance indicators, i.e., financial management
quality indicators.

2. Results of managing the organizational-legal structure of
the tax system: Providing efficiency indicators, i.e., indicators of the
management of the organizational-legal structure of the tax system.
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3. The quality level of the internal control system: Providing
reliability indicators, i.e., indicators for risk management, internal
control, and internal audit systems.

From the perspective of effectively addressing the challenges
faced by the State Revenue Committee, an effective human
resource management system and the presence of highly
professional, efficient, and motivated personnel are also important.
The lack of an effective human resource management system
creates obstacles to the continuous review and modernization of
internal regulations, the effective use of human resources, and the
sustainable development of the State Revenue Committee.
Therefore, according to the author, one of the goals of improving
the financial management of the RA tax system is to enhance the
processes for onboarding employees of the State Revenue
Committee and continually improving their professional
qualifications. The expected outcome is to have proactive, results-
oriented, responsible, and professional tax officers who meet the
highest standards of integrity.

Thus, the financial management of the RA tax system is not
about managing separate processes; it involves the comprehensive
management of the tax system through and with the help of finance.
Financial indicators, on the one hand, characterize the performance
of the structural units of the tax system, while on the other hand,
they serve as key indicators, providing appropriate signals about
changes in the situation.
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Conclusion

Summarizing the research conducted in the article, we
conclude that the financial management of the RA tax system is
closely related to accounting, budgeting, and the financial flows of
the tax system and their associated transactions, which lead to the
effective management of the assets and liabilities of the RA tax
system.

According to the author, to make effective managerial decisions
regarding financial management in the RA SRC and their
implementation, it is necessary to:

1. Maintain budgetary stability under adverse external
conditions.

2. Improve the quality of provided services.

3. Increase the efficiency of budget expenditures.

4. Enhance the quality of state asset management.

5. Select the most effective tools for attracting, distributing,
and redistributing state finances.

6. Implementation of a modern human resources management
system with the necessary information tools.

Thus, summarizing the author's scientific and methodological
research on financial management, we can conclude that the RA
government, and in particular the SRC, must address a crucial
issue: creating a clearly regulated system of state financial
management. This involves ensuring the effective operation of that
system and implementing the most applicable methods of corporate
financial management (business practices) in the public sector.
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Abstract: Analysis of business activity is one of the most
important areas of comprehensive analysis of a company's activities.
In the economic literature, the category of turnover is often
identified with the business activity of an organization. However, in
our opinion, business activity is a broader concept, and turnover is
the most important component of an organization’s business
activity. The article examines the economic content of the categories
“business activity” and “turnover,” as well as approaches to
assessing the impact of turnover on the financial position of an
organization.
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JEL code: M40
Research aims: to identify approaches for assessing the
interaction between business activity and financial stability of

organizations.

Research novelty: a new methodology of the influence of
characteristics of business activity on the financial position of
organizations was proposed.

Introduction
In the majority of economic encyclopedias and dictionaries, the

definition of the term "Business activity" is either not given at all, or
this economic category is interpreted incompletely. In the
literature, Be can find very different interpretations of this
economic term. In a broad sense, business activity is the totality of
efforts aimed at promoting the organization in product, labor, and
capital markets (Kovalev V.V., Kovalev Vit. V., 2009). Opinion also
appears, that from a financial point of view, business activity reflects
first of all on the speed of circulation of funds (Dontsova L.V.,
Nikiforova N.A., 2004). The purpose of the Business Activity is to
study and evaluate the levels of various coefficients characterizing
turnover and their dynamics. In the definitions of some authors
(Litovchenko V.P., 2018), on the contrary, the concept of business
activity includes only the final result of the use of capital, which in
our opinion is highly generalized.

Through the assessment of business activity, the results of
the current production activity of the organization are analyzed,
which directly affects the financial condition of the organization
(Turmanidze T.U., 2017). Another interpretation of business activity
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is that "the organization's ability to take a stable position in the
competitive market during its activity, among other factors, is
determined by its business activity (Litvinenko, E.V., 2020).

The analysis of the business activity of the organization
ultimately leads to the assessment of the level of efficiency of the
capital at the disposal of the organization (Pyastolov S.M., 2004).
There is also an opinion, that from a financial point of view, the
business activity of the enterprise is first of all reflected by the
speed of its funds’ turnover (Sheremet A.D., Saifulin R.S.,
Negashev. E.V., 2001). In this regard, with new approaches the
evaluation and analysis of the financial position of organizations and
business activity interactions is important.

Research results
There are two main issues that usually arise in the analysis of

turnover. One of these problems is related to the unrealistic
interpretation of turnover results. This means that the effect of
turnover on the financial position of the organization is
misinterpreted, because the nature of the effect of current assets
on each of the indicators of the size of net current assets, solvency,
profitability and financial stability is different. The second problem
is related to the preparation of information for decision making.
The problem here lies in the correct choice of calculation formulas
for estimating the duration of the cycle of current assets and
current liabilities.

In turnover analysis, turnover ratios and cycle time indicators
are used. The turnover ratio is determined by relating the proceeds
from the sale or the selected appropriate basis of calculation to the
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corresponding average value of the asset or liability. It shows how
many turnovers that asset or liability performs during the reporting
period.

The analysis of the dynamics of turnover ratios (number of
turnovers) makes it possible to evaluate the efficiency of the
organization's activities. However, the absolute values of these
coefficients are difficult to interpret. Thus, if, for example, the
turnover ratio of non-current assets increased from 1 to 2, it is
definitely a positive change, but it is difficult to say whether a ratio
equal to 2 is an optimal, critical or permissible level for the
organization. From the point of view of economic interpretation, the
most informative are the indicators characterizing the cycle
duration, which are calculated in days.

Total asset turnover in days is determined by multiplying the
average value of assets by the number of days in the reporting
period and relating it to net sales.

The duration of the cycle of current assets implies that, in
addition to the costs of product release, which are reflected in the
indicator of the cost of the realized products, the organization also
bears costs aimed at ensuring the continuity of the production
process. The general formula for calculating the duration of cycles
of individual components of current assets and current liabilities is
determined taking into account the length of the analyzed period in
days (month-30 days, quarter-90 days, year-365 days).

The problem lies in which version of the calculation to choose,
which version gives a more accurate idea of the duration of the
cycle. Is the calculation based on sales revenue or on an individual
basis? The answer here is unequivocal. both options are correct,
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there is no "good" or "bad", right or wrong option. Simply, two
versions of calculations give answers to two different questions and
the choice of one or another version depends on the nature of the
problem.

Let's try to justify what has been said on the basis of the
reporting data of the conventional organization. An organization
wants to analyze inventory turnover in March with data from the
financial position and income statements.

For example, the calculation of the duration of the cycle of
material stocks according to the indicator of sales revenue shows
how many days of financing of material stocks can be carried out at
the expense of sales revenue.

In our example, the result of the calculation is equal to 26.4,
which means that the available material stocks can be financed with
26.4 days of sales. In other words, the duration of the cycle
calculated according to the indicator of sales revenue reflects the
existing level of assets of the organization.

Cycle time calculated on an individual basis (for example, cost
of goods sold) indicates whether the level of assets formed is
optimal for a given organization. The duration of the cycle of
material stocks, calculated on the basis of the index of the cost of
the realized products, is 44 days. it means that the inventory on
hand covers 44 days of product release costs. If we take into
account that the costs of production include the costs of wages,
depreciation, electricity, services received, then it can be argued
that the existing material reserves cover the organization's demand
for them for more than 44 days.
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Table 1. Calculation of material inventory turnover by sales
revenue and by individual basis

Indicator Dates

01.03.2024 01.04.2024

Report on financial results /thousand AMD/

Sales 125 000 225 000

Cost of goods 80 000 140 000

sold

Revenue for

the period 100 000
Cos.t for the 60 000
period

Financial position report /thousand AMD/

Stocks of raw

. 76 000 100 000
materials

Cycle time /day/

According to

[(76000+100000)/2)*300n]/100000 = 26,4
sales revenue

According to
individual [(76000+100000)/2)*300n]/60000 = 44,0
base

Thus, if the task is to assess the organization's financial

capabilities for maintaining the current level of stocks, then the
calculation of cycle times should be made based on the indicator of
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sales revenue. To assess the efficiency of current asset
management, cycle times should be calculated on an individual
basis.

Three indicators are particularly important when calculating the
cycle time according to the sales revenue indicator: cycle duration
of current assets (cash is not included), cycle duration of current
liabilities (loans and borrowings are not included) and the
difference between these indicators. The duration of circulation of
individual components of current assets shows the period (in days)
during which money is invested in a given component of the asset.

Money passes through successive stages in the process of their
circulation. First, cash is converted into advances to suppliers,
which are then converted into inventories, work-in-progress,
finished goods, accounts receivable, and finally a new amount of
cash. Moreover, some of the mentioned stages may be missing in
different organizations. Cycle duration indicators give the time
characteristic of each of the specified phases. Thus, it can be said
that every day of raw materials and materials in storage and work-
in-process, every day of finished goods in storage, and every day of
delay in payments by buyers cost the organization some money.

The duration of the cycle of current assets without cash is called
"expenditure phase". The longer the duration of this phase, the
longer the funds are in current non-monetary assets, that is, the
"Money-Goods-Money" circulation process takes longer. The
growth of the "expenditure stage" indicates the deterioration of
current asset management conditions, that is, the decrease in the
efficiency of current asset use.
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An increase in the "expenditure phase" leads to a decrease in
the rate of return on capital, and vice versa. An increase in the
"expenditure phase" can also lead to a deterioration in liquidity and
financial stability indicators, as it contributes to an increase in
current liabilities, which are a source of financing for asset growth.
Stockpiling and spending require adequate sources of funding. The
greater the cost stage, the greater the organization's demand for
financing the production process. The demand for financing the
production process can be realized at the expense of sources
formed as a result of the production process and at the expense of
external sources independent of this process. In this case, external
sources include the growth of the organization's equity capital, as
well as the involvement of loans and borrowings.

Current liabilities are sources of financing formed as a result of
the production process. Among those sources are, in particular,
accounts payable for purchases, current liabilities for the budget,
current liabilities for wages, current advances received. Moreover,
due to the fact that certain payment terms and a certain frequency
are usually defined for them, the budget and salary payables are
often called stable current liabilities. The duration of the cycle of
current liabilities (except loans and borrowings) is called "credit
phase". The longer the duration of the "credit stage", the more
effectively the organization uses the financing opportunities of
current activities at the expense of direct participants in the
production process.

An increase in the "credit stage" indicates an improvement in
the management of current liabilities, which is expressed through
an increase in sources of financing during the current production
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process. Of course, this statement is true only if the individual
components of current liabilities grow to an acceptable level for the
given organization and overdue or overdue liabilities are not
formed.

As a result of comparing the dynamics of the spending and
credit phases, it can be said that the growth of the credit phase is
mainly a forced, response step. in the event of an increase in the
demand for financing current assets, the organization thus tries to
compensate for the cash gap.

Consequently, a question arises. Does the increase in accounts
payable have a positive or negative effect on the organization's
financial position? From the point of view of neutralizing the cash
gap, the increase in liabilities to suppliers is considered as a positive
factor, as it allows financing the increase in current assets without
involving payment means (loans, borrowings). If the increase in
payables leads to penalties, fines, then the situational short-term
positive result of neutralizing the cash gap will lead to negative
consequences after a certain period of time. It can be said that in
this situation, the assumption of a decrease in the current liquidity
ratio due to the increase in creditor debts and the proposal to
reduce these debts will not be correct. In this situation, the reason
for the reduction in the level of the current liquidity ratio is not the
increase in specific payables, but the increase in current assets,
which in turn requires an increase in their financing sources, in this
case, the increase in payables. That is, if the payables do not
increase, it will be necessary to attract other sources of financing,
in particular, an increase in credit funds, which are also current
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liabilities, and their increase also leads to a reduction in the level of
current liquidity.

The difference between the "Expense stage" and the "Credit
stage" is called the "Net stage". The net stage characterizes the
organization of financing the production process. It is a part of the
"Expenditure stage", which is financed not by the direct participants
of the production process, but from the point of view of the
production process, at the expense of the growth of external
sources, in this case, equity capital. The higher the value of the
indicator, the more unfavorable the current liabilities management
conditions are for the organization. The negative value of the "net
stage" implies that the delays in the payments of suppliers by days
exceed the sources of financing necessary to ensure the continuity
of the production process, and the organization can direct the
formed "surplus" to the implementation of other goals, in particular
to the financing of non-current assets.

The change in "net stage" reflects the impact of current asset
management conditions on the organization's demand for funding.
The growth of the index is considered as a negative trend and
indicates a change in the current asset management conditions,
which leads to an increase in the demand for sources of financing
the production process.

Reduction of the "net stage" is considered a positive change and
indicates that the change in current asset management conditions
has led to a reduction in the organization's demand for sources of
financing the production process and has contributed to the relative
economy of cash.
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It should be noted that the effect of current asset management
conditions on financing demand is evidenced by the "net stage"
change, not its absolute magnitude. The unchanged size of the "Net
stage" indicates that the current asset management conditions did
not affect the organization's financing demand in any way during
the analyzed period.

The point of not including loans and borrowings in the analysis
of the turnover of current liabilities lies in the fact that the purpose
of this analysis is to determine the increase or decrease in the
demand for credit funds. In other words, loans are a sought-after
element in the process of liquidity analysis, rather than an output
element.

The main meaning of the turnover analysis from the point of
view of the impact on the company's financial condition is the
assessment of the dynamics of "spending and credit phases".

An increase in the "expenditure stage" (the sum of the periods
of turnover of current assets) leads to a decrease in the level of
capital profitability (total capital, equity capital), and also
contributes to a decrease in indicators of financial stability and
general liquidity (due to the need to attract additional sources of
financing the growth of assets).

Shortening the duration of current asset turnover is a lever for
increasing capital profitability, optimizing financial stability and
increasing the company's overall liquidity level. In practice, the
reduction of current asset turnover periods means the reduction of
the delay period for the payment of customer accounts, the
minimization of the volume of finished products in the warehouse
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and the inventory of raw materials (in particular, the development
of the production plan according to the sales plan).

The growth of the "net phase" creates the need for additional
financing, its reduction, on the contrary, creates additional sources
of financing for current production activities. The reduction of the
"net phase" is possible due to the optimization of the turnover of
current assets both through the measures listed above, and by
increasing the turnover periods of current liabilities (in particular,
attracting larger advance payments from buyers, increasing the
delay in payment of suppliers' accounts).

Conclusion
To characterize the principles of current assets management,
the cycle times of current assets and liabilities are determined
according to individual bases. The individual bases for calculating
the duration of cycles of individual components of current assets
and current liabilities will be presented in the following format.

Table 2. Individual bases for calculating the turnover duration of
individual components of current assets and current liabilities.

Components of Current Assets Individual Bases for
and Liabilities Calculation of Turnover Duration
Material resources Material costs, cost of goods sold
Work in process Cost of goods sold
Inventory The sum of cost of goods sold,
selling and administrative expenses
Current made advances The sum of cost of goods sold,
selling and administrative expenses
Accounts receivable Proceeds from sale
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Accounts Payable Sum of cost of goods sold, selling

and administrative expenses

shares to founders)

Current Advances Received Revenue from sales
Fixed current liabilities Sum of the cost of products sold,
(budgetary, salary, equity sales and administrative expenses
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Abstract: Gas distribution and transportation networks make
up the gas supply system. Providing natural gas to the public and
the economy is the primary objective of the gas delivery system.
Every nation's gas supply network is strategically vital since the cost
of natural gas directly impacts the goods and services that are
produced and rendered there.

It is true that developed nations are looking for innovative
technology for natural gas extraction because it is a non-renewable
resource. Founded during the Soviet era and throughout multiple
phases of development, the Republic of Armenia's gas supply
system is a component of the worldwide network. The Public
Services Regulatory Commission and the Armenian government,
through the Ministry of Territorial Administration and
Infrastructure, oversee the country's gas supply industry.

The article discusses the Republic of Armenia's domestic natural
gas market's supply and sales, its background and present state,
investment initiatives, and features that increase the system's
operational efficiency.
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Research aims: The article presents the supply and sale of
natural gas in the domestic market of the Republic of Armenia, its
history and current situation, investment programs, ways and
characteristics of increasing the efficiency of the system's
operations:

Research novelty: The principle of separation of functions,
which is considered a key component of conducting state policy,
has been violated in the gas supply system. Implement the
separation of gas supply and gas distribution processes.

Introduction
A crucial aspect of every endeavor and the policies put in place

to support it is economic efficiency, which is the attainment of the

best outcome at the lowest possible cost of living and tangible labor-.
Efficiency can be accepted as a feature of any activity:

v he expected results and effectiveness evaluations can be used
to inform any decision about the use of resources.

v' Out of all the potential spending options, the one that
guarantees the intended result should be chosen.

v" Methods that are both practically applicable and scientifically
sound are required for assessing outcomes and efficacy as well
as for choosing the optimal course of action.

v' The creation of evaluation techniques based on exact
methodology of efficacy is necessary for scientific validity. It is
essential to create methodological guidelines in enough depth
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so that the techniques for assessing efficiency and choosing
alternatives may be applied effectively.

Depending on the selected form for the combination, the
overall look of the effectiveness assessment indicator is determined
by the definition of efficiency, which is a combination of
expenditures and the results gained via them.

To determine the overall efficiency indicator, the final one can
be one of the two following formulations of the difference or ratio
of results and expenditures:

E'=R-E

E>=R/E

where E1 and E2 are the efficiency indicators, respectively,
expressed in general terms as the ratio or difference between
expenses (E) and results (R).

Absolute and comparative economic efficiency are different in
practice.

An indicator of a certain time period that describes the entire
value of economic efficiency in relation to the quantity of resources
and expenses, both separately and collectively, is called absolute
economic efficiency.

Ab = Result / Expenses

In order to assess the effectiveness of the suggested solutions
for production development and choose the most ideal one,
comparative effectiveness is calculated.

The following techniques are typically employed to evaluate
comparative effectiveness:

v Expenses comparison,
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v" Chain-like,

v Given expenses.

These approaches are all predicated on figuring out one-time
and ongoing expenses. Costs that are continuously incurred and
part of the production value are referred to as ongoing expenses.
Expenses incurred as one-time capital investments for the
development and expansion of fixed assets are referred to as one-
time expenses.

An indicator of conditional economic efficiency that comes from
comparing and choosing the optimal investment option is called
comparative efficiency.

First option (new construction) Second option (reconstruction)

C1, K1 C2,K2
K2 > K1 C2 <C1

where: CI, C2 annual production value by options, Ki, K2
capital investments by options.

Comparative economic efficiency is assessed based on the
following indicators.

1. Based on the calculation of the deadline for additional
investment contributions.

Tok= K2- K1/ C1- C2< TN

where TN is the typical time frame for capital investment
returns, allowing for the lowest feasible level of investment
efficiency. As an illustration, consider the standard rate of capital.

2. Based on the calculation of the comparative efficiency
factor.

E= C1-C2 / K2- K1> EN
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Where: EN is the normative coefficient of comparative economic
efficiency.

If the calculation results in Tok < TN, or E > EN, then the more
capital-intensive option is considered optimal. If the opposite, then
a more efficient option is the one with less capital investment.

When there are more than two options, the effectiveness of the
options is assessed using the reduced-cost technique. It is employed
in the establishment of new businesses, the rebuilding of old ones,
the introduction of new equipment, and the resolution of various
problems.

The minimal decreased costs serve as the comparative
economic efficiency metric when selecting from a range of

solutions.
M3 = C+EN* K (for each variant)
Ms=C* TN+ K,

Where C is the annual production value by options,

K - capital investments by options,

M - reduced expenses by options:

The best option is the one with the lowest price.

Given the significant social issues and the need to ensure
product competitiveness, "HayRusGasard" CJSC was founded in the
Republic of Armenia in the early 2000s. This was based on the
assumption that petrol prices supplied to Armenia from the Russian
Federation would be relatively low during that time.

Therefore, it is deemed appropriate to distribute the shares in
"HayRusGazard" CJSC as follows:

v RA Government- 45%
v RF "Gazprom" - 45%
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v Itera CJSC (Russia) - 10%.

As a result, the Russian Federation now oversees the sector.
Later, until 2013, the remaining shares also went to Gazprom.
Initially, the Armenian government owned 25% of the shares, then
in 2013, the remaining 20% for roughly $300 million.

It should be mentioned that the cost of petrol at the border was
between $50 and $60 per 1000 m3 in 2004 and 2005.

When petrol prices rose in the ensuing years, Armenia was
forced to hand over the remaining shares to Gazprom, a Russian
company, in the hopes of a lower petrol price and a commensurate
amount of investment.

A subsequent interstate agreement between Russia and
Armenia was signed in 2013, which stipulates that the "Gazprom"
CJSC operating in Armenia must maintain a minimum profitability
standard of 9% until 2042. Additionally, the company is responsible
for overseeing the entire gas supply and distribution system within
the Republic of Armenia's territory (it should be mentioned that the
Iran-Armenia gas pipeline was later transferred to the Russian
"Gazprom").

In this sense, the Republic of Armenia's biggest risks may be
that Gazprom should have kept its 9% profitability regardless of the
number of alternative energy resources and capacities introduced
in Armenia.

Stated differently, Gazprom Armenia must maintain a 9%
profitability rate by consuming a certain amount of gas, including
those which powers electricity generation, regardless of the
number of new alternative capacities that are run in Armenia.
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In regards to 2042, it is predicated on the idea that "Gazprom
Armenia" should have reliable assurances for long-term investment
recovery.

Naturally, on the one hand, the responsibilities involved in such
a long-term interstate agreement might provide the appearance of
strong and enduring relations, but on the other, they may also make
it more difficult to access new, alternative energy resources.

Research results

It should be mentioned, without concentrating on the variations
in border petrol prices during the last ten years, that they have
mostly fluctuated between $150 and 190 per 1000m?* before
stabilizing and staying at $165 for the past several years.

Generally speaking, the Republic of Armenia's gas supply
system can transport and distribute 4 billion cubic meters of natural
gas, although it actually supplies only about 2.7 billion m3,
according to different assessment procedures.

One of the problems with the gas supply is that, despite having
paid all required maintenance costs, only 1/3 of the capacity is really
being utilized.

The benefits of keeping petrol prices stable since Armenia
joined the EAEU are also a matter of discussion.

In addition, it should be mentioned that the EAEU intends to
create a single energy market while forming an exchange-based
trading component for the gas supply process.

The next significant issue in the subject under discussion is that,
although being supplied by the Russian Federation at a border price
of $165 per 1000 m3, gas is delivered to the end user at a cost that
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is over twice as expensive for a monthly usage of 10,000 m3 of gas,
at 153 drams per 1 m3.

This means that a detailed examination of the price of petrol
distribution and transportation from the border to the final user, as
well as the costs associated with system upkeep and operation,
profit margin, taxes, and other factors, is required.

Calculating technological and other losses along the whole
chain, as well as the calculations associated with their potential
reductions, is crucial in this respect. The approximate yearly
operating expense calculations made by "Gazprom Armenia" are

shown below.
Tablel. Operating expense calculations

Gas supply volume ~ 330 million dollars
Gas sales revenue ~ 650 million dollars
Maintenance and operating costs ~ 121 million dollars
Taxes ~ 134 million dollars
Profit ~ 65 million dollars

The Public Services Regulatory Commission sets the petrol
price, which is now 143.7 drams per cubic meter for average users.

Armenian consumers have seen a roughly threefold increase in
petrol prices over the past 20 years, which has had a detrimental
impact on the country's economy and people's standard of living.
Certain social groupings are subject to special reservations issued
by the Armenian government.
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Natural gas tariff for residents from 2010 to
2024.

e

2010 2013 2016 2017 2020 2024

=== AMD/m3
Figure 1. Natural gas tariff for residents in 2010-2024
(in AMD)
Source: Our research results

The agreement states that the price of petrol delivered to
Armenia won't alter for ten years, and the most recent price
modification was last year.

A different topic of discussion is how to optimize the gas supply
system's costs for the end user. As a result, low-pressure gas
distribution costs make up roughly 65% of the overall amount of
gas charges provided to the populace. Since it hasn't changed in
around 15 years, the entire expenditure chain hasn't undergone the
required reorganizations.

One frequently asked issue is whether we can purchase petrol
from the Islamic Republic of Iran for less than $165 per 1000 m3.

It should be noted, that when transporting gas to the Republic
of Armenia, the Iran-Armenia gas pipeline does not employ these
so-called re-evaluation techniques. This shows that it has been
supplied under a trading regime for nearly a decade at a volume of
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one million cubic meters per day. Thus, for every 1 m® of gas,
Armenia pays for 3 kWh of electricity, with an additional 1.5 kWh
being essentially free. Consequently, the sanctions that the West
has placed on Iran are advantageous to both Armenia and Iran.

If so, is it possible for us to send the 3 million m*® amount of gas
from Iran to Armenia? Yes, it is feasible, but only if Iran and
Armenia's high-voltage power transmission lines have larger
capabilities.

Allow me to add that the gas pipeline from Iran to Armenia,
which was constructed using cutting-edge technology and creative
ideas, increases natural gas supply capacities and guarantees the
Republic of Armenia's second entrance corridor.

The new gas pipeline is roughly 190 kilometers long overall, and
because some of its portions are 3000 meters above sea level, the
construction process was conducted in extremely challenging
weather circumstances.

The Republic of Armenia may receive around 2.2 billion cubic
meters of natural gas annually from this gas pipeline, which is
precisely the same amount that is used here.

Sadly, now Armenia is not a country that can transport petrol
supplies, which would generate extra revenue and eventually lower
petrol prices for citizens.

2730.8 million m* of natural gas were supplied to Armenia in
2023. 2360.4 million m3 came from the Russian Federation, while
370.4 million m® came from the Islamic Republic of Iran.

Actually, the Russian Federation provides 86.5 percent of the
natural gas used in the Republic of Armenia, with Iran providing
13.5 percent.
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A number of RA settlements do not have a gas supply, which is
a priority of "Gazprom Armenia" company. Continuing the list of
sole supplier challenges, obviously we can mention that in some
large settlements of RA (the capital Yerevan) the unprecedented
rate of construction of apartment buildings, the company can't
ensure gas supply of such volumes through its distribution system.

The Government of RA should take action in the near future
"On gas supply" separate and modern principles based on the work
of developing a new law, because Legislation regulating the gas
supply sector has been developed a lot long ago in the 2000s and
both statutory and bylaws there is a need for modernization at the
level of acts.

The gas supply system consists of gas transmission and gas
distribution systems. As of 2024, the gas distribution network of the
Republic of Armenia includes 19,617.2 km of high, medium and
low-pressure gas pipelines, as well as engineering structures. There
are 2669 units of gas regulating points in the gas distribution
network, 9194 units of individual pressure regulators, 1433 head
gauges nodes, as well as 316 electrochemical protection stations.

The transportation system's primary gas pipes and their
branches span a total of roughly 1668.5 kilometers. Transportation
of gas is done via a 1580.94-kilometer gas pipeline. The operating
reserve mode is in effect for the remaining portion.

The gas distribution system includes:

v" 122 gas distribution stations,
v" 20 measuring nodes, including the "Koghb" gas measuring
station located at the Armenia-Georgian border,
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v" 231 linear valves in the main gas pipeline section, of which 28
are on the Iran-Armenia gas pipeline,

v 199 electrochemical protection stations, including 183 cathodic
and 16 drainage,

v' The underground gas storage facility in Abovyan, with 21
underground wells and a pressure station.

"Transgaz" LLC, founded on June 1, 1998 by "HayRusGazard"
CJSC (now "Gazprom Armenia"), is in charge of managing
Armenia's gas transportation infrastructure. The Yerevan Thermal
Power Plant has a licence to import natural gas, in addition to
"Transgaz" LLC.

Natural gas is delivered to customers via the gas distribution
system, which is a comprehensive infrastructure made up of pipes,
gas management units, and other equipment. This indicates that its
purpose is to provide natural gas to end users (office, industrial,
residential, etc.).

Continuous monitoring of "Gazprom Armenia™s full chain of
operations is required, as is the development of so-called "losses
management." The pricing system will benefit from the deployment
of this since it will enable the minimization of technological losses.

The Public Services Regulatory Commission has approved the
methodologies for unavoidable technological losses of natural gas
in the sector. These methodologies calculate technological
unavoidable losses in the natural gas distribution network and
determine the amount of gas used for personal needs.
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Table 2. The volume of gas distributed

The volume of gas distributed in the gas 2578.5
distribution system in 2023 million m3
Population 808.2
Energy 777.7
Industry 293.7
Autogas filling stations (AGLFS) 4121
Budgetary organizations 49.9
Other consumers 237.0

As a result, it was discovered that the quantities of inevitable
technical losses that were computed using the previously indicated
approaches were more than the losses that really occurred.

In order to account for 6.69% of the gas entering the network
- 4.64% in the transmission system and 2.05% in the distribution
system - the unavoidable technological losses in the computation of
gas tariffs are now defined as equal to the actual loss amount. As a
result, the Energy Regulatory Commission approved approaches
listed above must be revised.

Specifically, the creation of new techniques ought to be founded
on easier and more approachable methods for assessing them, such
as the approval of gas pipelines or the outcomes of tests conducted
throughout the remodeling.

It is suggested to exclude the 9.6 million drams in costs meant
for the computation of actual losses from the calculations of the
natural gas tariff because the documents provided by "Gazprom
Armenia" CJSC do not clearly specify the expenses for natural gas
used for the company's own needs.
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In addition, users fully reimburse the losses in the gas supply
system, which are included in the final gas tariff. The gas supply
firm may become uninterested in attempts to minimize losses as a
result of this worrying situation.

There can be several ways to address the issue:

v' It is possible to deduct up to 50% of the real losses from the
supplier's profit account, which encourages self-interest.

v Unavoidable technological losses account for 4.64% of the
volume of gas imported (90 million cubic meters per year),
according to reports from "Gazprom Armenia" CJSC.
Numerous studies show that this is a greatly exaggerated

number because, according to a number of international

regulations, the linear portion of gas pipelines must be hermetic,
or opaque, which by itself will not permit such high loss rates.

Because the equipment that causes these losses is not present in

transportation (mainline) gas pipes, the presence of unavoidable

technological losses is excluded; yet, in the event that they are, the
gas loss is still insignificant.

v' The 4.64% magnitude of unavoidable technological losses
reported by "Gazprom Armenia" is unfathomable in the given
technological context.

v The quantity of losses reported in the transportation system has
to be reviewed. These losses shouldn't be more than 1% of the
carried gas, according to several estimations.

The republic's gas distribution system has 750,544 residential
users as of January 1, 2023, 400,199 of whom live in apartment
buildings and 350,345 live in houses.
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There was a 13,337 increase in the number of subscribers to
the republic's gas distribution system between January and
December of last year. In Armenia, 650 localities use natural gas.

Our nation ranks among the top in the world with a gasification
rate of 96%, second only to the Netherlands (97%) in this regard.

Conclusion

The gas delivery system has breached the separation of
functions concept, which is regarded as a basic element of carrying
out state policy.

In actuality, "Yerevan TPP" concurrently fulfils the roles of an
importer and a producer, while "Gazprom Armenia" CJSC takes
over and carries out the roles of importer, distributor, and
regulator. Consequently, this complicates the options for
independent investigation and evaluation of the effectiveness of
various functions during the system's operation study.

As a result, the structure and composition of the natural gas
pricing technique are multifunctional.

They should be routinely examined and modified in light of the
nation's socioeconomic priorities and challenges, taking into
account the current trends in the development of the gas supply
system.

Because it is multifaceted and impacts not only the fuel and
energy complex but also the economy's competitiveness and social
stability, the price of natural gas is one of the world's most
important and complicated issues:

178



Maintain the implementation of extensive expenditures targeted
at significantly lowering gas supply and distribution system
losses.

Optimize "Gazprom Armenia™'s spending in other areas, such
as the policy of buying from a single individual, and in terms of
figuring out the best pay rates, with the goal of minimizing costs
that do not guarantee the degree of efficiency.

Establish a division between the procedures for gas distribution
and supply. Establishing a precise definition of the gas supply
within the "Gazprom Armenia" system and making an effort to
establish the gas distribution system territorially.

We are therefore optimistic that costs will drop dramatically and
that no more gas price increases will be permitted. In addition,
it might be feasible to lower the gas tariff to some degree for
specific groups of people and companies.

Given the minimum profitability of "Gazprom Armenia"
required by the 2013 intergovernmental agreement until 2042,
why not suggest to the Public Services Regulatory Commission
a reduction in profitability from 10% to 8%?

v We will receive three times more gas from Iran if the high-

voltage electricity transmission lines between Iran and Armenia are

completed and upgraded with increased power capacity.
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Upwuwynientu ntuh jnipwpwugnip Gpyph hwdwp, pwuh np
puwlwu qwagh uwlwghup nipnuyhnpbt wgnnd £ ndjug
Gpypnwd  wpwwnpynn  wwpwupubph L dwwinigynn
dwnuwjniejniuutiph - wpdbph  Jpw: Cwoyh  wnubin  wju
hwugqwdwupp, np ptwlwu quqp sybpwywuguynn nbunipu L,
qupgugwd tpypubipp, wnpbu huy thunpnd Gu puwywu quagh
uinwgdwl unpwagnyu nbluuninghwubp:

Cwjwunwup Lwupwwbinnipjwt  ququdwwnwywpwpdwu
hwdwwpgp hwdwpfuwphwht  gwugh dJdh dwu L, w
hhduwnpyb) £ nbnbu funphpnwiht  dwdwuwlwopowunwd U
wugh| E qupgwgdwu wmwppbip thnybp:

<< guwqwdwwnwlywpwpdwu  npnpnp - Ywpgwynpnd -k
hwupwhtu dwnwjniejniutbiph hwuduwdnnnyp, huswbiu twl <<
Ywnwlwpnyeyniup' b nbdu nwpwdpwiht unwdwpdwu L
Gupwywnnigwdpuph bwfuwpwpniEjwu:
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<nnywdnid ubpyuwywgywsd Gu <L ubipphu onyuynd puwywu
gwgh Jwwnwlwpwpnwt nt hpwgndp,  wwwdnyenlu  nt
utiphuyhu ppwyhduwlp, utipnpnuiwht dpwantipp, hwdwlwpgh
gnpoéntubinyewu wpryniwwybinnyjwu pwpdpwgdwu ninhubipu L
wnwuduwhwwnynipjniutipp:

Mwnwuwuppdb) Gu puwysnipjwtu U quq uwwnnnubiph
hwdwp qwgh uwlwqguph thnthnfunieynuubipp, huswbiu twl
wnyjw| hwdwlwpgh wwhwwudwu b owhwgnpddwu dwfuubipp,
hwpybpp, 2whnypep, Ynpnwunubipp:
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Abstract: Any type of business activity is not free from the
formation of risks. Banking is also no exception. For banking
business, it is important not to avoid risks in general, but to
anticipate the consequences of risks and minimize their
consequences. This article presents the main mechanisms for
containing operational risks of banks, taking into account possible
scenarios and changes. The goal is to find out how risks are
managed and the possible limits of risk indicators. Forecasts of key
operational risk indicators are based on banking experience and
historical data, which makes it possible to monitor potential risk
thresholds. According to the author, with precise management, the
latter can help differentiate and limit potential risks.
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Research aims: The operational risk management process is
continuous, and the results are embodied in decisions taken to
accept, reduce or eliminate risks that affect the achievement of
goals.

Research novelty: Cyber security plays a great role as a risk
factor, the main purpose of which is to ensure the continuous,
uninterrupted and secure use of information systems and critical
information infrastructure.

Introduction

In the current reality, economically developed countries carry
out a wide range of banking operations, one of the main tasks of
which is to manage potential risks. Risk management is an
important concept related to security and financial integrity, and
operational risk assessment is an important part of its strategic
development.

For banking, it is important not to avoid risks in general, but to
predict the consequences of risks and minimize their results. In
order to make a profit and take a decent position in the market, the
bank must seek and apply effective methods and tools to manage
these risks. Therefore, as long as banks and banking functions exist,
risk management, regulatory and control mechanisms of the bank
will always be important. Operational risk management is especially
relevant, which is currently one of the most important factors in
ensuring the stability of the banking system. Every activity, whatever
it is, involves a part of the risk, is subject to uncertainty associated
with changes in the market. Risk is a part of any human activity.
The word "risk" comes from the Greek word "ridiscon”, in the Italian
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dictionary "risico" it means danger. In Webster's dictionary, risk is
defined as danger, damage, and the likelihood of incurring losses
(Babayan, V., 2003).

Research results

Operational risk is the probability of losses arising as a result of
inadequate or unsuccessful internal processes, systems and human
factors or external factors that may have a direct or indirect
negative impact on the bank's capital and/or profit. Operational risk
also includes legal risk. Legal risk is the likelihood that contractual
provisions, lawsuits, court decisions, rulings or other legal
procedures will interrupt or have a negative impact on the bank's
operations.

The purpose of the organization of the operational risk
management system is:
v" Preventing the occurrence of operational risk,
v Reduction of possible losses of the bank caused by the

occurrence of events caused by internal and external factors),
v' ensuring the continuity and normal process of the bank's

activities,
v' reserve formation and optimization of processes to cover

possible future losses,

AN

Operational risk control,

v" To achieve the above objectives, the operational risk
management system is aimed at solving the following main
tasks,

v"Identification, assessment and analysis of operational risks
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v Regular monitoring of accidents and incidents related to
operational risks,

v" Implementation of a system of warning indicators of operational
risks, monitoring in relation to them,

v Raising awareness of operational risks in the bank,

v" Reducing operational risks, including through the introduction
of standardized functions and the maximum possible
automation of banking processes,

v" Improving the efficiency of banking processes

The bank has three defenses of operational risk management
control: (Operational and integrated risk Management Exam Part 2,
2016)

1) Control level 1: All divisions of the bank in which operational
risk exists or may arise, which assume risks directly, are responsible
for them and inform those responsible for risk management,

2) Control level 2: Persons responsible for risk management,
who generally coordinate operational risks,

3) Control level 3: An internal audit that evaluates the
effectiveness of the components of the risk management system:

In the current reality, there is a dynamic increase in risks also
as a result of external factors, in which the role of cyber security is
also great, the main purpose of which is to ensure the continuous,
uninterrupted and secure use of information systems and critical
information infrastructures through the introduction of effective
cyber security tools.

Cyber security: A set of organizational, technical, and software
tools that ensure access, integrity, and confidentiality of information
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that is processed, stored, and transmitted in a computer, computer
equipment, digital memory disks, information system, critical
information infrastructure, electronic communications network,
from accidental loss, unauthorized access, use, disclosure, hacking,
changes, losses, destruction, attacks, copying, writing, damage
/losses resulting from proliferation and other unlawful interference/
(The Law of the Republic of Armenia on Cyber security, Draft,
2023).

Depending on the assessments of individual risk factors and
trends (directions) that may arise, mostly the overall risk
assessment is formed in accordance with the Table 1. Each bank
sets its own risk assessment criteria.

Table 1. Risk assessment criteria

The direction General risk assessment
of risk
A A High
Low verage bove ig
average
Decreasing Low Low Average High
Low Average Above High
Stable
average
) Above High High
Increasing Average
average

When determining the direction of risk, risk factors that require
and do not require a technical solution are considered separately.
In the case of risk factors requiring a technical solution, the
direction of risk is determined in the manner described below:
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v" Increase: The direction of risk is considered increased if
there are still technical gaps associated with the occurrence of this
accident, sufficient control mechanisms have not been implemented
to manage the risk and there is a high probability that the accident
will happen again,

v' Stable: The direction of risk is considered stable if there are
still technical gaps associated with the occurrence of this accident,
but sufficient control mechanisms have been implemented to
manage the risk, thanks to which the probability of a recurrence of
the risk is practically eliminated,

v" Decrease: The direction of risk is considered downward if
there are no technical gaps associated with the occurrence of this
accident, sufficient control mechanisms have been implemented to
manage the risk and the probability that the accident will happen
again is low.

In the case of risk factors that do not require a technical
solution, the direction of risk is determined as follows:

v" Increase: The direction of risk is considered to be increasing fif,
due to the occurrence of this accident, sufficient control
mechanisms have not been implemented to manage the risk and
there is a high probability that the accident will happen again,

v' Stable: The direction of risk is considered stable if the
mechanisms for excluding this accident are not fixed by internal
legal acts regulating the process, but control is carried out in
accordance with business habits,

v" Decrease: The direction of risk is considered decreasing if the
mechanisms for excluding this incident are fixed by internal

legal acts regulating the process and are actually implemented.
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The Bank applies the following mechanisms to reduce the level
of operational risk:

v' Standardization of banking operations and other operations
(including the development of internal legal acts, the development
of standard contracts, procedures, procedures, technologies for
operations and transactions),

v Implementation of a system of additional and subsequent
control, systems of ongoing verification of transactions and
operations,

v" Definition of the processes of development and approval
(coordination) of internal legal acts,

v’ Ensuring the necessary level of staff qualifications,
continuous improvement,

v Automation of banking processes and technologies,
especially in areas related to standard functions and a large amount
of work.,

v" Allocation of responsibilities based on workload,,

v" Double checking of the performed operations (the principle
of "two eyes"), setting appropriate approval limits in the processes,

v" Insurance of risks for individual losses (conclusion of a
comprehensive insurance contract for bank risks with an insurance
company licensed by the Central Bank of the Republic of Armenia).

An important factor for the implementation of an effective
operational risk management system is also the priority types of
risks based on the international experience and approach of the
Central Bank of Armenia.
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Table 2. Types of operational risks

No Types of operational risk
Risks related to customers, products and business
1 behavior
Risks associated with the implementation of processes,
2 management of functions
3 The risk of information systems failure
4 Cybercrime and information security
5 AML risk
6 Internal fraud
7 External fraud
8 Legal risk
9 Outsourcing
10 Geopolitical ris
11 Loss, damage to material assets
12 Stricter regulation, sanctions
Risks arising as a result of employment relations,
13 remuneration policy

In parallel with the implementation of loss control from
operational risks, a system of warning indicators was introduced,
the change in values of which allows you to predict the amount of
losses associated with operational risks. Of course, each bank can
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set different thresholds depending on the strategy and software
features. According to international experience, as well as its
historical series established for this bank, the bank sets acceptable
thresholds for risk options for each factor, which contribute to a
more complete understanding of the level of operational risk.

Risk is an inherent phenomenon that accompanies all actions
and functions available in the bank, and arises or does not arise
depending on the conditions created for this. The risk can cause
negative consequences that worsen the quality of management
decisions, reduce the amount of profit and affect the functionality
of the organization, which may even lead to blocking the execution
of activities.

Inherent risk is a risk that naturally exists in any activity and is
defined as "a risk that exists until internal control measures are
taken to reduce it" or "all risks that threaten the organization and
may be internal or external risks, measurable or immeasurable".

Residual risk is the risk remaining after the implementation of
internal control measures. The application of these measures
should lead to limiting the inherent risk at a level acceptable to the
organization. The residual risk must be controlled in order to
maintain it at acceptable levels. Risk appetite is the level of exposure
that an organization is willing to accept. Risks cannot be avoided,
and it is necessary to assess them by keeping them "under control",
keeping risks at levels that the organization considers acceptable,
acceptable, and not always striving to completely eliminate them,
since this can lead to other unexpected and uncontrollable risks. In
case of risk reduction or transfer, the bank manages to limit the
risk to a level corresponding to the bank's appetite.
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The bank decides to simply take on the risk if its level already
matches the bank's appetite. And, in the end, risk is a choice, not a
final option.

Conclusion

Risk definitions can be listed with ten other definitions, as a
result of the analysis of these definitions, the following conclusions
can be drawn.

Probability versus consequences: While some definitions of risk
focus only on the probability of an event occurring, other definitions
are more comprehensive, covering both the probability of risk
occurrence and the consequences of the event.

When defining a concept, it is necessary to distinguish between
risk and threat.

v A threat is an event whose probability of occurrence is low, but
the negative consequences are high, since the probability of
occurrence in these cases is difficult to assess.

v" Risk is an event with a high probability of occurrence, for which
there is enough information to assess the probability and
consequences.

Operational risk can be defined as a problem (situation, event,
etc.) that has not yet arisen, but may arise in the future, threatening
the achievement of results. The impact of risk is a consequence of
the result when the risk is realized. If the risk is a threat, the
consequences of the result are negative, and if the risk is an
opportunity, the consequences are positive.

The role varies depending on when the analysis is performed.
v If arisk assessment is carried out before the risk is realized, the

goal is to avoid the occurrence of this event;
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v If a risk assessment is carried out after the risk has been
realized, the goal is to ensure the development of the activity
and the continuity of the activity.
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anrounuuywus nhuusrh YUNULYUrUUL
unuvavucusunie3nruuere <U3uusutvh
<uLvrunessnirfe-3nkuLNhU

b6ddw Mnnnujw
Cwjwunwup wyhnmwlwu nunbuwghnwlwu hwdwjuwpw,
wuwhpwuwn

Pwuwih pwnbp - pwuy, gnpdwnuwlwu nhuly, hpwjwywu
nhuly, nhuyph gnigwuhoubin, Yphpbtpwuywnwugnyentu, nhuyh
wfunpdwy

Atnuwpyuwnhpwlywu gnpéniutinyejwu gwuljugwd wnbuwy
qtpd sk nphuybiph duwynpnudhg: Pwulwihu gnpdniutinieiniup
unyuwbu pwguwnnieginiu sk Pwulwiht gnpéniubinyejwu hwdwp
Ywplunp £ ny pG funwwiht] nhulbphg, w) Ywujuwwnbub)
nhuliph hGwmbwuptubpp L ujwqugnyuh hwugub] npwup:
<nnywop ubplyuywgund b opwulybiph gnpdwnuwlywu nhuyh
hpduwlwu quunnwywu Jdbfuwuhgdubpp’ hwodh  wnubing
huwpwynp ugbuwpubpu ni thnthnfunieinutbpp: Lwywwwlyu k
wwngbl, eE huswbu £ hpwlywuwgynud gnpdwnuwlywu nhuytiph
Ywnwywpnup b nhulyh gnigwuphputiph huwpwynp uwhdwuubiph
Ywnwywpnudp:

Wu ninnywéd £ pwuyh wywmphyubiph ywhwwudwup, pwuyh
gnpéniubinyewt  wupunhwwnnpjwt  wwwhnydwup, pwuyp
gnpoénLubinypjwup ubiphwuwny nhultph dwdwuwyhu
pwgwhwjwndwup, guwhwwndwut nt2wpniuwlywlwu yunwywp-
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dwup, hwpywwwhwlwt hwodwn-dwu L phuwtuwlwu
hwaybinynipniuubph’ gnpdnn  unwunwpuubpht  hwdwww-
wnwufuwunijwt  wwwhnydwup, hpwlwuwgynn gnpdwnunt-
pintuutph  wpryniuwybnnipjwu  pwpdpwgdwup,  pwuyh
gnpénubnijwt  hwdwwwwwujuwunipjwu  wwwhnydwup
ghpdnn  opLuunpnigjwup U pwulyh ubppht  ppwdwlwu
wywbphu:

SGnpdwnuwlwu nhuyp hhduwywu gnigwuhputiph
Ywuluwwnbunwubpp  Ywwwpynwd  Gu  hpduygbind  pwuluwihu
thnpéh b wwwndwlwu 2wppbph ypw, npnup huwpwynp Gu
nwpdunwd ytipwhuyb) huwpwynp nhulwyhu otidtpp:

<bnphuwyh Ywpdhpny 6G2gphnn Ywnwydwpdwu nbwpnud
ytipghuutipu Ywpnn Gu oqubi wwppbpwyb b uvwhdwuwhwyb
huwpwynp nhuybipp:
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