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DIAGNOSTICS OF BANKRUPTCY FROM THE POINT OF
VIEW OF FINANCIAL ANALYSIS

Abstract: The article presents the role of financial
analysis in the bankruptcy process of an organization. A brief
description of methods for predicting bankruptcy and
diagnosing an organization is offered. The significance and role
of each method in financial analysis was clarified separately.
Special attention was given to the interpretation and analysis of
the organization's solvency indicators, which are necessary for
assessing the organization's financial position and predicting
the risk of bankruptcy.

Keywords: bankruptcy, methods of bankruptcy diag-
nostics, financial stability, solvency indicators

JEL classification: G33

Research aim: provide a comparative description of the
organization's bankruptcy forecasting and diagnostic methods.

Research hypothesis: The general methodological
approach to forecasting the bankruptcy of organizations is not
appropriate, consequently it is necessary to use different
methodological methods in this area.



Research novelty: a comparative analysis of the
methods of forecasting the bankruptcy of organizations was
carried out furthermore revealing the advantages and
disadvantages of each,

Introduction

At present, given the instability of the entire
macroeconomic system, the management of the organization
needs to analyze not only the financial condition of the
organization, but also to consistently diagnose the probability of
bankruptcy. To predict the bankruptcy of organizations,
methodological approaches require constant development in
accordance with constantly changing external and internal
conditions. At the same time, the choice of creating a
multifunctional method that will correspond to all spheres of
the economy seems doubtful, since the differences in financial
characteristics are significant. Currently, it is necessary to
submit reasonable proposals to a particular partner of the
organization, investors and other external users in the direction
of improving the financial situation of the organization, and
from this point of view, the methods of diagnosing bankruptcy
are of particular importance, which from the point of view of
financial analysis help to get a more accurate picture. To
achieve this goal, it is necessary to study the signs of
bankruptcy in the organization, the reasons, describe the
approaches, methods and models used to assess the probability
of bankruptcy, check the probability of bankruptcy.



Research results

The business cycle of an organization consists of the
following stages: development, growth, maturity, and decline.
These cycles are constantly changing depending on a number
of external and internal, subjective and objective conditions.
Some organizations successfully overcome the downturn and
return to the growth phase, while others fail to overcome the
downturn and go bankrupt. The problem is not how to avoid
bankruptcy, but what methods of assessing insolvency to use to
get more reliable information for making management
decisions.

First, it is necessary to pay attention to the concepts of
"insolvency" and " bankruptcy". There is a dialectical connection
between them and they have a common essential basis: excess
of the amount of the debtor's obligations over the value of its
property. It follows from this that bankruptcy as a fact cannot
be recognized by an Arbitration Court without insolvency, since
insolvency is a precondition for the application of bankruptcy
legislation. On the other hand, these closely related concepts
do not coincide, since insolvency is not yet a fact of bankruptcy,
but only a precondition. Insolvency may not always result in a
court decision on bankruptcy. [1] Currently, there are several
methods of diagnosing bankruptcy. The first involves the
analysis of a wide range of criteria and features, the second is
based on integral indicators, the third uses the analysis of a
limited number of indicators that characterize the financial
position of the organization. The analysis of a wide range of
criteria and features in the first method includes:



e a prolonged decline in production, reduced sales and, as
a result, a decrease in revenue,

o the presence of overdue accounts payable and receivables
in the balance sheet of the organization,

e consecutive decline in the liquidity ratio,

¢ high proportion of borrowed capital in total capital,

¢ insufficient amount of own working capital,

e availability of raw materials, materials, finished products,
and other excess inventory,

e loss of key customers and suppliers,

e the decrease in production capacity,

e underutilization of production capacity,

o insufficient volume of capital investments,

e loss of key employees, etc. [2]

The second method of diagnosing bankruptcy is integral
indicators. The essence of this method is that the diagnosis is
based on a financial model, which summarizes the main
indicators that characterize the activities of the organization. As
a result of the calculation, the resulting coefficient shows which
group this organization belongs to, whether it is bankrupt or
not. That is, with the help of these models, you can immediately
assess the risk of insolvency. So far, a large number of models
for diagnosing bankruptcy have been developed. Two-factor
and five-factor models of Altman, R. Taffler and G. Tishou
models, R. R. Saifulin-Kadikova model, etc.

The third method is based on financial analysis. It offers
the calculation of a certain number of financial coefficients. As
a rule, organizations use it, because this method allows you to



economically and reliably assess the financial position of the
organization. First of all, it is necessary to analyze the
indicators of solvency that depend on the liquidity of the
organization and its assets. Solvency is the ability of an
organization to pay its debts on time. This is the main indicator
of its financial stability. In some cases, instead of the concept of
"solvency", which, in general, is also true, the concept of"
liquidity” is used, which implies the presence of various funds
of the organization that form the active part of the organi-
zation's balance sheet, should be implemented. This concept is
a broader set of solvencies. However, in a narrower and
simpler sense, solvency means that the organization has at its
disposal sufficient working capital necessary to repay all short-
term liabilities. Liquidity characterizes the possibility of
converting assets into cash. [3] In other words, the concept of
solvency is more dynamic than liquidity, since stable
organizations tend to have an established structure of assets
and liabilities, and any sharp change in them is rare, while
solvency depends on many internal and external factors at a
particular date. The current liquidity ratio indicates the
adequacy of the organization's current assets, which, if
necessary, can be used to repay its short-term liabilities. The
cost of the lower limit of the ratio, equal to 1, is due to the fact
that there must be the same working capital as short-term
liabilities. The excess of current assets (twice) creates
conditions for the stable development of production and
financial activities. A liquidity ratio above 2 indicates that
current assets are not being used effectively. The absolute
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liquidity ratio is a more stringent indicator than the previous
one and shows how much of the short-term debt can be repaid
if necessary. The obtained values of the absolute liquidity ratio
indicate the need for constant work with debtors in order to
ensure the possibility of converting funds of the most liquid
working capital for settlements with suppliers. Indicators of
solvency, the order of their calculation, as well as the optimal

values are presented in Table 1:
Table 1. Indicators of solvency

Indicators Calculation of the Acceptable
indicator values
Current liquidity ratio Current assets / 1-2
Current liabilities
Absolute liquidity ratio (Cash + Short-term 0,2-0,4
financial investments)
/ Short-term liabilities
The ratio of the security | (Amount of assets - >1
of the debtor's own Value added tax) /
assets and liabilities Balance sheet amount
Solvency ratio of current |  Current liabilities / < 3 month
liabilities Average monthly
income

The ratio of the debtor's own assets to the debtor's
liabilities shows how much the organization's own assets cover
long-term liabilities. The degree of solvency of current
liabilities shows how many months an organization needs to
repay short-term liabilities in compliance with the current level
of income. Moreover, the coefficients that characterize the
financial stability of the organization are calculated. Financial

stability of an organization-the state of its financial resources,
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their distribution and use, ensuring the development of an
organization based on the growth of profit and capital, while
maintaining the level of solvency and creditworthiness within
acceptable limits. An organization that can accurately use the
economic benefits available in its own assets, calculates the time
limits set for its obligations, and does not allow unjustified
receivables can be considered financially stable. [4] According
to A. Sheremet: financial stability is the ability of an
organization to maintain its existence and smooth operation due
to certain free funds and the balance of financial flows. [5] The
main indicator of financial stability is the growth of sales
volumes, as this is the revenue from sales, which is a source of
covering current expenses and generating profit. In turn, profit
growth allows you to expand the scope of the organization,
invest in improving the material and technical base, the
development of new technologies, etc. The autonomy ratio
reflects the share of equity in total assets. The higher its cost,
the more independent the organization is from external sources
of funding. The ratio of own working capital security is
calculated as the ratio of own current assets to the total value of
current assets. It describes the part of the reserves that is
acquired from its own funds and thus reflects the financial
stability of the organization.

Table 2 shows the indicators and their calculation
procedure that characterize the financial stability of the
organization:

12



Table 2. Financial stability indicators

Indicators Calculation of the Acceptable
indicator values
The coefficient of Equity / Balance 0,5
autonomy sheet amount
Coefficient of availability (Equity + Non- 0,6-0,8
of own working capital current liabilities)
/ Inventories
Share of overdue Overdue accounts | No more than
accounts payable in the payable / Balance | 20%
total balance sheet sheet amount
Ratio of accounts Accounts 0,4
receivable to balance receivable /
sheet amount Balance sheet
amount

The share of overdue accounts payable in the total
balance sheet is characterized by the presence of overdue
accounts payable and its share in the total liabilities of the
organization. The ratio of accounts receivable to total assets
shows how much cash and other financial assets are diverted
from turnover in favor of third parties. This is a softer indicator
than the autonomy coefficient. In world practice, its cost is less
than 0.4. Then you need to calculate the indicators that
characterize the activity of the activity. It represents the totality
of the efforts required to promote an organization in the
market. In addition to quantitative indicators of business
activity, it is also possible to distinguish the qualitative
characteristics of the organization's activities that form its
competitive advantages. product range, product quality, service
quality, number of new products and services, employed

13



market share, employee qualifications, market reputation, etc.
Note that there are no optimal values for profitability indicators.
The higher the cost of these indicators, the more effective the
organization will be. The optimal values of the coefficients
presented in Tables 1 and 2 are conditional. In practice, it is
necessary to analyze the dynamics of all the specified
coefficients, as well as compare them with similar indicators of
organizations operating in the same industry. In terms of
assessing the financial condition of the organization, the
quantitative indicators that characterize business activity are
highlighted, which are presented in Table 3:

Table 3. Quantitative indicators that characterize
business activity

Indicators Calculation of Comment
the indicator

Return on assets Net profit / Reflects the  degree  of
ratio Balance sheet | efficiency of the use of the
total organization's assets, as well as
the professional qualifications
for managing them

Sales profitability Net profit / Provides information on the
ratio Revenue from | level of profitability of the
sales organization

Thus, a multi-level method of diagnosing bankruptcy is
a system of a huge number of indicators that need to be
calculated in dynamics. This method of diagnosis is good, as it
allows you to assess the financial situation of the organization
and the risk of bankruptcy in the most coordinated and
comprehensive way. The main disadvantage of this method is

14




the high degree of complexity of making decisions in multi-level
tasks. The method based on integral indicators, on the
contrary, does not require complex calculations, but there is no
universal model for diagnosing bankruptcy. We should always
consider the industry affiliation of the organization, as the
indicators may differ greatly in different areas of activity. Such
models should be developed separately for each industry
sector, periodically adjusted and improved to consider new
trends in the economy. The method of diagnosing bankruptcy
based on a limited range of indicators is the optimal method of
diagnosing bankruptcy, which is not as difficult to calculate and
make decisions as the multi-level method, but not as simple as
the method based on integral indicators. It allows you to select
only the indicators necessary for the calculation, which allow
you to comprehensively characterize the financial position of
the organization and more reliably assess the risk of
bankruptcy.

Conclusions

In our opinion, the indicators of bankruptcy diagnostics
presented in the article allow any organization to accurately
determine the ratio of its own and borrowed capital, predict the
organization's cash flows and manage them, accurately service
the organization's short-and long-term debts, assess the full
potential of the organization and indicate ways that will help the
organization to increase the level of business activity. These are
the main areas that an organization of any field should pay
attention to and develop a strategy for its activities based on the

15



scope and characteristics of its activities. We believe, that all

organizations should conduct an analysis of the indicators listed

in the article, which will show an assessment of the financial

stability of the organization and will contribute to making more

effective management decisions.
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UNIVERSITY'S COMPETITIVENES STRATEGIC ACCOUNTING
METHODOLOGY

Abstract: Acting as a separate area of managerial
accounting, strategic accounting performs unique functions.
Strategic accounting monitors the actual results of the
organization's to long-term economic activities, revealing not
direct operational or tactical deviations, but direct or indirect
threats to the failure of long-term business plans. Therefore, it
is important not only to monitor the economic competitiveness
of organizations, but also to group and coordinate that
information, to develop a framework for internal management
accountability, which can be done through strategic accounting.
In this case, there is an opportunity to identify the competitive
advantage (weaknesses) centers of the organizations through
strategic accounting reports, to take measures to those
responsible to eliminate these shortcomings in the foreseeable
future.

Keywords: strategic accounting, assesment of compe-
titiveness, double entry, managerial reports, decition making

JEL classification: M40, M41
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Research aim: propose a methodology for strategic
accounting of competitiveness.

Research hypothesis: the level of competitiveness of
organizations can be accountable by double entry.

Research novelty: strategic accounting methodology is
proposed for universities activity competitiveness.

Introduction

Acting as a separate area of managerial accounting,
strategic accounting performs special functions. First of all, it
integrates the information of the internal-external environment
of economic activity, which is related to the indicators of the
organization's competitiveness, implements strategic planning
information based on the long-term business goals and mission.
In addition, strategic accounting monitors the actual results of
the organization's long-term economic activities, revealing not
direct operational or tactical deviations, but direct or indirect
threats to the failure of long-term business plans. Therefore, it
is important not only to monitor the economic competitiveness
of organizations, but also to group and coordinate that
information, to develop a framework for internal management
accountability, which can be done through strategic accounting.
In this case, there is an opportunity to identify the competitive
advantage centers of the organizations through the strategic
accounting reports, to take measures to those responsible to
eliminate these shortcomings in the foreseeable future.
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Literature review
Despite the fact, that the functions of strategic

accounting are gradually being clarified in the management
system, there are still different approaches to this issue in the
professional literature. [1] As a rule, in economically developed
countries, strategic accounting is considered as a separate
branch of traditional management accounting, hence, it is
called "strategic management accounting”. However, in our
opinion, strategic accounting can not be considered a
traditional management accounting in a number of respects.
First, it is in information integration interconnections with both
management and tax, financial and operational accounting
systems; it cannot be part of management accounting. In
addition, traditional management accounting typically serves
internal management, which reports to the latter as a "trade
secret." In contrast, the strategic accounting report is more
open and public, as it is also used by shareholders, employees,
and investors directly or indirectly involved in the business
management system. Finally, in contrast to traditional
management accounting, the scope of which is much more
comprehensive, including the entire management system (cash
flow, business activity, investment efficiency, etc.), the scope of
strategic accounting studies can often be narrow. As it is
"targeted" at the strategic hubs that support the mission of the
organization's economic activity U mainly have long-term
targets. [2]

By the way, these potential targets are not universal for
all organizations, but differ greatly from each other, based not
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only on the specifics of the business, but also on the
requirements of the competitive environment. In contrast, the
professional literature presents a different view, assessing the
scope of strategic accounting as more comprehensive, but not
in terms of objectives, but in terms of a variety of research
technologies and information sources. Thus, strategic accoun-
ting uses methods of analysis, planning, budgeting, statistical
methods, principles of probability theory, while at the same
time incorporating the traditional accounting methodology
within its study technologies (double entry, accounting, balance
sheet of indicators, factor assessment of causal changes, audit
U internal control). The diversity of study technologies the wide
range of information sources in practice also pose problems in
the organizational field of strategic accounting, as it becomes
necessary to methodically coordinate the "functions" of differ-
rent study methods, to create a unified body for harmonization
of different functions. In this regard, it is proposed in the pro-
fessional literature to present the methodological system of
strategic accounting organization with three interrelated sec-
tions. In addition, the first section presents the purpose of stra-
tegic accounting, tasks and functions, which in fact acts as a
"driving force" in the accounting system, determines the metho-
dology used and the scale of information presentation. [3]

Research Methodology
As a rule, the purpose of strategic accounting is the
provision of information on long-distance management
decisions, which solves a number of problems, such as:
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e internal and business environment analysis from the point
of view of competitiveness strategy,

e supervision of the implementation of the goals of the
organization's strategy according to the centers of
responsibility U factors,

e operational, tactical cause-effect correlation and strategic
management information flows harmonization in the
accounting system.

The next step in organizing strategic accounting is the
new methodology used. Moreover, this issue is discussed from
a generalized point of view. [4] Strategic accounting
information flows are coordinated in such a way as to provide
both qualitative and quantitative measurements of the causal
changes in key indicators. However, such coordination will be
considered ineffective if the scope of information does not
include the areas that reflect the process of achieving strategic
goals in the internal business environment, as well as in the
competitive foreign market, supply, sales and investment. An
important area of strategic accounting is the information
gathering process. The peculiarity of this field lies not only in
the various information sources (natural, value, tax, financial,
operational accounting reports, marketing, control reports,
market outsourcing analyzes, etc.), but also in the specific
requirements for the information used.

Flexibility and speed of changing the range of
information sources in the face of changes in the competitive
environment. There is an opinion in the professional literature
that traditional accounting information does not always provide

23



an opportunity to make forecasts in the field of strengthening
the competitiveness of organizations, moreover, to make
effective strategic long-term decisions. Thus, strategic
accounting is presented as a "global model of information
technology"”, combining financial and management accounting,
also reporting within one system to make strategic decisions.
There is is also of the opinion, that strategic accounting should
be used as an effective means of managing innovation,
considering that it includes such long-range indicators, that fall
outside the traditional governmental and financial accounting
system. [5]

Strategic accounting is also seen as an effective means
of managing the sustainable development of the business,
"securitization"”, when long-term control is established over the
net assets of the organization, the quality of liabilities,
structural reforms of competitive capital. We agree with the
wording, according to which strategic accounting is defined as
an information system adapted to the specifics of the business,
which forms in a multidimensional management system,
contributing to the strategic decision-making on increasing
internal and external competitiveness. [6] Thus, the main
features of strategic accounting, with which it acts as a separate
area in the economic accounting system, are as follows:

First, strategic accounting is governed not by set
national or international standards, but by dynamic incentives
to improve business competitiveness, so it is never repeated at
the level of different organizations, as its flexible organizational
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structure and methodology adapts to a specific business
environment.

Second, strategic accounting is not limited to traditional
management accounting methods; it uses a wider range of
study tools. On the contrary, the scope of strategic accounting
objects is narrower; it includes not the whole sector of the
economy, but only the "engines" of competitiveness, ie strategic
targets, far-reaching goals.

Third, strategic accounting is characterized by a
multifaceted environment for the collection and processing of
information, which relates not only to the internal and external
competitive areas of the business, but also to financial and non-
financial key indicators, critical criteria for sustainable business
development, within which strategic management decisions are
made.

Research results

In our opinion, it is expedient to introduce management
accounts in the strategic accounting system, due to which the
competitive positions of different segments of agribusiness will
be registered. Moreover, these accounts are not integrated with
financial accounting accounts, as they do not represent the
financial position and financial results of the business, but
describe the competitiveness, which is very important in the
strategic management system.

Therefore, the proposed strategic accounting accounts
do not participate in the preparation of financial statements.
They provide information to the managerial accounting system
on the degree of competitiveness of the business. At the same
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time, we propose to build this information system on the
principle of balance sheet, on the one hand, grouping the
relative values of "benchmarks", on the other hand, recording
deviations from them, such as.

Actual indicators = Competitive indicators +,- Deviations

Table 1. Competitive goals and facts of the university's
strategic indicators. Composed by the authers.

Strategic Com- | Actual | Implemen- | Devi-
Indicators petitive tation level | ation
Students % 90 85 0,94 -0,06
demands
satisfaction
Student stu- 5200 4260 0,82 -0,18
employability dent
level
Diversity of quan- 15 1 0,73 -0,27
education tity
programs

Thus, in the foreseeable future, the university has set
itself the task of appearing in the top five competing
universities operating in the local education market, to achieve
which a number of indicators must be met in the next three
years, such as: meeting student needs by at least 90% and
employing at least 5,200 graduates a year, a variety of
professional educational programs in at least 15 areas.
However, monitoring shows that the university does not achieve
its goals even in the first year, producing lower competitive
rates (see Table 1).
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Based on the balance of competitively targeted

indicators and deviations of actual achievements, we propose to

apply the University's Strategic Competitiveness Accounting

Methodology, based on double entry new management

accounts, by retrieving the following accounting reports.

1.

2.

3.

The maximum coefficient of satisfaction of the needs of the
university students has been formulated:
DR Competitive Satisfaction Index... 1.0

CR Actual Requirement Satisfaction Index ...... .1,0
The actual coefficient of satisfaction of the needs of the
university students has been formulated:
DR Requirement Satisfaction Actual Index .... 0.94

CR Competitive Satisfaction Requirement .... 0.94
The deviation of the actual coefficient of satisfaction of the
needs of the university students from the strategic goal has
been formulated:
DR Actual Requirement Satisfaction... .0.06

CR Deviations from the strategic goals....... 0.06
Deviations of actual achievements from strategic
competitive goals have been written off:
DR Deviations from Strategic Goals....... 0.06

CR Competition Satisfaction Index.......... 6 0.06

Conclusions
The proposed accounting reports are also applicable to

other indicators of university competitiveness and information

coordination (see Table 1). Therefore, by targeting any

competitive indicator, the strategic accounting methodology
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presented by us, provides an opportunity to monitor the

progress or shortcomings of the organizations' competitive

position. Finally, the strategic accounting of deviations from

competitive objectives creates a field of comparability of

indicators of different dimensions (financial, natural) and based

on it, effective management decisions are implemented.
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MANAGERIAL DECISION: SOME SOCIO-PHILOSOPHICAL
PROBLEMS

Abstract. Making managerial decisions requires not only
specific knowledge and experience but also possession of the
patterns of making managerial decisions and their adequate
use. Meanwhile, most managers do not trust theoretical, and
even more so to philosophical reasoning on this topic and, in
general, tend to make decisions only based on their experience,
intuitively, and therefore consider any recommendations
superfluous. This article analyzes some of the socio-
philosophical problems of the management decision-making
process, and in the light of such an analysis, the main causes of
errors are clarified.

Keywords: managerial decision, principles of making
managerial decisions, philosophical problems of making
managerial decisions, intuitive approach, rationalistic approach,
managerial mistakes

JEL classification: D 91, M 19, M 54

Research goals: show that making a managerial decision
requires not only specific knowledge and experience of a
manager but also his knowledge of the laws of making
managerial decisions and their adequate use; it is necessary to
simultaneously find out the main mistakes in making managerial
decisions.
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Research hypothesis: The main mistakes in making
managerial decisions are the result of a manager's
overestimation of his experience and intuition, and vice versa,
underestimation of the importance of knowing the basic laws of
making managerial decisions and their adequate use. The
flexibility of thinking and improvement of communication skills
will contribute to a more effective implementation of this
function of the manager.

Research novelty: Based on the conducted socio-
philosophical analysis, the article reveals some patterns of
making managerial decisions and their adequate use, as well as
the reasons for the main mistakes in making managerial

decisions.

Introduction
In modern management theory, much attention is paid to

the activities of a manager associated with making managerial
decisions. And the performance of this function requires to him
not only special knowledge and experience but also a sufficient
understanding by him of the laws of making managerial
decisions and their adequate use.

Decision making seems simple and easy because we all
make decisions in our daily life. These decisions are not
shielded from business life either in form or in their
interpenetrating consequences. And since everyone, before
taking on the role of “decision-maker”, has already made many
decisions “by eye”, the same behavior transfers to the sphere
of labor relations.
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It is for this reason that most managers are suspicious of
theoretical, and even more so philosophical, reasoning on this
topic and, in general, tend to make decisions based solely on
their experience, intuitively and therefore consider any advice
and recommendations superfluous. Meanwhile, knowledge of
the basic laws of making managerial decisions does not at all
prejudice the originality of each type of activity and the subject
of decision-making, but contributes to both a better under-
standing of the essence of the managerial problem and a more
complete comparison of the existing options for choosing a
decision and therefore making the most correct decision and its
effective implementation. The philosophical analysis of the
process of making and implementing managerial decisions
contributes to more complete coverage of this phenomenon
and the improvement of the methodology of cognition and
changing reality.

The managerial decision from a philosophical point of view

According to the definition adopted in the specialized
literature, “a managerial decision” is the intellectual activity of
a subject (individual or collective) aimed at providing a solution
to a certain intrasystem problem and at the normal functioning
and harmonious development of the system as a whole.

Making a decision means generalizing the analysis of the
current moment of management work to overcome the
cognitive dissonance of the previous state and create a certain
picture of the necessary actions (in fact, a situational goal) and
clarify the way to achieve it.
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The managerial decision is aimed primarily at practical
goals therefore managers are primarily interested in the quality
of the managerial decision. The latter includes the validity of
the decision, the correspondence of the situation and time, the
potential for transformation, controllability, measurability,
reporting, and finally, the total effectiveness of the decision’s
impact on the current state. [1, 2, 3] In addition to all this,
financial management assumes a complete understanding of
the direct and indirect financial results of the decision. [4, 5, 6]
For the philosophy of management, the very essence of the
decision-making process as a type of human intellectual activity
is important first of all. [7]

Although the act of making decisions involves the use of a
particular technology to achieve a goal, it cannot be boiled
down to technology. Decision making is a purely human action:
technique and technology are used obeying the mind and will
of man. And the wider the scope of the goal of a given
managerial decision, the more the importance of the human
factor increases, and the role of technical issues in the very act
of decision-making falls. Even the most advanced “artificial
intelligence” cannot replace the immanently human ability to
set goals. That is why, in the very act of decision-making, the
manager personal characteristics are prominently manifested:
“Considering its effects, the decision is a way of expression
characteristic to managers, and the measure of the managers’
“talent” and training quality level”. [8, p. 111]

Of course, there are different problem situations and,
accordingly, different levels of managerial decisions. If the
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situation is ordinary, which means that an adequate solution is
already known and has been tried more than once to resolve
such a situation, then no special “talent” is required at all. You
just need to apply the “right decision” to the “right situation” -
considering the exact factor of time, material and financial
resources, expected results, etc. True talent, creativity, thinking
outside the box, decisiveness, and special organizational qua-
lities are required of a manager in a new, unfamiliar or difficult
situation.

From a philosophical point of view, it is very important
that the manager adequately understands the place and role of
managerial decisions in the entire management system. Among
the variety of definitions of the management essence, the best
and shortest is the following - the activity of “getting things
done by other people”. [9] Indeed, management is a type of
interaction between the subject and the object of management:
the latter are those who implement the decision made by the
subject. Thus, the management process begins with setting a
goal and ends with feedback - finding out the correspondence
between the initial goal and the final result. To make a decision
means to formulate a goal; this is the main responsibility of the
manager, and the implementation of the decision made is the
main task of executive labor. Consequently, we can say that
management as an integral process is the unity of continuity
and discreteness. The course of the process is constant and
with necessity interrupted by management decisions, but at the
same time, it is these decisions that ensure the integrity of
management. It is the quality of the management decision taken
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at each stage that determines the focus and efficiency of mana-
gement.

There is always a need to make a choice. And the choice
is always made, but how reasonable and correct is it? There is
no doubt: to be able to make the right choice, we must under-
stand the dialectical issues of certainty and uncertainty,
necessity and chance, possibility and reality. Making a decision
means choosing one perspective from a variety of prospects for
the development of a given situation, that is, moving from
uncertainty to certainty, or, figuratively speaking, drawing a
bridge from possibility to reality.

In practice, the most common is the “classical model”
(otherwise — the “rational choice” model) of making managerial
decisions: clarification of the goal, analysis of alternatives and
their assessment, the final choice of a course of action,
implementation, and control - through providing feedback. Of
course, this algorithm has its characteristics in different
situations, with different types of managerial decisions: the
individual decision and the jointly made decision differ
significantly: the same should be said for long-term and short-
term solutions, programmed and non-programmed decisions,
strategic and tactical (current) decisions, decisions regarding
the financial problems of the organization and problems of
improving interpersonal relationships among staff members.

Goal-setting is a purely human quality: man is the only
living being able to consciously set a certain goal before himself
(another question is to what extent this goal adequately reflects
the real logic of things). A clear goal, according to Stephen
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Covey, is one of the seven important qualities of highly effective
people: “Begin with the End in Mind”. [10]

The ability to timely and accurately formulate the main
goal of making managerial decisions depends on the flexibility
of the manager's thinking, on his general philosophical culture.
It is the adequate formulation of the goal that determines the
further logic of actions of both the manager himself and the
direct executors of the managerial decision. When people work
together (both in formalized and non-formalized structures),
the one who formulates the goal becomes the leader of the
coordinated activity of this group (organization), and others
already act as his followers. And since making decisions means
taking on the responsibility of a leader, then one should agree
with the criterion proposed by Peter Drucker, namely, a leader
and a “misleader” differ in the ability to formulate the right
goal. [11, p. 121]

For setting the right goal, the professional knowledge and
experience of the manager are, of course, important, but the
quality of his thinking is no less important. In this sense, the
ability to formulate a goal that is adequate for the time and
management situation depends on the manager's ability to work
with objective facts and with the necessary information, analyze,
navigate independently and find the only correct answer. Here,
| think, a parallel with one comparison, which was made by
Francis Bacon, when he expounded his vision of the difference
between two extreme ways of perception, analysis, and use of
knowledge is appropriate. One way, according to Bacon, is
characteristic of a purely empiricist-experimenter, the opposite
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way is for a dogmatist-theoretician. “The experimenters, like
ants, merely collect and use particular facts; the theorists, like
spiders, make webs out of themselves”. [12, p. 33] Rejecting
extremes, Bacon offers his solution to the “golden mean”: “But
the bee takes a middle course: it gathers its material from the
flowers of the garden and the field, but uses its powers to
transform and absorb this material”. [12, p. 33] You should
also do the same when formulating the goals of managerial
decisions, taking into account that the situational tasks of the
manager are no less diverse than the flowers in the meadow.

Moreover, the flexibility of a manager's thinking is of
utmost importance both when analyzing the managerial
situation and when making a final decision. Everything changes,
everything is in motion, there are no and cannot be identical
situations. And this is so primarily due to the human factor:
even if in purely technological terms the managerial decision
seems to be the same, but the implementation of this decision
goes through the skills and will of different performers. Over
time, people themselves change - not only those who make
managerial decisions, but also the performers, and the nature
of their relationships also changes. This is why the same so-
lution cannot always be successful. Understanding this is an
important condition for ensuring effective management in
general: “Success does not guarantee continued success”. [13,
p. 280]

It is quite remarkable that in the system of training
businessmen and managers, primary attention is paid to
fostering flexibility of thinking. The importance of this has been
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aptly articulated by Paul Schoemaker, the founder and

I”

chairman of “Decision Strategies International” advisory
center: “The traditional paradigm of business schools, with its
strong focus on analytical models and reductionism, is not well
suited to handle the ambiguity and high rate of change facing
many industries today”. [14, p. 119] And accordingly, the
flexibility of thinking is one of the important elements that the
new paradigm of business education needs to include. [14, p.
127-128]

The British Mike Woodcock and Dave Francis also insist
on the importance of manager flexibility, while explaining the
importance of this quality for the personal development of the
manager: “Flexibility is closed related to openness. When
individuals are open, they can be influenced by what is
happening around them. They question their established
views”. [15, p. 105]

Thanks to the flexibility, the manager not only shows a
creative approach to a problem situation but is also able to
avoid two extremes when making management decisions. The
first extreme is when the manager strives for complete, 100
percent information, and only after being sure of this makes a
decision: meanwhile, the latter turns out to be belated and
therefore obsolete. The second extreme is the manager's
overconfidence in the correctness of a solution already tested
in the past: this leads to dogmatic thinking, loss of flexibility in
the perception of the changes that have occurred, and,
consequently, to a decrease in the possibility of making an
adequate decision. That's why, as Lee lacocca said, a manager
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needs to take reasonable risks and make a decision based on
95 percent of the information. [16]

To ensure the behavioral flexibility of the manager
already at the stage of implementing the solution, that is, when
motivating performers and monitoring their activities, it is
extremely important for him to understand the phenomenon
that in psychology is called “the law of response uncertainty”.
The essence of the law is that the effectiveness of the same type
of managerial influence changes over time: simply put, if a
manager is accustomed to using exclusively economic methods
of influence, then he must realize the inevitability of reducing
their motivational potential, and therefore diversify the methods
of influence.

Here, again, it should be noted that the flexibility,
creativity, focus of the manager on constant personal self-
improvement cannot be the result of just some kind of training.
The worldview of the manager, his system of values, the ability
to show a holistic approach to a problem situation, general
communication skills, and especially the ability to make the
most of the creative potential of all participants in the adoption
and implementation of managerial decisions, are of decisive im-
portance. The type of thinking of a manager and the
peculiarities of his behavior in making managerial decisions are
an important element of the managerial culture in general, and
it, in turn, is closely linked to a broader reality: with the
dominant ideology in a given society, prevailing value
orientations, accepted standards of behavior, stereotypes of
assessment person and his life success, etc. If the concept of
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“homo economicus” dominates in the public consciousness,
then usually the methods of making and implementing
managerial decisions are limited by economic methods of
influence, meanwhile, with a broader philosophical approach to
a problem situation, the range of methods is much richer and
more effective.

Thus, even a brief philosophical review of some aspects
of the managerial decision-making process shows that there is
great potential for improving the performance of this
managerial function. Of course, an experienced manager can
analyze a managerial situation, set an appropriate goal, evaluate
alternatives, and perform all other actions. Nevertheless, there
is no doubt that the manager who will be able to add knowledge
of the patterns of managerial decision-making and a certain
taste for philosophical reflections to his experience will be
much more successful. Such a manager can be much more
successful in avoiding mistakes when making those managerial
decisions that are mainly related to the peculiarities of his
thinking.

Error prevention
Mistakes do happen. Mistakes (errors) can be very

different — grammatical, cognitive, logical, speech, reading,
memory, ideological, judicial, scientific, political, managerial,
etc. The reasons for mistakes are very diverse: cognitive
delusions, lack of knowledge, distorting influence of stereotypes
of perception and behavior, haste, biased approach, political
struggle, competitive pressure, incorrect financial calculations,
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and others. The consequences of mistakes in their coverage are
also very different - ranging from insignificant, concerning the
individual, and ending with huge economic losses for
organizations and public life in general.

In this regard, the formula “to success - through
mistakes” is partially justified, as well as the successful use of
random, and sometimes, it would seem, irrational phenomena.
[17, 18, 19] But, of course, it is much more correct and
profitable to anticipate the possibility of error or failure in
advance: prevention is better than cure: prevention is better
than cure.

To begin with, mistakes in making managerial decisions
are mainly the result of some stereotypes in our way of
thinking. As everyone knows, stereotypes play a dual role in our
perception of reality. On the one hand, they, as a «frozen»
knowledge of the past, including as a certain experience of
decisions made, facilitate the cognition of new phenomena. But,
on the other hand, stereotypes to a certain extent distort the
correct picture of reality, since they often suggest ready-made
solutions to us, although we have not yet understood the
problem in full.

This statement is not news at all. Management theorists
from the American University of Tennessee distinguish three
types of distortion in managerial decision making:
«simplification», when decisions about a complex problem are
made based on only a few simple elements; «hindsight», when a
decision is made based on the incomplete analogy with previous
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decisions; «aggregation», when the decision is based on false
associations between problems and information. [20, p. 16]

Of course, it would be wrong to reject both any
simplification of the problem situation and the management
decision taken on this basis. Moreover, sometimes we observe
the opposite phenomenon, namely: the excessive complication
of problems both in the analysis of the management situation
and in the adoption of the final action.

Let's remember “Occam's Razor”, one of the formula-
tions says: “Plurality should not be posited without necessity”.
Some authors convincingly show the advantages of such an
approach when making management decisions — more complex
decisions are not rejected, but in some circumstances simple
decisions are not only more effective but also the only possible
ones. [21, 22] Some of the benefits are undeniable: “Simple
rules enable people to make quick, reasonably accurate
decisions that require less effort than more complicated
approaches. When there is not much time or when information
is at the minimum - in frontline triage, for example — these
rules of thumb can save the day. Simple rules work because
they focus on key aspects of a decision while ignoring
peripheral considerations. By using simple rules, people can
function without constantly stopping to rethink every aspect of
a decision every time they make it”. [21, p. 32]

This is all true. However, let's ask ourselves the question:
what is the basis of making a simple decision? The answer is
clear: it is intuition, as a generalized experience of the ma-
nager. But is it safe to say that intuition will never let us down?
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Relying too much on intuitive decisions, don’t we expose
ourselves to the danger of making gross mistakes, primarily
because we unwittingly underestimate rational methods of
decision-making? According to Eliyahu M. Goldratt, an Israeli
physicist, economist, and managerial theorist, the opposite is
true, that is, we must rely even more on our intuition: “We
grossly underestimate our intuition. Intuitively we do know the
real problems, we even know the solutions. What is
unfortunately not emphasized enough is the vast importance of
verbalizing our own intuition. As long as we will not verbalize
our intuition, as long as we do not learn to cast it clearly into
words, not only will we be unable to convince others, we will
not even be able to convince ourselves of what we already know
to be right. If we don't bother to verbalize our intuition, we
ourselves will do the opposite of what we believe in”. [23, p. 4]

It is difficult to agree with the opinion that in life and
professional activity we poorly use our intuition. We are not
robots (fortunately, for now, and hopefully we will never), so in
the depths of our even the most balanced decisions and
rational actions, one can find the influence of our intuition, a
certain inner and logically inexplicable conviction that we are
right. At the same time, one cannot fail to notice those mental
traps that intuition creates and into which we fall with surp-
rising ease. Indeed, when making important decisions, our
intuition can play an involuntary joke with us, simplifying a
complex problem and suggesting a simple but wrong solution.
This phenomenon is analyzed in detail in Daniel Kahneman's fa-
mous book “Thinking, Fast and Slow”. [24]
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How do we usually make decisions in the face of great
uncertainty? To answer this question, Kahneman identifies two
types of thinking, which he designates as "system 1" and "sys-
tem 2". Their qualitative difference lies in the speed of the
thinking process - the answer to the problematic task, i.e. in
the speed of the proposed solution. System 1 is a type of “fast”
thinking, since it is based on human intuition, thanks to which it
instantly and ready-made presents the desired solution.
Meanwhile, System 2 is based on research, analysis,
calculations, and therefore is inferior to the first system in
speed: and the author calls it a “slow” or “lazy” type of
thinking.

It is not difficult to notice that System 1 is the same simple
solution that, as | noted above, has important cognitive and
practical significance. Kahneman does not at all deny the
importance of simple decisions, but he sees their danger in the
fact that they create an "illusion of control”, which inevitably
leads to erroneous conclusions when making managerial
decisions. The point is that System 1 turns complex problems
into simple ones, thereby setting the manager up for easy
solutions. System 2, which, according to Kahneman's logic, is
designed to control the first system, is pushed into the
background. Because of this, it seems to the manager that he
understands everything perfectly and that he makes the most
correct decisions. “We focus on our goal, anchor on our plan,
and neglect relevant base rates, exposing ourselves to the
planning fallacy”. [24, p. 259] Intellectual over-optimism does
not allow us to see the whole picture and, above all, to correctly
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assess the risks associated with probable mistakes. “Because
they misread the risks, optimistic entrepreneurs often believe
they are prudent, even when they are not”. [24, p. 256]

| would add the following point to Daniel Kahneman's
reasoning. No one can argue that when making managerial
decisions it is somehow possible to completely avoid mistakes.
And, of course, the detection should be followed by an analysis
of the causes of these errors. Let's agree that in this aspect
there is a big difference between the two approaches. With the
intuitive approach (System 1), we get the solution mostly in a
finished form, almost like an insight. And this means that the
knowledge we received (which turned out to be erroneous or
led to errors) fundamentally does not lend itself to reverse
analysis, i.e. it is difficult for us to figure out the causal rela-
tionship. Only System 2 allows us to seriously understand the
reasons for making an erroneous decision and therefore
creates opportunities for improving the performance of a
manager both in making management decisions and in general.

In addition to errors associated with the overestimation of
the cognitive ability of stereotypes and intuition when making a
managerial decision, there is a group of organizational and be-
havioral mistakes, which are associated, in particular, with the
manager's inability or unwillingness to use the entire
intellectual and creative potential of all participants in making
and implementing managerial decisions. At first glance, such a
statement seems unconvincing. After all, the need to use the
totality of the professional abilities of all personnel of the
organization is not at all an abstract wish, but is dictated by the
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very logic of the joint activities of people: even when the mana-
ger makes a purely individual decision, it concerns the interests
of all members of the organization. That is why the idea of “co-
participation” is not by chance so widespread and attractive to-
day. And | must say that both within the framework of modern
“participatory management” and among economists, political
scientists, sociologists, businessmen, and leaders of organiza-
tions, it is difficult to find those who openly and unconditionally
oppose this idea. At the same time, it is no secret that the
practical implementation of this idea is not at all easy. And it is
important to understand that the obstacles here are mainly not
objective, but subjective.

The paradox of the situation is as follows. On the one
hand, everyone is, in principle, interested in making the best
managerial decision and in its most effective implementation.
Indeed, it is difficult to imagine that few people would be
interested, for example, questions about improving the financial
position of an organization or expanding its market segment.
But on the other hand, if there are too many participants in the
discussion and managerial decision-making, and their
contribution is too significant, then it is obvious that the
decision is the result of joint work. However, this is precisely
the situation that many top managers dislike: it seems to them
that they thereby lose their authority, their exclusive position in
the hierarchy of the organization. At the same time, it is
impossible to simply neglect the proposals made during the
discussions, including critical remarks, since in this case, the
very idea of participatory management loses its meaning,
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moreover, normal business relationships with subordinates may
deteriorate.

The paradox of manager rejection of a better solution
than his own, correctly noted by Max Bazerman and Don
Moore: “Plenty of good advice about making decisions is
available, but most people do not follow it”. [1, p. 5] And |
completely agree with both their explanation and the con-
clusion: “Because they do not understand how they actually
make decisions, they do not appreciate the need to improve
their decision making. Indeed, some of the intuitions that lead
us astray also undermine our willingness to implement good
advice. An understanding of this fact is needed to motivate
people to adopt better decision-making strategies”. [1, p. 5]

Some managers would benefit from Lee lacocca's advice
that a manager may be able to work for two, but cannot
become two people at once. [16] Such advice is necessary
within the framework of charismatic management, when a
manager loses his sound self-esteem, as a result of which he
inevitably overestimates his own opinion and, conversely,
underestimates the opinions and suggestions of other
participants in joint activities. The extreme state of these
leaders is aptly characterized by Daniel Goleman as “unhealthy
narcissism”: “Such leaders avoid even constructive feedback,
which they perceive as an attack. Their hypersensitivity to
criticism in any form also means that narcissistic leaders don’t
seek out information widely; rather, they selectively seize on
data that supports their views, ignoring disconfirming facts”.
[25, p. 120]
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The inability to communicate normally, to listen to the
opinions of others and, to effectively use the collective
intelligence turns, thus, a narrowing of the intellectual
possibilities for making the most correct managerial decision.
Communicative incompetence inevitably leads to cognitive
limitation and creative dementia.

That is why the principle of the impersonal nature of
managerial decision-making is so important. This should be
understood in two senses - both in terms of the content of the
decision and its form. In both cases, the decision should not be
purely strong-willed, that is, a manifestation of only the will or
desire of the manager without objective grounds for making
this decision. Recall that Hegel, speaking about the use of
higher power, says that even a monarch, making decisions,
cannot rely only on his own will, but must take into account
both existing laws and specific conditions, moreover, he must
be attentive to the opinion of his advisors, even if the final deci-
sion remains with him: “The objective side of decision including
knowledge of the special content and circumstances, and the
legal and other evidence, is alone responsible. It, that is to say,
is alone able to furnish proof of objectivity. It must, therefore,
come before a council other than the personal will of the
monarch, as such. These councils, advising boards, or
individual advisers, are alone answerable. The peculiar majesty
of the monarch, as the final deciding subjectivity, is exalted
above all responsibility for the acts of government”. [26, p.
233]
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As for the form of decision-making, it is important here
that the executors of the decision perceive it as a derivative of
the very logic of things, or adopted at a higher level of
management, which means compulsory execution for both the
executor and his immediate supervisor. The mutual perception
of the parties is such that the executors of the decision are all
the more predisposed to effective work, the more they are
confident that both the content and the form of the decision
made are equally dictated by both them and those who made
the decision.

Another important principle both in making managerial
decisions and in their implementation is to ensure a
harmonious combination of control and trust in the relationship
of the parties. To rely only on methods of strict control over
personnel means, again, the actual deprivation of the majority
of members of the organization of entrepreneurial spirit,
turning them into thoughtless, robotic executors of someone
else's will. Meanwhile, by showing them, as individuals and spe-
cialists, due respect and trust, the manager will get interested
supporters in ensuring the successful functioning and
development of the entire organization.

In general, for the most successful prevention of mistakes
when making managerial mistakes and correcting mistakes that
have already been made, it is necessary to radically change the
entire philosophy of decision-making. Those responsible for the
performance of this function should perceive it not as a means
of power influence, that is, not as their exclusive right, but as
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their duty, which is dictated by the very logic of joint activities
of people.

Then it will be much easier for us to analyze the causes of
the mistakes that have occurred. After all, if a manager believes
that making a managerial decision is his exclusive right, then he
will be inclined to blame others and, accordingly, think about
their punishment. In this case, there is no guarantee that the
same mistakes will not be repeated all the time. The feeling of
power inevitably creates in a person the illusion of intellectual
domination over subordinates, while the perception of his
managerial function as a certain duty, on the contrary,
psychologically equates him with others, thus creating favorable
opportunities both for making the most correct managerial
decision and for joint and comprehensive analysis of the
admitted mistakes.

Mistakes are inevitable — mistakes are inherent in man: so
the ancients said — “Errare humanum est”. But after all, it is
also natural for a person to learn from mistakes. There is a
laconic German proverb - "Leiden sind Lehren", that is,
"Mistakes are teachers". But this does not happen automatically.
As mentioned, | agree with the formula “to success - through
mistakes”. But in reality, we see much more errors without
success. The reason is to be able to learn from mistakes — our
own and others' — a certain intellectual and socio-psychological
attitude is important. This is what my article was about - firstly,
how to avoid the traps of stereotypes and the temptation of
“simple” (intuitive) decisions, and secondly, how to use the total
social capital of the organization most fully and effectively.
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Conclusions
Making managerial decisions, as one of the important

functions of a manager, requires not only special knowledge
and experience but also possession of the patterns of making
managerial decisions and their adequate use. Unfortunately,
most managers are suspicious of theoretical and, even more so,
philosophical reasoning on this topic. However, there is no
doubt that a manager who adds to his knowledge of the
patterns of making managerial decisions a certain taste for
philosophical reflections will be much more successful. It will
also be much easier for him to avoid those mistakes in making
managerial decisions that are associated with worldview prob-
lems. A certain philosophical culture is also needed to be able
to comprehensively analyze the mistakes already made and
draw the necessary conclusions to improve the entire process
of making and implementing managerial decisions.
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YNPABJIEHYECKOE PELLEHME:
HEKOTOPbLIE COUUANIbHO-PUNOCODPCKUE NPOBJIEMbI

KnioueBble cnoBa - ynpaBneH4eckoe pelleHne, MpUHLUMbI
MPUHATUA YNpaBNeHYeCcKNX peLleHnit, dmnocodckre npobnembl npu-
HATUA YNpaBiEeHYECKUX PEeLUEHNA, MHTYUTUBHbIA MOAXOA, paLMoHa-
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OLLMOOK.
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BEHAVIORAL FINANCE AND TRADITIONAL FINANCE:
THEORY AND ANALYSIS IN PRACTICE

Abstract: In this paper historical evolution of
behavioral finance was briefly introduced and summarized by
comparing it with traditional finance theory. In spite of the
skepticism about the academic foundations of the behavioral
finance, it has cemented its place in academic literature
especially during last 2 decades including in the papers
published by Nobel prize winners. Since many academicians
considered behavioral finance as a reciprocal of the traditional
theory, this paper also referred to the traditional finance -
behavioral finance “battle”. Comparative analyses between
traditional theories and behavioral theories of finance have
been conducted. Eventually, those theories were used in
practical analysis of stock valuation of “P&G” company, based
on which “ARGE Business” LLC in Armenia was suggested to
go public; it would allow company to raise its reputation, attract
more investors and become more visible and transparent.

Keywords: behavioral finance, traditional finance,
CAPM model, PRAT model, discounted cash flow model
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Research aim: this research aims to compare
behavioral finance and traditional finance theories and show
the usage of traditional finance theories in practical analysis.

Research hypothesis: P&G’s stock is undervalued, i. e.
its intrinsic price is higher than its market price.

Research novelty: In this research behavioral finance
and traditional finance theories are compared and those
theories are implemented in practical analysis, particularly in
stock price valuation and are summarized in conclusions.

Introduction

Ideologic differences between traditional finance and
behavioral finance entailed a competition among several
eminent economists and psychologists, some of which are
Nobel prize winners - Robert Lucas (1995), Daniel Kahneman
(2002), Robert Shiller (2013), Eugen Fama (2013), Richard
Thaler (2017) and others. Some proponents of traditional
finance admitted that people might make mistakes, but those
mistakes could be neglected since they did not impact the
explanation of overall behavior. Behavioral finance considers
behavioral economics from the perspective of finance and
covers the latest developments. Multiple research papers and
studies on market anomalies which perhaps pinpointed market
inefficiency became the locomotive of the origin and evolution
of behavioral finance. Proponents of traditional finance and
behavioral finance have been in an intense race throughout last
decade.

57



Traditional Finance vs Behavioral Finance
(Comparative Analysis)

Behavioral finance is an interdisciplinary approach that
is not merely limited to finance and it covers material from
other social sciences including psychology and sociology.
Several books published during late 1800’s and early 1900’s
evidenced the establishment of school of behavioral finance. In
19* century Charles MacKay best described the Tulip (1630’s),
South Sea and Mississippi (1710-1720’s) bubbles and named
them efficient market anomalies in “Extraordinary Popular
Delusions and the Madness of Crowds”. In his book on
psychology of stock markets Selden (1912, p. 109) explained
that extraordinary situations in speculative markets stemmed
from distinct psychological conditions that were typical to such
market. On the basis of data extracted from financial
statements Graham and Dodd (1934) by pinpointing
undervalued companies paved the way for value investing.
Herbert Simon (1955, pp. 90-118) introduced the behavioral
model of bounded rationality. Leon Festinger (1962) first
published a book “A theory of cognitive dissonance”, where he
presented the concept of cognitive dissonance. In 1973, Burton
Malkiel published the first edition of his well-known book which
underscored that investors couldn’t permanently benefit from
financial indexes since stock prices were random. At the same
time American psychologists Amos Tversky and Daniel
Kahneman (1973) presented heuristic biases - availability,
representativeness, anchoring and adjustment. Later
Kahneman and Tversky (1979) put forward prospect theory.
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The latter became one of the key foundations for behavioral
finance. Richard Thaler (1985), the “founding father” of beha-
vioral finance, introduced the concept of mental accounting
bias. De Bondt and Thaler (1985) published an article about the
overreaction in stock markets, which became the threshold
where behavioral finance, as a discipline, was separated from
finance per se. Tversky and Kahneman (1992) revised their
theory and come up with new cumulative prospect theory.
Thaler (1992) in his book described psychological biases that
accompany investors in decision making processes and brought
everyday life examples of irrationality. Hersh Shefrin and Meir
Statman (1994) introduced behavioral capital asset pricing
theory. Shleifer casted doubt on stock market efficiency by
means of connecting efficient market hypothesis and behavioral
finance. Statman [1] presented the second generation of
behavioral finance, where he named peoples as normal and
differentiated errors from normal wants. The latter Statman [2]
considered a lacking tile in a mosaic called “behavioral
finance”.

Theory of behavioral finance is very interesting in
terms of its realistic feature. It underlines that people are not
rational agents, in other words a human is to err. Professor of
behavioral finance at MIT Dan Ariely [3] mentioned that people
made the same mistakes regardless of they are customers,
investors, policymakers etc., at the same time underlining the
importance of perception in the enhancement of decision-
making effectiveness. Due to the systemic mistakes, he named
people as predictably irrational. Consequently, proponents of
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behavioral finance argued that theory trying to explain human
behavior based on aforementioned systemic mistakes could not
be correct. Melton Friedman (1953, pp. 157-203) one of the
well-known supporters of rationality insisted that although
people were not capable of doing calculations included in
economic models they acted as if they could by bringing an
example of a billiard master who took shots as if they used laws
of physics and geometry while being unaware of them.

Another “apple of discord” between traditional finance
and behavioral finance are anomalies. Thaler defined anomaly
as a fact that contradicts theory. From his perspective theory
making non-precise predictions and the facts contradicting
those predictions are the 2 triggers of anomalies. Furthermore,
Thaler (1992) explained that albeit there were plenty of theories
in economic literature, it was too difficult to find errors by
means of tests, on the other hand, the following rule was true
for economics: if tests were run, there were anomalies.

Traditional finance is based on a few concepts: utility
theory (Bernoulli 1738, Von Neumann and Morgenstern 1944),
portfolio theory (Markowitz 1952, 1959), capital asset pricing
model (CAPM) (Sharpe, 1964) and efficient market hypothesis
(EMH) (Fama 1970).

Traditional finance as compared to behavioral finance
discusses finance without erroneous people where only “homo
economicus” makes absolutely rational decisions. [4] In
traditional finance, investors make economic decisions based
on utility theory where they maximize the utility of the decision.
According to utility theory it is assumed that all investors make
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decisions consistently and independent of other decisions. This
theory is also called Von Neumann’s and Morgenstern’s utility
theory.

In Markowitz portfolio theory statistics - variation,
standard deviation, expected value are used to calculated
asset/portfolio risks and expected return respectively. Modern
portfolio theory provides mathematical methods to get optimal
portfolio from different assets. The emphasis in modern
portfolio theory is on the asset portfolio risk and its impact on
portfolio return without stressing the risk and return of assets
separately.

Further researches claimed that investors must be
compensated for the non-diversifiable or systemic (market)
risks, which became the premise for capital asset pricing
model. This model shows the link between market risk (beta)
and expected return which is applied for pricing risky assets.
Since this model had only one factor, it could not have
explained the link between returns of different stocks. [5]
Later, Fama and French (1996, pp. 55-84) introduced 3-factor
model, furthermore Carhart (1997, pp. 57-82) expanded it by
injecting moment factor.

According to Fama’s (1970, pp. 383-417) efficient
market hypothesis asset market prices reflect all the available
information, in the case of high level of market efficiency
current asset prices reflect all the information including
insider, middle level includes public information, eventually, the
low level - market information including previous prices of
assets. Nonetheless, Cochrane and Moskowitz, [6] proponents
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of EMH, highlighted the fact that already 5 decades efficient
markets remained a disputable question. Apologists of
socionomic theory Prechter Jr. and Parker (2007, pp. 84-108)
suggested that different behaviors triggered by contextual
differences between economics and finance caused the slack of
the law of supply and demand in finance, and EMH became
useless.

Research results (A Case of “P&G” Company)

“P&G” is an S&P 500 company, has an official
distributor in Armenia, “ARGE Business” LLC, which is not a
listed company, but its detergent brands may become more
demanded (due to Covid-19), so it is of interest to estimate the
value of the “P&G” stock.

The calculation of intrinsic value: CAPM model

Based on the data of P&G stock price and S&P 500
index daily data during 30/06/2005 - 30/10/2020 the
evaluation of CAPM model was done. The evaluation results of
the E(R) = Re+ B*(R» - Ry) = 6.16% model are summarized in
the table 1 (rows 6-8). The interaction between P&G stock price
and the market index is best showed by the scatterplot below.

Obviously, stock premium variations are 30.77%
explained by the variations of the market premium. Next, the
expected rate of return will be used in the calculation of the
intrinsic value.
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Figure 1. The relationship between stock premium and market
premium of P&G during 30/06/2005 - 30/10/2020
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It's easy to find the market value of the company or its
stock, on the other hand it’s quite complicated to find the
intrinsic value by fundamental analysis. To compute the present
value of the stock, the discounted cash flow method was
chosen.

In the aforementioned formula each unknown variable
is computed, the calculations of free cash flows (FCF or FCFEo)
and free cash flow growth (g) are summarized in Table 1 and
Table 2.

In the PRAT model (g) was calculated as the product
of the profit margin (P), the retention rate (R), the asset
turnover (A) and financial leverage. In the table below the
present value (PV) of the company was calculated.
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Table 1. FCFE,, Required rate of return (RRR) calculation results

Ne | Name Value, Min $

1 Free Cash Flow to Equity, FCFEo 19,209

2 | Growth rate (Y1-5) 5.10%

3 | Growth rate (Y6-10) 0.54%

4 | Shares Outstanding 2,480

S | Number of Trading Days in a Year 252

6 | Re 0.47%

/| RuR¢ 9.85%

8 | ER) 6.16%

9| Market Capitalization, Equity Market Valueo 343,698

10 | Net Lt Debt 2,504

11 | Net Current Debt 2,345

12 | CF from operating activities 17,403

13 | Capital Expenditures 3,043

To forecast the FCF growth rate, the PRAT model was

chosen.

Table 2. Cash flow growth rate (g) forecasting for upcoming 4

years (g = 2020)

2016 2017 2018 2019 2020
P 15.70% | 23.18% | 14.19% | 5.37% 17.99%

R 0.27 0.52 0.23 (1.06) 0.39

A 0.51 0.54 0.56 0.59 0.59

T 2.19 2.16 2.24 2.42 2.57
g 4.86% | 14.06% | 4.11% -8.12% 10.61%
Average = g 5.10%
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FCFE growth rate
(8) implied by
single-stage

model gi & g3 g4 gs

FCFE growth rate
(g) forecast 5.10% | 3.96% | 2.82% 1.68% 0.54%

Table 3. P&G intrinsic value estimation by means of
discounted cash flow model

Year Projected FCFE| 1+Discount rate | Discounted FCFE
1 2 3 4

1 20,190 106.16% 19,019

2 20,990 112.69% 18,626

3 21,582 119.63% 18,041

4 21,944 126.99% 17,280

5 22,062 134.81% 16,365

Sum Min S 89,331
PVyo Min $ 392,634
Discounted PV,, Min $ 291,254
PV (business) Min'$S 380,585

In result, it turns out that the market value of P&G
company is 344 billion USD, meanwhile its intrinsic value is
approximately 380 billion USD. [7] This means, that the compa-
ny was undervalued by 9.69%, so traditional finance, would
consider it as a common sense to invest in this company, since
its stock market price was lower than its intrinsic value.
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Conclusions

Behavioral finance and traditional finance provide
different approaches to analyze finance in micro and macro
levels. Behavioral finance is mostly considered the reciprocal of
traditional finance, aggressively “attacks” on traditional finance
theories, meanwhile suggesting new ideas and solutions to
issues arisen in finance. Technical and fundamental analyses of
P&G company showed that it is undervalued by 9.69%, so its
stocks should be appealing for investors, since intrinsic value of
the P&G stock is higher than its market value. Although the
analysis was mainly conducted based on traditional finance
theories, it showed that phenomena could be explained from
both behavioral finance and traditional finance perspectives.
Since P&G’s distributor in Armenia is not a listed company,
“ARGE Business” LLC is suggested to go public, which will
enable it to benefit from the positive trends of “P&G” stock
value, on top of that it will become more visible for local
consumers and more crucially for investors. IPO (initial public
offering) also enhances reputation and transparency of the
company.
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Hble cpuHaHcbl, mogenb CAPM, mopens PRAT, mopenb AMCKOHTUpPO-
BAHHOrO [IEHEMHOrO MoTOoKa

B cratbe npepcraBneHa U pe3toMmMpoBaHa UCTOpUYECKasA 3BO-
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nocnegHve fBa AECATUNETVA, B TOM 4ucCie B TpyAax HobOeneBCKMX
naypeatoB. [locKonbKy pAf, y4eHbIx paccMaTpuBarOT MoBefeHYecKue
(hMHaHCbI KaK NMPOTMBOMOOMHOCTb TPaAULMOHHOW Teopun PMHAHCOB,
B CTaTbe TaKMe YroMuHaeTca o «6uTBe» TPaAMLMOHHbIX (PUHAHCOB C
NoBefEeHYECKUMM, MPEANaraeTCca ux CpaBHUTENbHbIN aHanus.

B pesynbrate 3t Teopun 6bIMn Mcnonb3oBaHbl B NpaKTUYec-
KOM aHann3e OLEHKN CTOMMOCTU akumii KomnaHun «P&G», Ha ocHoBa-
HuM KoToporo apmaHckomy «APTE BusHec» OO0 6bino npepnomeHo
CTaTb aKLMOHEPHbIM O6LLECTBOM, MPONTU AINCTUHT, Y4TO AACT BO3MOM-
HOCTb MOBBICUTb €ro penyTauuto, NpUBAEYb HOBbIE WHBECTULMM,
cTaTb 6onee 3aMETHbIM U NMPO3pPaYHbIM.
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GRADING OF ACCOUNTING PROGRAMS IN DISTANCE
EDUCATION

Abstract: Gone are the times, when university students
were graded only for their knowledge. Now, due to the
demands of the labor market, the professional abilities and
transferable skills that students acquire in universities are
mostly evaluated. The article discusses the directions for
improving the assessment system used in professional training
programs for accountants in a distance learning environment,
considering the different levels of education.

Keywords: learning outcomes, grading criteria, grading
measurement, distance learning

JEL classification: 120

Research aim: Identify effective ways of grading
students in distance learning accounting programs.

Research hypothesis: Distance learning has student
grading features, that must be considered during the education
process.
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Research novelty: In process of teaching accounting by
distance learning, students should be graded differently in the
bachelor's - master's - doctoral program chains.

Introduction

The need and justification of the assessment process is
not clearly understood in the university environment. In this
regard, a number of questions arise, such as: is it necessary to
grade students studying at the university, or to simply set a
passing threshold to meet the requirements of each subject?
These questions also arise due to the fact that there are often
no positive correlations between high achieving university and
their career success. Additionally, there are many cases, when
students with excellent progress are not able to ensure career
growth and vice versa. On the other hand, without assigning
grades, there are difficulties in organizing scholarship
competitions, awarding grants to the best, analyzing student
progress, selecting deserving people, and so on. Therefore,
interpretations of the appropriateness of the assessment,
especially the effectiveness of the grading process, are consi-
dered relevant. Moreover, the problems of the effecttiveness of
the student grading process are exacerbated in the case of
distance learning, when there is no live student-faculty
communication and intermediate-final examinations are carried
out in a virtual environment. In this case, an additional question
arises as to what learning outcomes will be mainly targeted by
the grading system.
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Research results

Prior to graduates solely serving the needs of the
employer and labor market, the education system served a
humanitarian purpose, prioritizing and valuing human life and
health, free and comprehensive development of the individual,
the upbringing of civic consciousness, national dignity,
patriotism, legitimacy and ecological worldview. [1] Due to this
shift in values, the higher education system currently faces the
problem of effective management of professional education
programs, which are their urgent solutions when grading
students. This raises the question of what are the qualitative
characteristics of a university graduate and when is a capable
specialist considered employable and valuable to the employer
during his/her study at the university.

Studies show that often a student with a wealth of
knowledge and a graduate with a degree of excellence is not
able to skillfully meet the requirements of the employer, or,
conversely, in practice there are many cases, when the
employer conducts training among employees to impart new
knowledge. It also happens, that when they start working, the
graduates realize, that they have had "subject ballast" in their
curricula, extra classes, instead of learning more up-to-date
subjects, and professional skills. [2]

Therefore, in all levels of education, the challenge in the
higher education system is to provide graduates with
professional skills that will make students competitive in the
labor market, effective in university years and also financially

72



resourceful, bearing in our minds the fact that students also
should pay for their tuition. [3] In this regard, the purpose of
grading is to determine the degree to which the student
achieves the intended learning outcomes. The professional
literature states, that competency-based assessment must meet

the criteria, listed below (see Table 1).
Table 1. Interpretation of Learning Outcome Evaluation Criteria [4]

Evaluation criteria | Demand content

Specificity No ambiguous, clear wording, no
doubts

Dimension Regulated measures are used

Properness Implementable within the time available

Relevance Realistic, ability-based

For our part, the measurement of assessment suggests
applying the "knowledge-ability-skill" on the basis of the
academic framework. Moreover, depending on the educational
module, in a 100-point system, the measurement scale is
constructed according to the following scale:

e professional knowledge: 10-30 points,
e practical professional skills - 30-70 points,
e general / transferable skills: 20-30 points.

However, in the case of distance learning, certain
adjustments are made to the degree of assessment of learning
outcomes, as there are certain academic specifics.

According to UNESCO forecasts, in the 21 century,
learners will spend only 30-40% of their study time in the
classroom. The remaining 60% -70% will be spent on distance
learning, using modern means of communication through
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technology and other media as well as devoting time to self-
education. This means, that the use of information technology
will increase in the online learning process in all areas of the
school, university and training, i.e. at all stages of lifelong
learning. It also became apparent that online learning differs
significantly from traditional distance learning in the past in a
number of ways. In the case of distance learning via the
Internet, the learner:

e chooses the most convenient training time for him/ her

e can learn "at his own pace" - convenient for him/her

mode

e can focus on specific parts of the learning material

e can cooperate more with the teacher

e can get the information they need faster [5]
In addition, online learning is fundamentally different from
traditional distance learning in that it creates a new educational
information environment, where the learner is clearly aware of
the knowledge, skills and abilities he or she needs. Learners
have the opportunity to gain the necessary knowledge on their
own, to use the developed information resources (databases,
knowledge bases, computer, including multimedia, teaching-
testing systems, e-exercises, videos, recordings, e-libraries, as
well as e-textbooks and methodological manuals).

If the above issues were a bit slow for online college
education, then the COVID-19 global existence simply forced
universities to adopt distance learning practices, which
identified a number of challenges presented by the following
groups.
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Technical. Both lecturers and students as well as the
university administration, were not yet fully equipped to orga-
nize online education due to the sudden changes caused by the
pandemic. There was a need to acquire additional computers,
to strengthen the IT capabilities of the server, and to develop
programs for the activities of electronic dean's offices. The
pandemic forced education beneficiaries to make additional
investments in the acquisition of information technology.

Social-psychological. University education beneficiaries
were not psychologically ready to make the massive transition
to online education in one day. Teaching outside of the traditio-
nal classroom seemed to dull the sensibility of learning since
the on-line classroom felt artificial and inhumane, and even
failed to stimulate both teachers and students. Student social
isolation is considered to be one of the significant disadvan-
tages of distance learning. If, from the beginning, the use of
computers contained risks of personal health impairment
(deterioration of vision, nervous tension, "electronic pressing"),
the only problem was maintaining the hygiene of using the
Internet (no more time to use the computer continuously). [6]

Traditionally, the university is accepted by students not
only as an environment for the acquisition of knowledge, pro-
fessional skills, but also as a social platform where friendships,
youth entertainment, sports events, potential employment,
faculty and staff are formed. In the case of online learning,
there is no attractive environment for traditional learning, the
student is at risk of social isolation, which not only has a
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negative impact on an individual's academic performance, but
also creates social and psychological deviations.

Methodical. In the case of distance learning, the main
problem now is the formation of an “online student
community” that comes with some replacement for traditional
classroom student groups. Regardless of the fact that the
individual involved in the distance learning system receives
education in a "solo" way, he / she should feel the presence of
his / her student group as much as possible, even in the virtual
world. [7] The quality of education is almost unaffected by the
implementation of distance learning accounting programs, as
there is no laboratory experience and practical training is
possible in the virtual domain as well. Moreover, the training of
accounting skills is more effective by using various computer
accounting packages in the virtual domain, which has its
difficulties in teaching in the traditional classroom. Though, at
the same time, universities should not use standard assessment
approaches when organizing distance learning accounting.

Table 2. Measurement of evaluation of end results used in
distance education accounting programs (points)

Educational Learning Outcomes:

level Professional Professional Transferable
knowledge skills skills

Undergraduate 40 50 10

Master's Degree 30 40 30

Doctorate 10 20 70

In the case of implementing a professional accounting
program with distance learning, we propose to apply a
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differentiated approach to the measurement of learning
assessment, depending on the higher education level (see Table
2). Moreover, if in the bachelor's degree the priority of grading
is given to the professional ability (preparation of financial
reports, analysis, controlling), the transferable skills are not
paid significant attention (only 10 points). Then, the sharing of
grading points in the master's degree is almost equally
distributed "knowledge-ability-skill" equally. In the doctoral
curriculum, the transferable skills (70 points) are most valued
when conducting assessments, as the student does not
accumulate professional knowledge or skills in research, but
rather skills in group communication, professional ethics,
creativity, self-organization, career advancement that are highly
required in their field (see Table 3).

Table 3. Interpretation of transferable skills in distance learning
accounting professional education programs

General / Participate in various discussions in group

transferable skills | communication, analyze existing problems,
evaluate the possibilities necessary for their
solution

Creativity Knowledge of applying creative and to develop
new ones

Ensuring to maintain the norms of professional ethics to

professional keeping the reputation of a specialist with higher

ethics education

Self-organizing effectively planning time and managing available
resources

Ensuring career identify personal skills growth reserves and plan

growth sales opportunities.

Self performance | to use professional skills and abilities freely even
in a stressful environment

77




Conclusions

In the case of assessment of learning outcomes when
implementing vocational education programs with distance
learning, it is necessary to demonstrate a differentiated
distribution of grading in the “professional knowledge-
professional ability-transferable skills” academic platform.
Students at the undergraduate level are more likely to absorb
professional knowledge than professional skills, and the focus
of the grading of outcomes results is shifted to knowledge and
skills. In the third level of higher professional education, we
propose to apply the opposite approach, paying more attention
to the process of assessing the acquisition of transferable skills.
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KEY AUDIT MATTERS AT AUDIT REPORTS OF LISTED
ENTITIES AT ARMENIA SECURITIES EXCHANGE

Abstract: Researched Key Audit Matters (“KAM”)
inclusion at audit reports of listed entities at Armenia Securities
Exchange (“AMX”) of the Republic of Armenia (“RoA”).
Evaluated the main results, challenges of implementation of
KAMs and compared those with international practices.
Highlighted the importance of effective regulatory and
institutional measures to improve KAM inclusions and their
quality in audit reports.

Keywords: Key Audit Matters (KAMs), audit report,
listed entities, Armenia Securities Exchange (AMX)

JEL classification: M 4 (M 41, M 42, M 48)

Research aim: Research implementation of KAM in
audit reports of listed entities in Armenia and based on findings
recommend measures to improve KAM inclusions at audit
reports.

Research hypothesis: Currently there are no adequate
implementation of KAM in audit reports in the RoA, and there
are no effective regulatory and institutional arrangements
enacted toward enhanced KAM disclosures at audit reports of
listed entities at AMX which is vital for attracting foreign
directed investments in those entities.
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Research novelty: Based on researched statistics and
international best practices, measures are proposed to ensure
adequate KAM inclusion at audit reports, which is crucial for
transparency and accountability of listed entities at RoA.

Introduction

Communication of Key Audit Matters (“KAM”) in the
auditor’s report was introduced in International Standards on
Auditing (“ISA”) by International Auditing and Assurance
Standards Board (“IAASB”) under new standard: ISA 701,
“Communicating key audit matters in the independent auditor’s
report”, in 2015 and was effective for audit of financial
statements for the periods ending on or after December 15,
2016. [1] That is, for most cases, KAM was effective for
auditor’s reports issued since year 2017.

The purpose of communicating KAM is to enhance the
communicative value of the auditor’s report by providing
greater transparency about the audit that was performed. It is
considered one of main developments in ISAs during last
decade. The ISA 701 was translated in Armenian and issued by
the Ministry of Finance of the Republic of Armenia on
September 2017. [2] The KAM is required for listed entities as
well as if regulation requires or the auditor otherwise considers
communicating it in auditor’s reports would be valuable.

ACCA researched implementation of KAM in year 2017
in 11 countries across 4 continents of 560 audit reports. The
main benefits revealed related to: (a) good governance, (b)
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audit process, and (c) financial reporting; as well as highlighted
main challenges: [3]

e Smart regulation is needed to nurture innovation,

e Interactions between material uncertainty, emphasis of
matter and KAMs are complex and subject to
misinterpretation,

e Good practice in KAM disclosure,

e Considering the risk of fraud,

e Audit report contains more useful information, but
reports are longer,

o Complexity of KAMs language,

e Many users do not understand the KAMs and its
usefulness,

e How many KAMs considered to be effective, particularly,
number of KAMs number is much higher than in other
countries.

The implementation of the ISA 701 in Armenia during
years 2017 and 2018 was researched, which revealed that
implementation of ISA 701 was slow in RoA during those years,
though there was some progress in 2018 over 2017: [4]

Table 1. KAM communication at audit reports in RoA [4]

2017 2018
# of KAM communicated in auditor’s reports of 4 10
listed entities
# of KAM communicated in 50 other non-listed 1 2
entities auditor’s reports
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The paper also highlighted some challenges regarding
KAM in RoA, such as: [4]
e Lack of capability of some audit firms to comply with KAM
requirements,
e Lack of regulation and control over audit reports, even
those of listed entities at AMX.
In this paper, the progress of the ISA 701 implemen-
tation in Armenia during year 2020 was researched for listed
entities at AMX.

Research results
There were 23 listed entities at AMX with audit reports
issued for year financial year ended 31 December 2019. [5]
Majority of those listed entities are banks and credit organisa-
tions, while others consist of various industries: mining,
telecommunication, production and transportation.

Table 2. Number and industry of listed entities at AMX [5]

Industry of AMX listed entities # Share

Financial sector 15 65%

Other business industries 8 35%
23 100%

The summary of KAMs inclusion at audit reports issued
and the audit firms per financial and business sector is

summarized at below:
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Table 3. Number and industry of listed entities at AMX [5]

Audit firms # Financial | KAMs | KAMs Other KAMs
reports | sector ECL Other | business | Other

From list of

top 7

international
audit network

firms (5 firms) 17 15 15 1 2 6
Other audit

firms (5 firms) 6 - - - 6 -
Totals 23 15 15 1 8 6

All KAMs were issued by 5 audit firms which
representing top 7 international audit networks (“Top-7"). [6]
The same time, there was no KAM issued in other 6 audit
reports issued by local firms or firm representing networks
below top 7, though ISA 701 requires KAM disclosure for listed
entities.

All audit reports of listed entities of financial sector
companies has just one KAM which related to assessment of
expected credit loss (“ECL”) related to provided loans portfolio
which is complex requirement of International Financial
Reporting Standard 9, Financial instruments, (IFRS 9), except
to one that has also KAM on goodwill impairment assessment.
The audit reports of non-financial sector entities audited by two
Top-7 included 6 KAMs (4 and 2).

From the above research it is concluded, that:

e There was no substantial progress over KAM reporting at
audit reports of listed entities at AMX since 2018.

e Audit firms below Top-7 have substantive challenge to
comply with KAM requirements which requires extensive
knowledge and know-how; though KAM requirements are

85




effective already 4 years and translated in Armenian since
September 2017.
There is obvious lack of effective regulation and control
over audit reports issued by the listed entities at AMX,
and there were no actions regarding those reports issued
without KAMs which is required by ISA 701. Even, there
was audited report of a listed energy sector entity which
stated on compliance with IFRS, while the issued financial
statements were not in compliance with IFRS, but were
prepared in the template which is not effective since 2011.
In total 22 KAMs were included in audit reports of 23

listed entities at AMX: in average 0.96; while the average

number of KAMs reported per 11 countries research by ACCA
is 2.5, ranging from 1.9 at Nigeria to 4.1 at UK. [3] Thus,
average at AMX reports is about 3 times less than average and

2 times less than minimum concluded at ACCA research.

The nature and number of KAMs reported per nature

were following: [5]

ECL - in all financial sector entities — in total 15

Impairment of goodwill -1

Net realizable value (“NRV”) of inventory — 1

Revenue recognition -1

Measurement of Investment in Associate - 1

Related party transactions - 1

Measurement of debt — 1

Measurement of Asset retirement obligation (“ARO”) -1.
Considering that the number of KAMs reported at audit

reports issued at AMX listed entities is few and mainly relates to
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ECL, then there is no meaning to compare it with international
practice.

The audit reports of financial sector organizations are
just including KAM on ECL which is standard and lengthy
complex disclosure: repeating the same in each year, therefore
it does not provide useful communication to users of the audit
reports.

Conclusions

The purpose of including KAMs at audit reports
effective from year 2017, still is not effectively applied at audit
reports of listed entities at AMX. There is lack of effective
regulation and control over audit reports issued by the listed
entities at AMX. Some audit firms continue to show lack of
capability to comply KAM requirements imposed by ISA 701
since year 2017.

It is recommended to design, implement and operate
effective control over those reports issued at AMX.
Particularity, the research results suggest that the audit of
listed entities at AMX shall be allowed only to international
recognized audit networks (e.g. Top-7), especially considering
importance of attracting foreign direct investment in those
listed entities at Armenia.

87



References:

1.

International  Auditing and Assurance Standards Board,
“Handbook of International Quality Control, Auditing, Review,
Other Assurance, and Related Services Pronouncements”, 2018,
www.iaasb.org .

Government of the Republic of Armenia, decree N 1121 dated 14
Sept 2017 “On changes to Decree N 1931 dated 29.12.2011 of the
Government of RoA”, September 2017 (in Armenian).

The Association of Chartered Certified Accountants (ACCA), “Key
audit matters: unlocking the secrets of the audit”, March 2018,
https://bit.ly/3rdg0PY .

Khachatryan G., “Implementation of ISAs changes in years 2017-
2018”7, “Finance and Accounting”, International Accountancy
Training Center, December 2018, Yerevan, www.iatc.am (In
Armenian).

Armenia Securities Exchange, “Issuer documents”,
https://bit.ly/3vUDBrU .

Big4accountingfirm CPAs, “Top 10 accounting firms -20207,
https://big4accountingfirms.com/top-10-accounting-firms/ .

88


http://www.iaasb.org/
https://bit.ly/3rdg0PY
http://www.iatc.am/
https://bit.ly/3vUDBrU
https://big4accountingfirms.com/top-10-accounting-firms/

Qub| vwswwnpyut
MBA(US), ACCA (UK), Untnhwnh nywywn
«Ph-’}h—o U.nlijhUJ» PLPL

unuLsLu3bhtL unhhsSaruuul <Urssrh
Lerunnhue <U3uusutvh SNLHU3hL ANNUUSNRY
8Nh8ULUYUD bURU UUEMNNRE3NRLLE P
UNRhSNrULUL BRrULUSNRG3NRLLENNRY

Pwuwih pwnbtp - Unwugpwiht wninhnnpulwt hwpgbip
(UU<-ubp), wninhunnpulwu Ggpwlwgnye)niu, gniguwyywd Yug-
dwybpwnipntt, wninhwn, <wjwunwuh $nunwihtu pnpuw (LHR)

Nwnwluwuppyby Bu £<-nud Unwugpwiht wninhnnpulw
hwpgtiph (WU<-ubp) ubpwnnp <wjwuinwuh $nunwihtu pnpuw-
jnd (LBPR) gnigwyywd Yuqdwlybpwnyeniuubph wninhnnpulwu
Bgpwlwgnie)niutbpnid:

Lbwnwgnunieniup gnyg £ wndb, np UUL-ubipp ubipwnyb)
Gu Jdphwju dhowqqwiht gwugh wunwd wdbUwfungnp 7 wninhwnn-
pwlwu Juqdwybpwnuyeniuubph Ggpuwlwgnipniuubpnud: pwup
hpduwlwund ybpwpbpdb) Gu dpuwtuwlwu ninpnp Yuqdwybip-
wnuejniuttiph Jupluyht wnpundbih - wluyuwignn Jupyniwynt-
WU Ynpunh quwhwwndwup:

Lbhwnwagnunipywl wpryntupubipp hwdwnpybip Gu dhowqgqu-
Jhu thnpdh hbwn, ubpyujwgyb) £ <HP-nwd gnigulyywd Yugqdwybp-
wnienuubph wnhwnh Ggpwywgnyeniuubpnd UUL-ubph Yhpwn-
dwt hbn uwwywsd pwgbpp W dwpunwhpwybputipp, husybu twbl
wnwownyyb Gu huwpwynp nwdnwdubp:

89



lHen XauarpsaH
MBA(US), ACCA(UK), PykosopuTens ayamta
“BOO Apmenna” 3A0

KNFOYEBBIE BOMPOCHI AYUTA B AYAUTOPCKUX
OTYETAX OPFAHU3ALMIA, NPEO,CTABJIEHHbIX HA
APMAHCKOI ®OHL,0BOIA BUPXE

KnioueBble cnosa - Kntouesble Bonpocbl Ayputa (KBA),
ayAWTOPCKWIA  OTYeT, KOTWPYIOLLMECA opraHusauuu, ApmAHCKaA
dPoHpoBas bupma (APP)

B cratbe paccmaTpuBaroTca KtoyeBble BOMPOCHI ayauTa B
ayAUTOPCKMX 3aKNIOYEHNAX OpraHu3aLmii, KOTUPYOLLMXCA Ha ApMAHC-
Kol hoHI0BOIN BUpske.

Wccneposanne nokasano, yto KBA npepactaBneHbl TonbKo B
3aK/IOYEHNAX ayAMTOPCKUX KOMMaHWi, BXOLAALUMX B MEMOYHApPOAHYHO
cetb bonblwoit Cemepru (Big 7), KoTopble B OCHOBHOM OTHOCATCA K
OLEHKE OMMOAEMbIX MOTEPb KPeAUTHOro nopTtdens opraHu3auuii
hMHaHCOBOro cexTopa.

PesynbTtathl nccnepoBaHua Obinn conocTaBneHbl C MemAyHa-
POAHBIM OMbITOM, OblM NpeAcTaBneHbl HEJOCTaTKU W BbI3OBbI, a
TaKie BO3MOMHblEe PELLEHWA, CBA3aHHble C ucronb3oBaHuem KBA B
ayAMTOPCKMX OTYETaX OpraHu3aLumii, Kotupyrowmxca B AP®.

Lbpluywgyly £'10.01.2021 pa.
Lunniiby E ipywgpnuyaqut’ 15.03.2021 pe.

90



Astghik Poghosyan
Ph.D. Student, Northern University
ast.poghosyan@gmail.com

CONTROL OF EDUCATIONAL TUITION FEES FORMATION
IN UNIVERSITIES

Abstract: Universities, in order to provide additional
financial inflows, do not always set competitive tuition fees and
often raise them artificially. The article analyzes the approaches
to the tuition fees formations and makes suggestions for their
improvement. In particular, a new approach for controlling on
tuition fess formation processing is proposed based on
beneficiaries’ financial expectations.

Keywords: tuition fees, financial control, educational
service market, universities ranking

JEL classification: A22 A24

Research aim: identify approaches to tuition fees
formation in the higher education system.

Research hypothesis: universities do no not always set
reasonable tuition fees that will satisfy beneficiaries.

Research novelty: a new approach to substantiating
university tuition fees was proposed based on the financial
expectation of the beneficiaries.

Introduction
One of the most important functions of financial
supervision of university activities is not only monitoring the
tuition fees, but also the justification of the amount of those
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fees collected from the private sector. Naturally, any university
strives to increase tuition fees as much as possible to improve
its financial stability. However, this process is counterbalanced
by the risks of declining competitiveness in the education
market due to high tuition fees.

Research results

International experience shows, that annual tuition fees,
even in economically developed countries, range from 10 to 50
thousand US dollars within a year. Even in public universities,
where there is a practice of private tuition, the tuition fees of a
student in different countries are very different, significantly
lower than the higher tuition fees of private universities (see
Figure 1).

Figure 1. The average amount of tuition fees in state universities [1]
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Figure 2. Bachelor’s and Master’s programs tuition fees of RA
private and state universities (AMD)
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However, this does not mean, that universities with high
tuition fees are not competitive in the education market. On the
contrary, there are universities, that are extremely competitive
even in the face of very extraordinary tuition fees and have an
advanced demand for services in the education market. [2] As
for the higher professional education system of the Republic of
Armenia, it should be noted, that the opposite picture is
registered here. [3] That is, tuition fees, set by state universities
are significantly higher, than tuition fees, charged at private
universities (see Figure 2). And the reason is not only the
differences in the cost of educational services (as a rule, in
private universities in Armenia they are much lower, than in
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state universities), but also the relatively higher reputation of
the state universities in the educational market.

The analytical function of financial control uses the
justification of tuition fees in terms of graduate student’s
income expectations (see figure 3). At the beginning of
admission to the university, as an applicant, the future graduate
may willingly or unwillingly, make assessments of economic
justification of tuition fees and make decisions of financial
expectancy of applying to a concrete university.

Figure 3. Tuition fees justification assessment based on “lost
earnings” and “postgraduate earning expectations” comparing

Postgraduate

activity incomes
The future value

of alternative
incomes

Discount
ratios

Tuition Fees Postgraduate

wage incomes

Thus, by paying tuition fees each year, an individual
may view it as “lost financial income” if he or she did not study
at the university during that time, simply depositing the money
in a bank. On the other hand, such assessments are
contradicted by the annual income expectation of the future
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graduate after employment. Therefore, the equivalence of “lost
incomes” in university study time and postgraduate
employment earnings can be presented as a point of maturity
for financially balanced tuition fees.
S*Y(1+r)"=E*2dm

Where.

S — annual tuition fees,

r - percentage of annual deposit in the bank,

E - post graduate annual work income expectation,

dm - current value discount coefficients for m year

Based on the above-mentioned formula the reasonable
annual tuition fee will be presented as;

S=E*Sdn/ (X1 +r)

Conclusions

Thus, the analytical approach proposed by us for
substantiating the tuition fees provides an opportunity. First of
all, by balancing the undeclared “lost income” related to tuition
fees during the applicant's university years with the expected
post-graduate work income, the justification of the established
tuition fees is substantiated in terms of the student-beneficiary's
financial expectations. In addition, the proposed balanced
tuition fee formula is based on a number of variables, such as
the length of university tuition, the bank deposit rate, the
current discount rate, and postgraduate earnings, each of
which enables factual financial control over tuition changes.
Finally, by linking the directions of financial factor influence in
the process of assessing the validity of university tuition fees
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within a single formula, control provides an opportunity to
identify the causal links of tuition changes according to internal
and external environmental influences, considering the
university’s reputation as well as competitiveness.
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ECONOMIC AND METHODICAL BASIS OF EMPLOYEE
BENEFITS ACCOUNTING

Abstract: The object of research of the presented
article was the compensation of employees. The theoretical,
informational, methodological basis for the article was the
international accounting standards, accounting regulations and
legislative regulations of different countries, codes and a
number of laws. In order to identify the issues of accounting
for employee benefits, the accounting operations of employee
benefits were examined, the issues were identified through
reporting research, suggested their solutions and applied.

Keywords: employee benefits, salaries, short-term
benefits, annual leave, I1AS 19

JEL classification: Q14

Research aim: carry out comparative analysis of
different accounting models used for employee benefits.

Research hypothesis: different approaches to emp-
loyee benefits are applicable in tax, financial and administrative
accounting systems.

Research novelty: distinctive features of employee
benefit recording models in financial-management accounting
systems revealed.
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Introduction
The labor factor provides income through employee
compensation. Employee benefits include a number of forms
and schemes, the accounting of which has a number of issues.
Employee benefits include long-term payments, and long-term
payments have impairment risks. Although there is an
International Accounting Standard (IAS) 19 Employee Benefits,
a number of legal provisions relating to employee benefits,
there is still a need to analyze how accurately reflect employee
benefit accounting in financial statements. The aim of the
research is to identify the problems of improving the
accounting of employee benefits in the Republic of Armenia, as
a result of their study, to develop and propose scientifically
substantiated approaches to ways of improvement. Considering
the fact, that the issues of employee compensation accounting
in the Republic of Armenia have not been studied in sufficient
depth to conduct a comprehensive revision, there is an
objective need to evaluate the results of the at both scientific

and methodological and practical levels.

Research methodology

Employee benefit accounting generally tries to conform
to international accounting standards in all countries, however,
depending on the legislation of the countries, employee
benefits and their accounting principles may differ slightly.
There are two major types of employee benefit accounting: US,
which is governed by ACCOUNTING STANDARDS UPDATE,
and second is governed by International Financial Reporting
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Standards (IFRSs). Respectively, accounting for employee
benefits is dedicated to [AS 718 "Compensation - Stock
Compensation”, [1] IAS 715 "Compensation - Retirement
Benefit", [2] IAS 19 Employee Benefits and IFRS 2 Share-Based
Payment. Although there are international standards,
depending on the regulations of the countries, each country
has its own accounting characteristics.

The tax legislation of the Republic of Armenia stipulates
that the registration of the object of taxation with income tax is
carried out (the tax is calculated) in terms of the salary to be
calculated, the payments equal to it, by the method of accrual.
According to the current legislation of the Republic of Armenia,
from the point of view of tax registration, regardless of the
payment terms, the compensations (salary equivalent payments)
are recorded as a liability at the time of their occurrence and
not at the time of payment, but in the case of maternity
benefits. [3]

In international accounting practice, payroll accounting
is based on the application of generally accepted accounting
principles standards, in which case this area of accounting has
been developed in great detail. According to the Russian
Accounting Regulations (RSBU), the compatibility of the
accounting methodology of many Russian companies
conducting parallel accounting with the IFRS is a very
important issue. According to the Russian Accounting
Regulation "Financial Statements of Organizations" (PBU 4/99),
[4] the debt is reflected in the balance sheet as part of short-
term liabilities. There is no long-term and short-term

100



compensation in the Russian classification. It should be noted,
that from the point of view of Russian short-term compensation
accounting regulations, employee allocations and their
accounting is not fundamentally different from the rules set out
in IAS 19, but there are differences. However, the accounting
for employee benefits is generally governed by IAS 19
Employee Benefits International Standard.

Research results
Employee Compensation provided by the organization
for any service provided by the organization in any form.
Employee benefits include:

a) Short-term employee benefits, such as those listed
below, if they are expected to be paid in full before the end of
the twelve months following the end of the annual reporting
period for the relevant services:

e salaries, social security contributions,

e Paid annual leave and paid sick leave,

e profit distributions and bonuses,

e Non-monetary benefits (such as medical care, housing,
cars, free or partial payment of goods or services) for
current employees.

b) Post-employment benefits, such as those listed below:

¢ Pension benefits

e Other post-employment benefits, such as post-
employment life insurance and post-employment medical
care. Benefits in this category are benefits that are
payable upon termination of employment.
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c) Other long-term employee benefits, such as those listed
below:

e Long-term paid absences, such as long-term service leave
or leave for scientific (creative) work,

o other benefits for anniversaries or long service,

¢ long-term disability benefits,

e Other long-term employee benefits are employee
benefits, that are generally not fully paid within twelve
months of the termination of employment.

d) Release allowances. These benefits are employee
benefits that are payable as a consequence when an employee
resigns either voluntarily or by an organization. [5]

Figure 1. Employee benefits structure

An example of short-term employee compensation is

salary. Employment and old-age pensions are post-employment
benefits. Examples of other long-term employee benefits
include long-term paid leave. Employee Short-Term Benefits
IAS 19 is recognized as a contingent liability. Employee benefits
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under IAS 19 are recognized as: (a) an obligation when an
employee has provided services in return for future employee
benefits, and (b) expenses when the entity consumes the
economic benefits arising from the services provided by the
employee in return for employee benefits.

Figure 2. Recognition of employee benefits

Expenses from
economic benefits
for employee
compensation by
the organization

Further compensation obligations
are formed for the services
provided by the employee

For example, the salary of an accountant is an
administrative expense, the salary of sales managers is a sales
expense. At the same time, we are making a commitment on
the mentioned salaries. One of the problems with employee
accounting is understanding how to recognize benefits at the
moment. Accumulated compensable absences are recognized
when the employee is providing the service (working), not when
the absence occurs (going on leave). Accountability is one of
the principles of organizations. It provides synthetic accounting
in terms of accounting. Guided by the current chart of
accounts, let us demonstrate accountability with synthetic
accounting with the following example.

103



In the company on 17.09.2019 was accepted as an
accountant born on 05/04/1998. With a staff salary of 100,000
(one hundred thousand) AMD. For the above-mentioned
employee of the company, on 31.12.2019, an expense-liability is
recognized, with the calculation of the annual leave for 7
working days earned by the employee. Meanwhile, the
employee will go on vacation from 01.06.2020 according to his
application.

31.12.2019
DR 7131 Administrative expenses for payment of labor ....
(100.000/25%7day) = 28.000

CR 5435 Earned vacation reserve ... 28 000

3 days before the actual vacation on 28.05.2020
DR 5435 Earned vacation reserve...28 000
CR 5271 Debts on salaries for other short-term
employee benefits...................... 28 000
According to the current legislation of the Republic of
Armenia, a mandatory funded pension in the amount of 2.5% of
the calculated salary is withheld from the salary of persons
born after 1974 from as a short-term employee benefit. [5]
According to the current tax code of the Republic of Armenia,
income tax in the amount of 23% of the calculated salary is
withheld from the employee's income tax the estimated salary of
the employee as another short-term compensations of the
employees. [6] And according to the RA law on compensation
for damages caused to the life or health of servicemen during
the RA defense, 1000 (one thousand) AMD stamp duty is
withheld from each employee. [7]

104



1.

Income tax registration:
DR 5271 Debts on salaries for other short-term employee
benefits ...... 100.000*23/100=23.000

CR 5242 Short-term accounts payable on income tax ...
23.000
Funded pension mandatory contributions:
DR 5271 Debts on salaries for other short-term employee
benefits ............... 100.000%2,5/100 =2.500

CR 5251 Short-term payables on compulsory social
insurance .......... 2500
Stamp duty payment:
DR 5271 Debts on salaries for other short-term employee
Benefits ............. 1000

CR 5253 Short-term accounts payable on employee
stamp duty payments ..........cc...cceeveeennn. 1000
Payment of salary:
DR 5271 Debts on salaries for other short-term employee
Benefits .......ccc.ccoveiiinniiiinn. 73 500
CR 252 Cash .... 100.000-23 000- 2 500-1.000 = 73 500

Comparing the Russian legislation with the Russian

accounting regulations, we can say that they are also guided by

IFRS in terms of financial accounting, they build reserves. From

the point of view of tax accounting, the interest rates of the

allocations differ from the salaries and equal to the payments.

There is no stamp duty, there are compulsory medical

insurance contributions, the income tax rate is 13%. [8]

Depending on the type of management accounting, each
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country may choose the accounting method from the users of
the management reports. Management reports are mainly used
to effectively accomplish the organization to make the right
management decisions, so it is not necessary to apply
international standards in this case.

Conclusions

The problems of employee compensation accounting
are related to the variety of employee compensation accounting
models based on international standards, legislation in different
countries of the world, accounting regulations, as well as
employee compensation schemes.

From the point of view of financial accounting, the
solution to the problem will be the creation of comparability,
which can only happen when the principle of approaching the
same international standards applies in all countries. From the
point of view of tax accounting, it can be said, that depending
on the specifics of the country, it is impossible to
internationalize it due to statistical figures. From the point of
view of managerial accounting, as the same principle applies to
do everything to achieve maximum profit, similar models can
be found in similar countries in different countries, but as
there will be differences in terms of tax accounting, this also
leads to differences in managerial accounting.

The variety of employee compensation schemes makes it
possible to identify all types of compensation and develop
different models for different compensation, to eliminate the
problems and difficulties in accounting. Although IAS 19
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Employee benefits presents accounting approaches separately

for a number of compensations, it is still a general method of

grouping types. In conclusion, we can clearly say, that these

differences lead to a number of problems, both theoretically

and can even affect employee allocations by changing them in

quantitative terms.
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9KOHOMUYECKUE U METOAUYECKUE OCHOBbI YHETA
KOMITEHCAL MU COTPYJHUKOB

KnioyeBble cnoBa - Bo3HarpampgeHua paboTHWKam, 3apaboT-
HaA mnata, KpaTKOCPOYHble BbInnatbl, emerofgHblii otnyck, MCPO
(IAS) 19

ObbekToM MccnenoBaHUA MpencTaBieHHON CTaTbM ABNAETCA
BO3HarpamieHue Tpypa COTPYAHUKOB OpraHu3auuii. TeopeTuyeckoi,
MHPOPMALMOHHON, METOAONOrMYECKO OCHOBOW CTaTbW  ABWUIUCH
nonomeHna OyxranTepcKoro yuyeta, MemAyHapoAHble CTaHAapTbl
byxrantepckoro yyeta (IAS) 19 n 3aKkoHopaTenbHble akTbl pasHbIX
CTpaH, KOAEKCbl W pAfj 3akoHOB. YToObl BbIABUTL Mpobnembl yuyeta
BO3HarpamAeHnii COTPYAHNKOB Obinn U3yyeHbl byxrantepckue 3anucu,
M Ha OCHOBE aHann3a OTHETHOCTM BblABAEHbI CyLLeCTBYytOLLME Npobne-
Mbl, pa3paboTaHbl peLleHnA U NPeLToKEHbI CNOcoObl X MPUMEHEHNA.

Lbpluywgyby £'10.02.2021 pa.
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EXTERNAL RISKS IN THE POST-WAR ECONOMY OF THE
REPUBLIC OF ARMENIA

Abstract: After the Second Artsakh War, there are
tendencies of drastic changes in the foreign economic
environment of the Republic of Armenia. On the one hand, the
Armenia-Russia-Azerbaijan trilateral agreement signed on
November 9, 2020 opens the southern gates of the republic,
unblocks transport routes, activated railways to the Russian
Federation, the Republic of Iran, on the other hand, the
investment vacuum in Armenia. allows to create risks of foreign
capital expansion and loss of economic independence of the
country. The article discusses the directions of economic
diplomacy, the application of which will create an opportunity to
contain those risks in the post-war economy of the Republic of
Armenia.

Keywords: economic diplomacy, foreign investment
risks, external economic environment

JEL classification: FO2, F18

Research aim: identify the external risks of economic
security that are formed in the Republic of Armenia

Research novelty: the range of risks in the foreign
economic relations related to the post-war period of Armenia
has been determined

Introduction
The post-war economic risks of the RA in the foreign
sphere can be formed in a number of directions, such as sharp
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reductions in foreign direct investment, increase in foreign
indirect investment, expansion of foreign capital, increase in
foreign debt, increase in unemployment and increase in
emigration. These risks can be mitigated to some extent if a
balanced foreign economic policy is pursued in the country,
with the aim of ensuring a sufficient degree of economic
independence and macroeconomic stability.

Research results

After the end of the war, the range of external risks of
the Republic of Armenia's economy will increase. Foreign
investors, who were ready to operate in the country, will choose
to take a waiting position, to follow further developments, to
activate the economy. Naturally, in this case, many foreign
investment programs will be frozen. In this case, the national
capital will not prefer to take active initiatives, it will even try to
leave the country. Therefore, the decline in the risks of
decreasing investment attractiveness is inevitable in the post-
war period, and investment vacuum will be formed in the
economy of the Republic of Armenia.

In this case, it seems that new prospects for improving
the situation open up when the communications on the
southern borders of the republic are unblocked. However, we
should not be encouraged to open the borders, to intensify
trade with our neighbors, but to be careful in this matter,
preventing unfavorable investment risks through legislation,
and building national economic security and immunity. In this
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case, the effective use of the preventive function of economic
diplomacy can also play a significant role.

Thus, the analysis shows that in the case of foreign
trade with Turkey, in particular, in 2019, $ 268.1 million worth
of products were imported from Turkey to Armenia, and only $
2.22 million worth of products were exported from Armenia to
Turkey (jewelry, raw furs, passenger cars). cars u etc.), that is,
we import about 120 times more from Turkey than we export.
At the same time, it should be noted that the volume of imports
from Turkey is increasing year by year. Thus, in 2019, imports
from Turkey to Armenia increased by 6.1%, and exports to
Turkey decreased by 12.3%. [1] In general, Turkey's share in
the structure of Armenia's exports in 2020 It is almost 0% in
the first half of the year, and 4.9% in the structure of imports.

In the last ten years, Armenia has imported products
worth 137-268 million US dollars from Turkey, and the highest
index was registered in 2019 - 268.1 million US dollars.
Turkey's share in Armenia's exports in 2019 is 0.1% or $ 2.22
million (jewelry, raw furs, cars, etc.), and in imports - 4.9%. [2]

It should be noted that the expansion of Turkish capital
in Armenia may be counteracted by the inflow of Russian
capital. The opening of the railway in the southern part of the
country opens up great opportunities for foreign economic
cooperation with the Russian Federation. And if Armenia
conducts successful foreign economic diplomacy, based on joint
ventures with the Russian Federation in the country, then there
will be great opportunities for the inflow of Russian capital.
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Already today, Russian capital is more than 60% of foreign
investments in Armenia. [3]

One of the external risks of the Armenian economy is
the increase of the state debt. In order to prevent the economic
downturn and ensure macroeconomic balance, the volumes of
the external debt of the Republic of Armenia are growing,
already exceeding eight billion US dollars. In this case, foreign
debt service risks are created if measures are not taken to
activate the economy in the country.

Conclusions

The range of external economic risks in post-war
Armenia is expanding due to the expansion of foreign capital
and increases in foreign state debt. The prevention of such
risks may include the identification of some key counter-
balances. In particular, the expansion of the external state debt
can be counterbalanced by the expansion of the internal go-
vernment debt, when the savings of the population will be
directed not to bank deposits, but to the purchase of
government bonds with higher interest rates. And unfavorable
foreign capital expansion can be offset by foreign investment
from allies’ governments, which will complement the country's
investment landscape.
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BHELUHWUE PUCKW B MOCNEBOEHHOI SKOHOMMUKE
PECINYBJ/INKN APMEHUA

KnioueBble cnoBa - 3KOHOMWMYECKAA [MMIOMATWA, PUCKU
MHOCTPaHHbIX MHBECTULMIA, BHELLHAA SKOHOMUYECKaA cpefa

Mocne Bropoii Apuaxckoil BolHblI BO BHELLIHEIKOHOMUYECKOM
cpene PA npovsowny KapamHanbHble nsmeHeHnsa. C ogHON CTOPOHBI,
TPEXCTOpoHHee cornawieHne Apmenua-Poccusa-Asepbaiigmar, nopnu-
caHHoe 9 Hoabpa 2020 ropa, NpVBEAET K OTKPbITUIO FOMHbIX BOPOT
PA, pa3bnokumpoBke TpaHCMOPTHbIX MyTeli W OTKPbITUIO KENE3HbIX
popor B Pecnybnuky WpaH n Poccuiickyto Pepepaumnto. C ppyroii
CTOPOHbI, WHBECTULMOHHBIAN BakyyMm B ApMeHMM CO3paT pPUCKM
3KCNAHCUKM MHOCTPAHHOMO KanmTana u noTepu SKOHOMUYECKON He3aBu-
CMMOCTK cTpaHbl. B cTatbe paccmaTpuBatoTCA HarnpaBieHUA SKOHOMM-
YecKoil AMMNOMaTUM, MPUMEHEHVE KOTOPbIX MO3BOMAUT YMEHbLUUTH

puUckn B MOCNEBOEHHOI 3KOHOMUKE PeCI'Iy6J'IVIKVI ApMeHVIﬂ.
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IMPROVING OF CRYPTO CURRENCY TURNOVER
FINANCIAL MANAGEMENT

Abstract: the process of crypto currency pricing or
capitalization cannot be fully covered by financial regulation.
However, all this does not mean that the regulation of tax
consequences or changes in the money supply resulting from
the use of these assets by the state should be completely
uncontrollable; crypto currency risk management approaches
should not be applied. The article analyzes how the crypto
currency market, without having a common framework of
legislative approaches, can nevertheless appear in the sphere of
centralized control.

Keywords: payment system beneficiaries, e-money,
digital transactions, e-money circulation

JEL classification: M 41, M 42

Research aim: to find out whether it is possible to
regulate the circulation of crypto currency with centralized
state levers.

Research hypothesis: The Central Bank may find
opportunities for partially controlling on cryptocurrency
turnover.

Research novelty: A new approach to financial
management of cryptocurrency turnover was proposed by the
Central Bank.
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Introduction

Crypto currency transactions involve a number of
stakeholders, such as currency holders, financial investors,
payment agents, e-money miners, and blockchain providers, all
of which can disrupt the alternative exchange rate. Naturally, in
such a situation, it is not the rules of market competition, that
prevail against each other, but the principles of mutual support
of the above-mentioned beneficiaries aimed at the common
goals of ensuring the stability of the ecosystem. On the
contrary, experts believe, [1] that the financial management of
crypto currency is already a necessity in the market. Therefore,
if the activities of all the listed beneficiaries are considered
within one system, which can be considered an ecosystem of
crypto currency circulation, then conditions will be created not
only for decentralized but also for centralized regulatory
approaches to the activities of the given system.

Research results

In reality, there are now two e-money circulation
ecosystems, with traditional currencies and crypto currencies,
the issue of which is becoming more and more urgent. That is,
when, in theory, crypto currencies completely replace centrally
managed e-money, the stability of the financial market
ecosystem will be significantly disrupted, and new approaches
to financial harmonization management will be required. [2]
The same will happen, if central banks, by taking a negative
stance on crypto currencies altogether, are deprived of the
ability to use their management tools. We believe that the
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availability and circulation of crypto currencies should be
tolerable for government agencies, forcing them to develop the
necessary means to better balance the country's ecosystems of
crypto currencies used in the blockchain and the use of e-
money issued by central banks.

Thus, the cryptocurrency ecosystem cannot function
sustainably without the harmonization of cryptocurrencies,
blockchain technologies, and mining. Cryptocurrency payment
transactions will be disrupted if any component of the system
becomes inoperable (blockchain cryptocurrency,
cryptocurrency e-wallets, cryptocurrency increases by miners,
encryption insurance against hacker attacks). In turn,
cryptocurrency transactions, whether payment or investment,
with their sharp fluctuations in volume, significantly affect the
circulation of traditional money, as cryptocurrencies to some
extent attribute the volume of electronic money opowt reduce
the traditional money supply by central banks. [3]
Consequently, each component of the cryptocurrency
ecosystem may have some effect on the central bank-controlled
money supply. This can be countered by changes in the
payment and settlement ecosystem enacted by the central bank,
which have the potential to affect cryptocurrency circulation.
Thus, if the Central Bank of the Republic of Armenia perceives
the circulation of cryptocurrency within its control h adopts a
number of legislative regulations, which will recognize the
cryptocurrency, then the volumes of cryptocurrency
transactions will be registered, cryptocurrency transactions that
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will be taxed by the state will be decrypted. will be implemented
in the cryptocurrency market, such as:

e centralized provision of cyber security,

e application of crypto currency insurance mechanism,

e maintenance of crypto currency registration register,

both in terms of volume and quantity,
e adjustments to the money supply due to crypto currency.
We believe that in such a situation, the state will play a

certain regulatory role in the ecosystem of crypto currency use,
ensuring its stability and development. In this regard, a
situation will be created when clear terms are formed in the
field of harmonization of centralized, decentralized e-money
circulation, where not prohibitive or negative policy will
operate, but on the contrary, mutually agreed activities aimed
at a stable financial environment. Therefore, we consider it
necessary to find mutually agreed terms between centralized
"decentralized = management approaches” to e-money
circulation. In this sense, the harmony of crypto currencies and
traditional money circulation ecosystems is primarily correlated
with the money supply. It is well known that the money supply
tends to be equivalent to the sum of the values of the goods in
circulation and the services offered. In the professional
literature, the Fischer formula is mainly used, which establishes
a connection between the trade turnover and money. [4]

MxV = PxT
where:
M - amount of money in circulation,
V - unit of money rotation speed;
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P and T - respectively prices L commodity transactions and
service volumes.
Monetary theory interprets the formation of money

supply in different ways. In this sense, money supply is
represented as a set of monetary aggregates. Monetary units
are indicators that characterize the money supply, for the
determination of which in practice we are guided by the
following principle: Each subsequent unit is constructed at a
larger size than the previous one or according to the degree of
decrease in liquidity. The monetary units are:

e MO- Cash in circulation,

e M1 - current account balances,

e M2 is the least liquid monetary unit, which includes all
components of the MI unit, plus time accounts of
commercial banks, deposits of specialized financial
institutions,

e M3 is a less liquid monetary unit that includes deposits,
government bonds, and other securities of commercial
banks in addition to M2.

In fact, crypto currencies can penetrate the financial
market to some extent, structurally alter the latter. And in that
sense, crypto currencies can be both a means of payment and
savings or investment instruments originally reserved for tradi-
tional currencies. Consequently, crypto currency circulation —
money -making interconnection management is currently
underway, which should be aimed at increasing the
manageability of crypto currency impact on the money supply.
[5] In this regard, the professional literature attempts to make a
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connection between the global economy (E), the global money
supply (M) and global money circulation, using the following
functional link:

E=Mx(C

Moreover, in this case, the crypto currency is
considered in the global money supply, as it does not have a
specific country or “homeland” of issuance, and by its nature is
considered world money. However, we believe, that from the
point of view of financial management, it is almost impossible to
regulate the circulation of crypto currency globally, to consider
its correlation with the world economy. Therefore, we propose
to monitor this issue not at the global level, but at the level of
the national economy, proposing the following economic
categories anew:

e "permissible crypto currency of money supply”
e "gross national mass of money".

In general, the "intervention” of crypto currencies in the
field of traditional money circulation, in our opinion, should be
limited, as the decentralized management of crypto currencies
"from the bottom" of that currency carries many risks, that
mass infiltration risks of ecosystem disruption due to sharp
fluctuations in crypto currency prices, cyber security breaches,
uncontrolled mining, etc. We therefore propose that the
Central Bank set a permissible crypto currency rate (Z) to apply
the Restriction Toolkit. Just as the central bank now monitors
the level of dollarization of the economy, so we propose to use
the same approach to monitor the degree of crypto currency in
some respects using the CA / MC x 100 = Z formula (CA is the
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value of crypto currencies in circulation, MC - gross national
money supply). The “Gross National Money” (MC) category we
offer includes the money supply units adopted by the central
bank M - crypto currency (CA) estimated by the central bank
register. If the central bank adopts and evaluates the crypto
currency turnover in its register, the formula for the
equivalence of money supply, turnover, and services will be as
follows: (M + CA) = P x T. Therefore, in the case of financial
management of crypto currency, it will be possible to
counterbalance the central bank's approaches to controlling the
money supply, crypto currency circulation, using the following
system of equations.

CA/(M+CA) =Z
M+ CA=PxT

In our opinion, the financial management of crypto
currencies can already give tangible results in this case, as
indicators such as the amount of money in circulation
controlled by the central bank, the speed of unit currency, the
cost of goods and services are implemented. Volumes. And if
the amount of money defined by the central bank in the above
system - the volume of crypto currencies circulating within the
country - is unknown, then in the case of the remaining
approved parameters, the following controllable correlation will
be created between those two indicators.

CA = ZXM/(1-Z) 4y CA =PT-M
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Conclusions
Thus, the approaches we offer to manage the crypto

currency and money supply exchange correlation will enable to:

1.

Adjust the amount of money set by the Central Bank,
considering the impact of crypto currency circulation on its
formation.

Move some of the information components of crypto
currency decentralized crypto currency management
information to centralized management to mitigate the
financial risks associated with the use of crypto currencies.
Create a system of systematic evaluation environment for
the activities of the crypto currency ecosystem components
L in the field of interactions of electronic payment and
settlement functions by the central bank, thus solving the
problems of increasing the efficiency of crypto currency
use.
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YNYYWEHUE PUHAHCOBOIO YNPABJIEHUA OBOPOTOM
KPUIMTOBAJOTDI

KnioueBble cnoBa - GeHedpuumapum nnaTemHoON CUCTEMbI,
3NEKTPOHHblE  [eHbrM, UMPPOBblE  TpaH3aKkuUW,  3NEKTPOHHOE
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rocypapctea. OfjHako 3TO He 03HA4aeT, YTO Hanorosble MOCNEACTBUA
M U3MEHEHWE [EHEMHON Maccbl B pesynbTaTe MCMoNb30BaHUA 3TUX
aKTMBOB HEBO3MOMHO MMONIHOCTbIO KOHTPONMPOBaTb OCYAapPCTBOM.
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tOTCA BO3MOMHOCTM LLEHTPann30BaHHOIO YrpaBfieHUA PbIHKa KpuM-
TOBa/IFOT MPU OTCYTCTBUM €AUHON CUCTEMbI 3aKOHOAATENbHbIX HOPM B
aTOW Cccpepe.
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ACCOUNTING ISSUES OF FINANCIAL RESOURCES
EFFICIENCY IN HIGHER EDUCATION INSTITUTIONS

Abstract: The process of measuring the efficiency of
the use of financial resources in higher education institutions
will be carried out in a more regulated manner, if it is
coordinating on the relevant information flows, which can be
presented by the accounting methodology. Double-entry
accounting tools is creating the special information system, in
which the individual financial components presented
interconnected and balanced. In this case, there is an
opportunity to create systematic information flows of efficiency
use of financial resources in higher education institutions, to
submit reports on the financial and economic results of the
organizations.

Keywords: financial resources, efficiency, double entry,
managerial accounting, reporting

JEL classification: A22, M40

Research aim: financial system for the formation and
use of financial resources is established, which, unlike financial
accounting, presents not only indicators in monetary terms.

Research hypothesis: it is possible for establishing
accountability system, where feedback is provided between the
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beneficiaries related to the efficient use of financial resources
the administrative circles of the university.

Research novelty: a new managerial accounting
methodology, which enables the implementation of sound
management decisions to increase the financial, economic and
social rewards of scientific and educational activities.

Introduction

Until now, the accounting of the efficiency of the
financial resources of the universities has not found its
application in practice; they have not received the flow of
information related to the process, the existence of which
would significantly increase the level of usefulness of the
reporting of the finance usage. If the accounting of the
efficiency of the use of financial resources finds its practical
application in the universities, the beneficiaries will receive a
clear report on the areas of scientific and educational activities:
where the shortcomings in the effective use of financial
resources have occurred, in which subdivisions they are
responsible, and who are responsible for the negative results.

Research results
We propose to solve the problem of information flow
efficiency of financial resources by applying the management
accounting methodology. The current accounting management
used in universities solves only the problems of cost flow
coordination, which is regulated by the 8" class of the
accounting chart in the organizations. [1] In this case, the
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integrated management and financial accounting system is
used, as the accounts presented in class 8 are interconnected
with other accounting groups of the chart of accounts.
Naturally, this correlation is done on a monetary basis, as
management accounting information is eventually transmitted
to the financial statements published by the organizations. [2]

With this approach, it is not possible to record the flow
of information on the efficiency of the use of financial
resources, as the results of scientific and educational activities
have different accounting metrics (person, day, money, etc.).
[3] Therefore, we propose to use a localized system of
management accounting for the efficiency of the use of
financial resources, not an integrated one, where only the use
of the financial resources of the university is counterbalanced,
the different results of scientific and educational activities are
brought to the same scale. In this case, the goals of using the
financial resources L. the actual results are consolidated within
one local system (see Table 1). However, "financial recourses
using - outcomes" combinations do not yet provide the
preconditions for accounting management information flows, as
they come in a variety of metrics. All tables are composed by
the auther.

Therefore, before being included in the management
accounting system, we propose to calculate the coefficient
deviations of the compensation for the use of financial
resources, according to separate scientific-educational
directions (see Table 2).
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Table 1. Financial resources using purposes of and actual
results in the university

Finanial Por- Act- Purposed of use | Inten- | Actual
resurses posed | ual det
(mIn AMD)

Education 80 70 Number of studenty 250 240
fees

Grants 45 60 | Research results
comercialitaion 50 65
(million AMD)
Reserves 20 30 | Average quality 70 80
for quality assessment of
improve- students (points)
ment

In addition, in order to organize double-entry
management accounting, we also propose to balance the
cooperative deviations of the return on the use of financial
resources in their directions, which will create an opportunity
to coordinate the necessary information flows. [4]

Deviations from the actual results of the use of financial
resources presented in Table 2 on the left are offset by the
actual deviations of the expected return from the use of
financial resources presented on the left, which is the object of
management accounting for the effectiveness of the university's
financial resources. Moreover, as a result of such comparisons
of deviations, the "Balanced deviation" indicator is formed,
which can be registered both on the right and on the left side
of the table. In general, it does not find its record in the
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management reports, but to some extent, it is an analytical
indicator in assessing the efficiency of the use of financial

resources.

Table 2. Coefficient deviations of the financial resources
return by directions

Using of Deviation Retunrn of resourse | Deviation

resourses using
Education fees 0,875 Students number 0,96
Grants 1,333 Commercialization of 1,30

research outcomes
The quality 1.5 Average quality 1,14
assurance assessment of students
improvement
reserves
The balanced 0,308
deviation
Total 3,708 Total 3,708

Naturally, the organization of localized management
accounting of the efficiency of financial resources presupposes
the use of special accounts and accounting correspondence. As
a result, there is a need to develop a mechanism for regulating
information flows in administrative accounting. Thus, based on
the data in Table 2, we propose a number of new accounts for
the management accounting of the financial resources of the
university, such as "Deviations of tuition fees", "Deviations of
grants”, "Deviations of quality improvement reserves",
"Deviations of the number of students”, "Deviations in the
commercialization of research results", "Deviations of the
student numbers". The information recorded in the listed
accounts is summarized in the "Deviations in the use of
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financial resources" and "Deviations in the use of resources”
accounts, which have no balance, as the information included
in them is completely transferred, is balanced in a separate
management account. As a result, the "Balance of Deviations"
account is also closed at the beginning of the month, combining
the deviations of the actual results of the use of financial
resources and the resulting scientific and educational activities
from the planned values.

In this case, in the management accounting system, on
the principle of continuity, the necessary information flows are
formed by double registration, which characterizes the
efficiency of the use of financial resources in the universities,
using the following accounting correspondences offered by us.
1. Deviations from the actual use of financial resources on

grants have been established:
DR Deviations in the use of financial resources ... 1,333
CR Grants Deviations .........cccevevienennnn.. 1,333
2. Deviations from the actual use of financial resources for
tuition fees have been formalized:
DR Deviations in the use of financial resources .... 0,875
CR Tuition Deviations ........cccoevvevueennn... 0,875
3. Deviations from the actual use of resources for quality
improvement reserves have been recorded:
DR Deviations in the use of financial resources .... 1,5
CR Quality Improvement Reserves ...... .... 1,5
4. Deviations from the actual reimbursement of the use of
financial resources for the provision of the number of
students have been calculated:
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DR Deviations from the number of students ...... 0.96

CR Deviations from the cost of using inventories ...0.96
Deviations from the actual compensation for the use of
financial resources for the provision of scientific research
work have been established:
DR Deviations of derivation of the results ... 1,3

CR Deviations from the cost of using resources 1,3
Deviations from the actual reimbursement of the use of
students' financial resources for the provision of GPA have
been calculated:
DR Deviations of Student numbers............ ... 1,14

CR Deviations from the cost of using resources 1 .1,14
The accounting correspondences of the recorded deviations
have been prepared:
DR Deviation balance ...............c.ocooiiil. 3,708

CR Balance of Deviations ...........ccovvevunennn. 3,708
By registering our accounting records related to the use of

financial resources provides an opportunity to coordinate

efficiency-related information flows and submit an internal

management report (see Table 3).

Table 3. Financial Resource Management Efficiency Accounting

Report
Financial | Responsibili | Deviation | Outcomes | Efficiency of
recourses | ty centers of deviations | recourses
recourses using
Education | Education 0,875 0,96 1,079
fess department
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Received | Research 1,333 1,30 0,977
grants department
Improve- | Quality 1.5 1,14 0,76
ment assurance

reserves department

Table 3, which is an internal report on the efficiency of
the use of financial resources of the university, is compiled with
the information of the new accounts UL accounting
correspondences offered by us. And this makes it possible to
present a report based not only on interconnected information,
but also on a continuous basis. Thus, the operation of the
proposed mechanism for streamlining the information flow of
the management of financial resources efficiency is provided by
accounting accounts, which constantly record in which circles
the financial resources of the university's scientific-educational
activity were formed, in what directions and in what portions
their results were obtained. Thus, if the Department of
Education nevertheless managed to prevent the decline of the
corresponding student population (deviation 0.96) in the
context of lower than expected tuition (deviation 0.875), then
the utilization of financial resources in this regard should be
considered effective. The same cannot be said for the use of
grant resources, when the financial resources allocated to
research work were oversupplied (deviation 1.33), but their
compensation, ie the commercialization of the obtained
scientific results, did not provide adequate progress (deviation
1.30). Naturally, such information from accounting accounts on
a continuum basis can be used as a basis for timely, sound
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management decisions to increase the efficiency of the use of
financial resources.
Conclusions

Thus, our proposed mechanism for managing the
efficiency of financial resources allows us to solve a number of
problems in universities.

First, a financial system for the formation and use of
financial resources is established, which, unlike financial
accounting, presents not only indicators in monetary terms, but
also non-monetary information flows, which allows to monitor
the efficiency of the financial resources according to the
university. in different areas of activity. Second, an information
system on the efficient use of financial resources is being
developed according to the centers of responsibility. In this
case, the information recorded in the accounting accounts
regularly presents management reports, which reveal which
areas of the university's activity have failed in the field of
efficient use of financial resources, and who are responsible for
them. Third, an accountability system is established, where
feedback is provided between the beneficiaries related to the
efficient use of financial resources the administrative circles of
the university and, which enables the implementation of sound
management decisions to increase the financial, economic and
social rewards of scientific and educational activities.
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SAMPLING RISK IN INTERNAL AUDIT

Abstract: Internal audit usually deals with large
amounts of data as part of its research. With limited resources,
it is often necessary to choose from a large database. The
results of an internal audit study may vary depending on the
quality of the sample. The size and quality of the sample can
also affect the credibility of the assurance provided by the
internal audit, which in turn affects the reputation of the
internal audit and effectiveness of its activity.

Keywords: Internal audit, sampling risk, statistical
sampling, non-statistical sampling, assurance, reputation

JEL classification: M 42, C 83

Research aim: The aim of the research is to present
the impact of sampling risk on the efficiency and credibility of
internal audit work, as well as providing comprehensive
information on the most common and effective sampling
methods and techniques.

Research hypothesis: The use of sampling methods in
internal audit should be reasonable and well-chosen,
considering all the advantages and disadvantages of the
method, as it can have a major impact on the internal audit
objectivity, the trustworthiness of the assurance provided, and
consequently the reputation of the internal audit.
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Research novelty: The novelty of the research is
considering the impact of sampling risk on the objectivity and
reputation of internal audit with a greater focus.

Introduction

Sampling is one of the most important components of
an internal audit activity. As various modern professions,
internal audit usually deals with large amounts of data, so there
is a need to choose from the database, as the resources,
including time, are very limited. Moreover, the choice must be
justified and have clear objectives.

Sampling serves as a basis for further research,
analysis, evaluation, and conclusions. The sampling process
requires some mathematical and computer knowledge and
skills, as well as logical thinking, to make proper judgments.

Internal audit, being an integral part of corporate
governance, designed to add value and improve organization's
operations by bringing a systematic, disciplined approach to
evaluate and improve the effectiveness of risk management,
control and governance processes, [1, p. 120] should take
sampling risk seriously, as the latter may affect the outcome of
the internal audit activity through a chain reaction effect. As
there are different sampling methods and techniques, internal
audit has to choose between them to mitigate sampling risk,
taking into account all the pros and cons.
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Research results

To explore the role of sampling risk in internal audit, we
need to understand what is sampling risk, what kind of
sampling methods exist at all, what are the advantages and
disadvantages of those methods, how can internal auditors
choose the proper method to mitigate the sampling risk, how
can the sampling risk affect the efficiency of the internal audit
activity and its reputation.

Audit sampling is, by definition, the application of an
audit procedure to less than 100 percent of the items in a
population of audit interest for the purpose of drawing an
inference about the entire population. It is used most
commonly by internal auditors to test the operating
effectiveness of controls. [2, p. 623] There are different
sampling methods and techniques which can help internal
auditors to determine the appropriate sample size for further
study of data.

The internal audit sampling has two major branches:
statistical and non-statistical. Statistical sampling is a
mathematical-based method of selecting representative items
that reflect the characteristics of the entire population. Using
the results of audit tests on the statistically sampled items, an
internal auditor can then express an opinion on the entire
group. Non-statistical sampling, also called judgmental
sampling, is not supported by mathematical theory and does
not allow an internal auditor to express statistically precise
opinions on the entire population. Non-statistical sampling is
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the selection of a test group that is based on the examiner's

judgment, rather than a formal statistical method.

Nevertheless, non-statistical or judgmental sampling is

often a useful audit tool. [3, p. 254] Each of these methods has

different approaches, which certainly have advantages and

disadvantages.

The main advantages of statistical sampling compared to

non-statistical sampling are:

Results may be defended against bias,

A defined sample size is provided,

One may safely extrapolate the results and apply them to
the wider population,

The technique is repeatable and one would expect a
similar result from any repetition,

It forces on to define and consider the attributes of the
population,

Computers make it more convenient to use,

The level of confidence may be predefined.

The reasons why statistical sampling may not be used and

non-statistical sampling would be more appropriate are:

Lack of training and staff awareness,

Need for knowledge of the population and time-
consuming research,

Not allowing the auditor to be guided by years of
experience,

Non-applicability to small and unusual populations. [4, pp.
910-912]
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Techniques for audit sampling are varied. They include
random sampling, monetary unit sampling, interval sampling,
stratified sampling (cluster sampling and multi-stage sampling),
attribute sampling, variable sampling, direct sampling, block
sampling, haphazard sampling. [5, p. 4, 6] Each of these
techniques requires specific knowledge and skills. To use them
properly internal auditors should define clearly the sample
plan, sample size and structure, consider the specific audit
objectives and the nature of the population.

Internal audit has its own inherent risks, among which is
the sampling risk. It is the risk that the internal auditor’s
conclusion based on sample testing may be different than the
conclusion reached if the audit procedure was applied to all
items in the population. It is a function of testing less than 100
percent of the items in the population because even an
appropriately selected sample may not be representative of the
population. Sampling risk varies inversely with sample size. If
the internal auditor tests 100 percent of a population, and
therefore is not sampling, there is no sampling risk. In
performing tests of controls, the internal auditor is concerned
with two aspects of sampling risk: the risk of assessing control
risk too low (beta risk) and the risk of assessing control risk too
high (alpha risk). [2, pp. 636-637]

As we have already learned, sampling risk is closely
related to sample size. According to some general views, the
optimal sample size is usually around 10 percent of the
population. However, it cannot be generalized for all the
situations, as there are several factors affecting sample size,
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e.g., acceptable risk of assessing control risk, tolerable and
expected deviation rates, correlation, the nature of population,
engagement features, etc.

The effects produced by sampling risk generally can
increase other risks inherent in internal audit. For example,
poor sampling may lead to incomplete or wrong conclusions,
which in turn affects the quality and objectivity of the assurance
provided by internal auditors. False assurance can seriously
damage the internal audit reputation, which is one of the most
valuable assets for internal audit. One inaccurate audit report,
an improper assurance is enough to severely harm the
reputation of internal audit. In that case the concept of being
the bastion of integrity and credibility within the organization
for internal audit will already be in big question.

Conclusions

Sampling plays an important role in internal audit
activity, as the latter usually deals with large amounts of data.
When there is a sampling, some rate of sampling risk always
exists. The task here for internal auditors is to mitigate the
sampling risk to conduct its functions properly.

Exaggerating or underestimating the real picture of data
by using poor sampling, internal auditors may reach to impro-
per conclusions and false assurance, thus severely damaging
internal audit reputation. To avoid such consequences, internal
auditors should pay serious attention to the sampling plan, esti-
mating acceptable level of sampling risk, following professional
literature and relevant guides to use proper approaches and
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techniques, determining the appropriate sample size,

examining the nature and features of each population, regularly

developing mathematical, statistical, computer knowledge and

skills and if necessary involving the appropriate specialists.
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ISSUES OF PAYMENT AND SETTLEMENT TRANSACTION
EFFICIENCY MANAGAEMENT

Abstract: The implementation of macroeconomic
assessment of payment and settlement activities primarily aims
to identify the problems of improving the management of the
payment system, which are mostly formed at the micro
economy level. Therefore, it is possible to propose ways to
effectively manage payment and settlement transactions, which
are offered in different directions in the professional literature.

Keywords: payment settlement system, management,
digital money, efficiency of the payment

JEL classification: G14

Research aim: to introduce the methodology of
efficiency management of the payment and settlement system.

Research hypotheses: development of payment
settlement efficiency assessment tools is interrelated with the
evolution of management methods.

Research novelty: a new methodology for measuring
and managing the efficiency of payment and settlement
transactions has been developed

Introduction
According to the concept approved by the Central Bank
of Armenia, from the point of view of the efficiency of the
payment and securities settlement systems, it is possible to what
extent the system meets the requirements of the participants
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and their customers expectations, how flexible the system is to
respond to new technologies. Cost control is performed by the
operator continuous efficiency analysis, including pricing.
Therefore, inefficient operation of the system or non-targeted
activities may negatively affect the financial market / or a
certain segment of it, contributing to the emergence of risks,
including for participants and users.

Research results

One of the key factors in increasing efficiency is
competition, which contributes to the introduction of
innovations, the reduction of service delivery times and the
reduction of prices. However, given the cost of setting up and
operating payment systems, the scale effect factor, the
existence of natural monopolies, and a number of other
obstacles, presenting competition in this area is very low. In
addition, operators can incur large costs to increase security in
the system, which, however, are not always justified, while
decision-making must be within cost-effectiveness. Therefore,
in order to increase the efficiency of the system, the fixation of
the efficiency by the central banks is used as a possible control
goal.

The Central Bank of Armenia (CBA) should ensure that
the system is able to meet market demands, including the
introduction of new technologies, the provision of new services,
the speed of operations, the costs incurred by the participants
should be as low as possible, but should not affect the quality of
services. on security. In addition to the above-mentioned main
goals, the Central Bank of Armenia also seeks to strengthen
public confidence in non-cash payments. This goal is connected
with the global policy of the CBA to create traditions of using
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non-cash payment instruments, services and creating trust in
the national currency by a large segment of the population in
Armenia. [1]

The study shows, that market and regulatory forces are

driving demands for new payment products and services and
providing an impetus for innovation in core payment systems
around the world. The effectiveness of payment settlement
system can be summarized in three broad categories: new
technologies, evolving user demands and the emergence of a
more stringent regulatory landscape.

Studies show that the theory proposes a procedure for
evaluating and monitoring the effectiveness of the use of
payment systems, which considers:

e cost compensation of payment and settlement
organizations,

¢ financial stability of the payment and settlement system,

o satisfaction of beneficiaries using independent services,

e compensation for the introduction of innovative payment
and settlement technologies,

¢ financial security of payment and settlement functions.

The degree of accessibility of each target indicator is a
separate component of the measurement of the efficiency of
the payment system Eil / EiO, which can be monitored
separately. And the total efficiency of the payment system (E) is
proposed to be calculated with the following approach.

E = (XEi1 / EiO) / n:

where n is the number of performance targets.
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However, we believe that in practice it is difficult to
assess the level of achievement of goals, especially in terms of
indicators such as financial security of payment and settlement
functions, the level of satisfaction of beneficiaries using
independent services. Therefore, we recommend managing the
efficiency of payment and settlement transactions in such areas
(see Figure 1.) as customer satisfaction (A), payment risk
prevention (B), transaction compensation (C), and operating
activity (D).

The directions of our management of the efficiency of
payment and settlement transactions have different dimensions
of the results of the activity. Thus, the duration of transactions
is measured in hours, the results of risk forecasting are
presented in monetary terms, accountability in the number of
feedbacks, the turnover of money in quantity, which creates
difficulties in the comparability of efficiency indicators,
management decisions. Therefore, in the first stage of the
process of managing the efficiency of payment and settlement
transactions, there is a need to apply a common management
measure, i.e. usable indicators that can be measurable,
comparable and presented with the same approach.

The way to apply the unified managerial dimension can
be the application of coefficients, ie the representation of
management entities in the form of coefficients.
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Figure 1. Suggested areas of management on efficiency of
payment and settlement transactions

Sutisfaction
of customers
(A)

Business Assement Risk

activity of preven-
tion (B)

(D) effectivnes

Economic

return (C)

We propose the presentation of managerial objects by
the size of the coefficients in the chain of "definition of goals-
formulation of goal-indicators - presentation by the measured
indicators-comparative evaluation of indicators".

Thus, in determining the indicators of managerial
measurement of the requirements of the parties to payment
transactions, the scope of financial intermediaries and
customer satisfaction goals (A) is first defined, then the
indicators representing customer expectations are specified
(speed of service al, convenience of service a2). Finally, the
measurement representations of the indicators are presented,
which can be compared in different monitoring periods.

The second step in managing the efficiency of payment
and settlement transactions after ensuring uniform managerial
indicators, is the presentation of indicators with their specific
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assessments. In this regard, we propose to present the

indicators characterizing the efficiency of payment and

settlement transactions in four groups, which will have
calculation and measurement features, related to the sectorial
structures of the facility management.

The size of the indicators presented in Table 1, is
derived from the objectives of managing the efficiency of
payment and settlement transactions. Moreover, these
objectives are different and are closely related to the sectorial
characteristics of the functions to be managed. Thus, if the
objectives of managing the economic return on transactions are
to reduce costs or increase the profitability of remittances, then
the objectives of managing payment transaction risks are to
prevent the formation of financial and operational risk losses.

Risk management refers to all the processes used by
payment systems and their participants to identify, assess and
control risk. The most relevant types of risk for core payment
systems are credit, liquidity, operational, legal and business
risk. Each of the payment system attributes described above
have implications for risk management. The following
mechanism of final settlement is used to reduce financial risks
in the payment settlement system of RA: [2]

o to ensure the final settlement for payments by cards
between the system participants is performed, an issuer
member of the system will freeze the amount of settlement
limit (which consists of authorization limit and non-reducing
balance) in the settlement bank (the CBA) through the
Armenian Card CJSC. The freezing of the settlement
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amount, the authorization of card transactions, the take-out
of positions and final settlement are performed in
accordance with trilateral contracts, rules, and rules and
procedures of the clearing and take-out positions in the
system;

e the authorization of card transactions is performed within
an authorization limit for the system participant and
payment limit for the cardholder. No authorization is
performed when the authorization amount exceeds each of
the above-noted limits.

The system has developed mandatory requirements on
operational risk reduction, which generally concern security
arrangements established in system rules; the principles of
using different types of electronic keys; analysis aimed at
discovering and preventing fraud; an emergency action plan;
software testing; the use of UPS; regular supervision of
hardware and software; backup copying of data on backup
devices; recording and analyzing technical failures; and
performing a number of other activities. [3]

The third stage of the implementation of the
management of the efficiency of payment and settlement
transactions is the generalization of the deviations of the
coefficients of the reporting year compared to the previous
year, and the management decisions based on it.
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Table 1. Interpretations of payment transaction efficiency

indicators
Indicators Interpretations

Speed of measured in hours and represent the speed
payments all | of payment transfers or clearing transactions
Availability of | a21 | measured in percentages and shows
transfers accuracy of payment targeting

Measured as a percentage U shows the
Accounta-bility | a22 | activity level of user feedback channels

is measured in percentages; shows the

liquidity of payment and settlement
Liquidity risk b11 | organizations

is measured as a percentage and indicates
Cyber security | b21 | the likelihood of a cyber security breach risk
Risk of is measured as a percentage L indicates the
communication | b22 | risk of channel failure
failure
Cost compen- | cl1 | is measured in terms of value and shows the
sation profit per cost of payment and settlement
Volume of
transaction is measured in terms of value and shows the
compensation | c21 | net profit of one dram payment transaction
Operating is measured in terms of value and shows the
profitability net profit per dram of payment and

c22 | settlement transactions.

is measured as a percentage and shows
System timeliness of payments in accordance with
availability d11 | the established technical norms
Concentrat-ion is measured as a percentage and indicates
of pay-ment the maximum degree of hourly
distribution d21 | concentration of payments
System d22 | is measured by the maximum number of
bandwidth payments made per hour
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For this purpose, the efficiency indicators of payment

and settlement transactions are grouped by years (see Table 2),

their change indices are calculated by coefficient representta-

tion, "then" the deviations of the coefficients from 1., O are

determined. Naturally, the greater the positive deviation, the

higher the efficiency of the payment transaction on the

indicator of a specific component and vice versa.

Table 2. Database of assessment of the efficiency of payment and
settlement transactions

Mar- Indicators of Coef- Devia-

king efficiency 2019 | 2020 | ficient tion
Speed of

all payments hour 2,2 2,8 1,27 | -0,27
Availability of

a2l transfers % 80 87 1,09 0,09

a22 | Accountability % 95 92 0,97 | -0,03

b11 Liquidity risk % 0 0 0,00 1,00

b21 | Cyber security % 4 3 0,75 0,25
Risk of
communication

b22 | failure % 5 42 0,84 0,16
Cost

cl compensation AMD 0,11 0,12 1,09 0,09
Volume of
transaction

c21 compensation AMD | 0,03 | 0,04 1,33 0,33
Operating

c22 | profitability AMD | 0,18 | 0,21 1,17 0,17

d11 System availability | % 99,9 | 99,8 1,00 0,00
Concentration of
payment

d21 distribution % 24 25 1,04 | -0,04
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System bandwidth
d22 hour | 4996 | 5245 1,05 0,05

n=12 Mean deviation 0,15

With this approach, we propose to evaluate the
efficiency of payment and settlement transactions during the
analyzed period with the average deviation of all indicators (D).

D = XAki / n:

where:

2Aki - is the sum of deviations from 1.0 of the
coefficient indicators compared to the previous year,

n - is the number of efficiency indicators.

Conclusions

Suggested by us mechanism for managing the efficiency
of payment and settlement transactions provides an opportuni-
ties:

Firstly, using comprehensive approach to assessing the
effectiveness of payment transactions, including indicators of
customer satisfaction, economic risk mitigation, and operational
activity of payment and settlement activities.

Second, to identify the positive and negative effects of
the impact of various factors on changes in the efficiency of
payment and settlement transactions, and thus to implement
management decisions to increase efficiency. [4]

Third, to make comparative analyzes of the effective
operation of the payment and settlement system for different
periods, thus discoverhug the potential for the development of

the system based on it.
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IMPROVING CASH FLOWS MANAGERIAL ACCOUNTING OF
AGRICULTURAL INSURANCE

Abstract: One of the key factors in ensuring the effect-
tiveness of agricultural insurance is the use of a flexible
accountability system, as the range of beneficiaries in this area
is quite wide. Accountability does not only mean reporting, it
works effectively in the presence of feedback from users and
organizations. At the same time, accountability requires the
application of a financial flow accounting system, related to the
insurance process, both in the micro and macro sectors. The
article proposes a methodology for the consolidated managerial
accounting of financial inflows and outflows of the agricultural
insurance process.

Keywords: agricultural insurance, cash flow balance,
insurance financial results, double entry

JEL classification: M40, M41

Research aim: consolidate financial inflows and
outflows of agricultural insurance process and submit
insurance effectiveness pointer.

Research hypothesis: consolidated reporting of
agricultural insurance financial flows is possible by using
special managerial accounting methodology.
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Research novelty: proposed consolidated managerial
accounting financial flow and presenting methodology in
agricultural insurance cash flows efficiency assessment.

Introduction

The RA Law on Insurance already envisages the
creation, service and information system on customers. [1]
However, this legislative requirement mainly targets customer
behavior, coverage of insurance partnership history, and non-
beneficiary feedback for effective management decision-making
and implementation. At the same time, insurance companies
compile and publish annual quarterly financial and other
reports as required by law. The normative legal acts of the
Central Bank of the Republic of Armenia define the reporting
frequency. In addition, the forms of reports to be submitted to
the Central Bank, the information included in them, the
procedure for submission, and the deadlines shall be
determined by normative legal acts of the Central Bank. In fact,
in this case, the legal requirement is targeted at the financial
statements, when their users are more informed about the
capital, financial situation of insurance companies, and the legal
requirement to submit financial information outside the
insurance companies is not presented in this case.

Research results
The functions of the Armenian Motor Insurers’ Bureau
remarkable. The purpose of the Bureau is to protect the
interests of citizens and ensure the development of insurance
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system stability. The Bureau promotes the efficiency of the
activity of its member insurance companies in the field of car
insurance, regulates and supervises their activity in the field.
[2]

However, the important thing is, that the Bureau
provides feedback between car insurance beneficiaries through
an online program. Moreover, the Armenian Motor Insurers’
Bureau has a standard communication framework between
"insurance companies”, which, in addition to financial informa-
tion, uses non-financial information, related to the rules for en-
suring proper conditions for insurance companies to operate,
to protect the interests of injured parties and policyholders.
The results of cooperation with car insurance bureaus of other
countries, guarantee funds, other compensation bodies,
information systems (centers), insurance companies, measures
aimed at preventing fraud (fraud) in the field. [3]

Considering the experience of the Armenian Motor
Insurers’ Bureau, we propose to establish a Bureau of Agricul-
tural Insurers of Armenia, the scope of functions of which is
considered to be a bit comprehensive, related to the
peculiarities of the agricultural sector. In particular, we are
introducing a reporting system in this structure, which should
be aimed at making decisions aimed at increasing the efficiency
of agricultural insurance. The financial mechanism of
agricultural insurance is distinguished by the fact that both
private and public resources are a source of replenishment of
the financial resources of the process. Thus, the public sources
of financial resources are the subsidy of insurance premiums
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from the state budget. The state budget reserve funds for
compensation of possible damages resulting from large-scale
climatic and epidemic disasters, the replenishment of private
insurance premiums from community budget resources. And
the way to replenish the financial resources of the agricultural
insurance process with private sources is the insurance
premiums made by farmers. And in this regard, the question
arises among the public-private beneficiaries financing the
insurance process whether to what extent the formed financial
resources are used.

Nevertheless, the financial accountability of agricultural
insurance is largely limited to accident compensation indices.
However, different insurance beneficiaries always ask what the
financial inflows and outflows of the insurance process were
like, the outflows, the share of the collected insurance
premiums, and finally, what was the financial balance of the
insurance premiums, the loss ratio. We consider such
questions to be extremely important in assessing the
effectiveness of agricultural insurance, as their answers simply
play a guiding role in building the level of trust in the system
among insurance beneficiaries. Thus, if farmers are convinced,
that insurance premiums are not just a source of profit for
insurance companies, but, on the contrary, fully compensate
for the losses of insurance accidents, then their motivation for
insurance increases. To this end, we propose to introduce a
system of insurance financial flow reporting in the functions of
the Bureau of Agricultural Insurers of Armenia, which will
provide the beneficiaries with a balance of insurance premiums
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(insurance claims, which can be achieved through agricultural
insurance financial inflows and outflows).

However, there is a need for a similar financial
information flow coordination mechanism, which we propose to
implement through managerial accounting. In this regard, we
consider it necessary to establish a special structure in the
proposed Bureau of Agricultural Insurers of Armenia, which
will record the financial inflows and outflows in the agricultural
insurance process. The task of this accounting mechanism is to
coordinate the financial information flows related to the
insurance process collected in the Bureau and to present a
positive or negative balance on an annual basis. Naturally, in
the case of a positive balance of financial flows, there will be a
"surplus" of collected premiums, the opposite of which, in our
opinion, will play a significant role in improving accountability
among agricultural insurance beneficiaries and decision-making
by policyholders on the continuation of insurance contracts.

In order to coordinate the presented reporting
information flows, we offer a number of accounts and
accounting reports that will balance the financial inflows and
outflows of the agricultural insurance process (see Figure 1),
thereby informing the beneficiaries of the amount of insurance
to be collected on the efficiency of the process. In this regard,
we consider it expedient to use the Comprehensive Account for
Rural Insurance Financial Outcome, which records the cost of
compensation for agricultural insurance losses in its debit part
and the resource inflows for insurance financing in the credit
part (see Figure 1).
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Figure 1. Proposed Scheme of Managerial Accounts,
Coordinating Agriculture Insurance Financial Flows

Financial flows of rural insurance

Insurance Insurance
outflows inflows

N

3 I

Thus, using the data in Figure 1, we illustrate the

information flow system of financial flows in the field of
agricultural insurance through the proposed accounts.
1. In the reporting period, the state fully reimbursed
agricultural insurance premiums - 430 billion drams:
DR "Insurance inflows"......................... 430

3. Rural communities provided 20 billion drams in assistance
to policyholders:
DR "Insurance inflows"...............ccc......... 20
CR "Financial flows of rural insurance”... 20
4. During the reporting period, farmers made insurance
premiums of 650 billion drams:
DR "Insurance inflows" ........................ 650

CR "Financial flows of rural insurance”.... 650
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5. In the reporting period, 490 billion drams of agricultural
products were compensated as a result of accidents:
DR "Financial flows of rural insurance”... 490
CR "Insurance outflows" ............ 490
6. In the reporting period, 110 billion drams of agricultural
expenses were reimbursed as a result of accidents:
DR "Financial flows of rural insurance”... 110
CR "Insurance outflows" ............ 110
7. During the reporting period, farmers reimbursed 50 billion
drams for insurance risk mitigation measures:
DR "Financial flows of rural insurance”... 50
CR "Insurance outflows" ............ 50
The accounts we offer and their correlated accounts
correspond to the information on the financial flows generated
in the agricultural sector, summarizing it in the Comprehensive
Account of Financial Flows of Rural Insurance (see Figure 1).
Therefore, this combination interprets both the financial
potential of agricultural insurance and the degree of its use.
Moreover, if the "Insurance inflows" and "Insurance outflows"
accounts are closed, the "Rural Insurance Financial Flows"
account is left with a balance if the financial inflows and
outflows are not equivalent to each other during the reporting
period. Thus, if the debit turnover of the “Financial Flows of
Rural Insurance" account exceeds the credit turnover, the
misuse of financial resources accumulated in the insurance
process (negative balance) is recorded, and vice versa (see
Table 1). Table 1 is composed on the above mentioned 1-7
accounting transactions.
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Based on the above statement, we propose a ratio of
rural insurance financing efficiency, which is calculated by
relating the sum of financial inflows in the reporting period to
the sum of outflows (2F / XE). The necessity of using such a
coefficient is substantiated by the fact that if it is greater than
one, it substantiates the misuse of financial resources collected
in the insurance process, and vice versa.

Consequently, the data in Table 1 show, that the inflows
of financial resources in the field of agricultural insurance in
the reporting period exceeded the outflows (2F / XE = 1.23).
And if this trend continues for several years, the value of this
ratio increases, from the point of view of insurers, the
insurance process will not be considered effective, as it will be
reflected an unnecessary financial burden for the latter, will be
painstaking a disgraceful waste of money on farms.

Table 1. Annual Report of the Bureau of Financial Inflows and
Outflows of the Agricultural Insurance Sector

Sources of | Amount Sources of Amount
financial (billion financial outflows | (billion
inflows drams) drams)
F1 | State 430 E1 | Compensation 490
insurance for agricultural
premium losses from the
accident
F2 | State 70 E2 | Reimbursement | 410
subsidy of of agricultural
insurance expenses from
premiums the accident
F3 | Community | 20 E3 | Reimbursement | 50
insurance of costs of
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premium insurance risk
subsidy mitigation
measures

F4 | Private 650
insurance
premiums

Negative (220)
balance

Total 950 950

Conclusions

Thus, the financial accountability mechanism proposed
by us provides an opportunity. First, to group and then present
to the public the consolidated information on the flow of finan-
cial resources related to the agricultural insurance process.
Second, to organize the financial information of the insurance
process in such a way, as to enable the preparation of financial
flow reports in the field of agricultural insurance, to make
decisions regarding the continuity of the processes by the
beneficiaries. Third, to apply ratios for the use of rural
insurance financial resources, thereby assessing the degree of
utilization of insurance processes' financing potential and
trends in insurance effectiveness change over the period under
review.
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CTpaxoBaHUA.
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METHODOLOGY OF ASSESSMENT OF FINANCIAL
STABILITY OF THE ORGANIZATION

Abstract: This article discusses the methodology for
analyzing an organization's financial stability. As in the case of
solvency analysis, there are many methods of analyzing the
financial stability of an organization, but all of them, one way or
another, lead to the methodology of estimating the two groups
of indicators, absolutely L relative. The organization's financial
stability analysis methodology should consist of an assessment
of the financial stability indicators as well as the type of
financial stability of the entity based on that assessment.

Keywords: financial stability analysis, indicators,
financial condition of the enterprise, method of determining
financial stability

JEL classification: G33

Research aim: analyze the existing methodologies for
assessing the financial stability of organizations.

Research hypothesis: Indicators for assessing the
financial stability of organizations do not provide a detailed
picture of the organization, so it is necessary to conduct a
dynamic analysis of these indicators with the help of new
analytical sympathies and make an effective decision based on
it:
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Research novelty: an assessment of the financial
stability indicators of the previously operating organization was
carried out and it was proposed to compare them with the
currently available computer analytical programs that can
provide more effective and detailed information on the topic
under study.

Introduction

Currently, an important aspect of ensuring the stable
development of the organization is the protection of its
economic interests, implemented within the framework of the
general concept of economic security of the business entity. In
the conditions of the modern market, it is especially important
to regularly analyze the financial stability of the enterprise. The
fact is that it makes it possible to objectively assess the
availability of available funds, resources, and at the same time
the state of affairs, as well as to plan further work. Results of
the analysis of financial stability of any business entity is an
important characteristic of its operations and the financial and
economic well-being characterized by the result of his current,
investment and financial development, contain the necessary
information to investors, as well as reflect the company's ability
to meet its debts and liabilities and develop their economic
potential in the interests of the founders and the other co-
owners. In the domestic theory and practice of economic
analysis of financial condition and investment potential
estimated level of liquidity and solvency, profitability and
business activity, financial stability, etc. The most important
characteristic is the level of organization of its financial stability.
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In this paper, we consider two main approaches, which, in our
opinion, adequately reflect modern methods of analysis of the
financial stability of the enterprise.

Research results

The financial stability of the organization is a key
condition for its continuous and effective operation. To achieve
this, it is necessary to ensure the entity's constant solvency,
high liquidity of its balance sheet, financial independence, high
efficiency of business. Financial stability analysis is one of the
most important components of analyzing the financial condition
of an organization. [1] In the current economic literature,
different approaches to assessing the financial stability of an
organization can be found in current practice.

In connection with the transition to a market economy
and the reform of the accounting and reporting system, the
financial stability of organizations should be assessed on the
basis of the adequacy of equity, measured by the amount of its
excess on the short-term and long-term debt obligations of the
organization. [2] Indicators of financial stability that character-
rize the permanent solvency of an organization are closely rela-
ted to indicators of solvency (liquidity). The essence of financial
stability is to provide the organization's assets with the
appropriate sources of their formation, and solvency is an
external manifestation of financial stability. Assessment of the
degree of financial stability is a necessary element of manage-
ment in the financial management system, a stage of the
management process, in the decision-making process of all
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business stakeholders-owners, managers, investors, creditors.
[3] We propose to assess financial stability using absolute and
relative indicators, such as the availability of own working
capital, the availability of own and long-term sources of
inventory financing, the size of the main sources of inventory
formation, the excess or lack of own current assets, the excess
or lack of sources of formation of own and long-term debt
funds, the coefficient of financial independence, the coefficient
of financial stability, the coefficient of financing. Relative
indicators play a very important role in analyzing the financial
stability of an organization, as they smooth out the inflationary
impact on all reports. They make it possible to compare
disproportionate indicators with the absolute value and are
more stable over time. To assess the financial condition of an
organization, relative indicators should form a system of
indicators, and not just be a series. This means that they should
not copy each other, not contradict each other, and not leave
undisclosed elements. The effectiveness of assessing and
analyzing the financial stability of an organization depends on
the quality of its information base. The information base for
assessing the financial stability coefficients is the assets and
liabilities of the balance sheet, management accounting
indicators, and the accounting policy of the organization.

Most often, when assessing the financial stability of an
organization, the following indicators of the capital structure
are used:

¢ financial independence ratio,
¢ financial dependency ratio,
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e funding ratio,
e the ratio of investments in different areas.

In our opinion, these methods allow us to assess and
analyze the financial stability of the organization with sufficient
depth. It is impossible to say which of the above methods is the
most important, since all of them together allow you to get a
complete picture of the financial situation of the organization.

Based on the formulated theoretical provisions, it is
important to note that the analysis of the financial stability and
solvency of the organization becomes especially relevant in the
context of the financial crisis, since the main condition for
ensuring the stability of the organization is to ensure the
sufficiency of its financial resources necessary to maintain
competitive production, timely fulfillment of obligations to
employees, creditors, tax authorities, etc. This means that in
modern conditions, it is necessary to develop and improve
analytical tools for diagnosing the state of an organization that
can adequately assess its current and future stability.

To ensure the "survival" of an enterprise in a market
environment, management personnel need to assess the
possible and feasible pace of its development from the
standpoint of financial support, identify available sources of
funds, thereby contributing to the stable position and
development of economic entities. Determining the
sustainability of the development of commercial relations is
necessary not only for the organizations themselves, but also
for their partners, who rightly want to have information about
the stability, financial well-being and reliability of their
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customer or client. Therefore, an increasing number of
counterparties are beginning to be involved in research and
assessment of the sustainability of a particular organization. [4]
Currently, the analysis of financial stability, being a practically
formed direction of financial analysis, remains insufficiently
methodically developed. The issues of improving financial
instruments for the sustainable development of the
organization, including the development of innovative methods
for assessing financial stability, are becoming a priority. If an
organization is financially stable, it has a number of advantages
over other organizations that carry out similar activities:
obtaining loans, attracting investment, selecting suppliers and
collecting high-quality personnel. The higher the stability of the
organization, the more independent it is from unexpected
changes in market conditions and, therefore, there is not
enough risk to be on the verge of bankruptcy. Improving the
methodological framework for assessing and managing the
financial stability of an organization is an important economic
task.

For a more detailed understanding of the essence of the
coefficient, it is necessary to compare the values of the
coefficients with the base values. In our opinion, the analysis of
the presented methods allowed us to identify the most
significant shortcomings of the approaches to the coefficients:

e The dynamics of changes in the state of financial stability
is ignored, that is, in the analyzed period, the
organization may be in a state of temporary (conditional)
instability. In this regard, the analysis should consider the

173



financial condition of the periods adjacent to the current
period.

e Determining the importance of indicators in most
methods and calculating the final estimate is subjective or
completely unsupported by explanations.

e The standardized values used in the evaluation of the
coefficients do not consider the scope of activity of the
analyzed organization, since the standard value of the
indicator set for this field of activity may differ radically
from the standards of indicators of other non-related
fields of activity.

The analysis of the existing methodological approaches
to the assessment of the financial stability of the organization
showed that there is no single approach. The differences are
manifested not only in the quantity, sequence and structure of
the analysis of the indicators used, but also in the absolute and
relative indicators that characterize liquidity, solvency, financial
stability, etc. In this regard, it is advisable to improve the
existing models for assessing the financial condition.

In our opinion, as normal values, we can use the
average indicators of the industry, the average values of the
previous period, the financially favorable periods of the
indicators of this organization, as well as the values of the
indicators can be obtained from competing organizations.
These indicators play the role of standards for financial stability
coefficients.

In our opinion, for an accurate and complete
description of the financial position of the organization and its
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trends, a small number of financial coefficients is sufficient. It is
only important that each of these indicators reflects the most
important aspects of the financial situation.

The most commonly used indicators for assessing
financial stability in various methods are liquidity, capital
structure, profitability and current activities (business activity).
However, in our opinion, it would be more effective and
appropriate not only to expand the range of indicators used,
for example, the critical liquidity ratio-a financial ratio equal to
the ratio of highly liquid current assets and short-term liabilities
(current liabilities), but also to use more actively the methods of
mathematical analysis, modeling and forecasting. This thesis is
explained by the emergence of a sufficient number of tools for
multidisciplinary analysis. Such Statistica, SPSS, in addition, the
common MSExcel package has a rich toolkit for data analysis.

The current stage of solving a wide range of problems
of managing complex socio-economic systems, which include
modern organizations, is characterized by a significant increase
in the complexity and volume of the processed masses, the
ambiguity of rich data that characterizes the state and activity of
distributed, structurally complex managed objects and systems
for various purposes. Systems under conditions of structural
and parametric uncertainty are of the greatest interest, which is
typical for most economic processes, especially from the point
of view of the cyclical nature of crisis influences.

In this regard, rational organization and automation of
management decision-making tasks in the activities of real-level
systems of complexity is possible only on the basis of decision
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support systems containing appropriate mathematical models
that comprehensively consider the structural, probable, and
qualitative properties of elementary managed objects
(subsystems) and provide the necessary LPR solutions and their
evaluation.

Conclusions

The current stage of creating financial analysis and
monitoring systems for business management should be based
on methods that use the principles of artificial intelligence.
Smart analytical systems are characterized by the accumulation
of experience, adaptation of changes and the ability to learn.
They not only allow qualified and experienced personnel to
make decisions with acceptable reliability, but also help
experienced professionals to analyze the situation in depth and
in detail and improve the effectiveness of their decisions. Such
systems help managers to make correct and effective, balanced
management decisions in conditions of time scarcity, as well as
in conditions of inferiority and uncertainty of information
reflecting the problem situation. The organization of forecasting
of financial stability is necessary first of all for linking the
sources of income and the directions of using own funds.

Thus, the assessment of financial stability is not only
part of the analysis of the financial condition, but also clarifies
the problems of the status, liquidity, solvency, creditworthiness
and profitability of the organization. In addition, the analysis of
financial stability identifies existing shortcomings and allows you
to determine how to eliminate them.
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ISSUES OF STATE DEBT EFFICIENCY
ASSESSMENT IN THE RA

Abstract: In recent years, the state debt of the Republic
of Armenia has increased significantly, which was not perceived
unilaterally by the public. If the government correlates
increasing state debt with ensuring the macroeconomic balance
of the country, then theorists and the part of the population
thinks, that state debt in Armenia is not used effectively - is just
a financial burden for generations. The article discusses the
approaches to assessing the effectiveness of public debt, and
makes suggestions for their improvement.

Keywords: government debt, financial risks, debt
adequacy, debt burden, borrowing efficiency

JEL classification: G38

Research aim: describe the range of positive and
negative aspects of the external debt of the state; describe the
ways of assessing the efficiency of the debt based on it.

Research novelty: proposals were submitted to assess
the effectiveness of public debt in Armenia.
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Introduction

The expediency of increasing public debt is not
unequivocally accepted by theorists. Some of them think, that
the state debt is not only a financial burden for future
generations, but also incurs additional expenses in the budget
in the process of its maintenance. Moreover, it is noted, that
the growth of public debt hinders foreign investment, reduces
the country's investment attractiveness. [I] However, at the
same time, there is an opinion, that the prudent use of public
debt can be a serious lever for the country's economic growth.
In this regard, it is decided to what extent the country will take
a state loan, in what directions it will use them, for how long
the debts will be repaid. [2] Therefore, it is important to assess
the effectiveness of public debt.

Research results

The growingdebtburden raises borrowing costs,
slowing the growth of the economy and national income, and it
increases the risk of a fiscal crisis or a gradual decline in the
value of Treasury securities. A high debt-to-GDP ratio is
undesirable for a country, as a higher ratio indicates a higher
risk of default. In a study conducted by the World Bank, a ratio
that exceeds 77% for an extended period of time may result in
an adverse impact on economic growth.

Armenia Government debt accounted for 67.3 % of the
country's Nominal GDP in Dec 2020, compared with the ratio
of 60.9 % in the previous quarter. Armenia government debt to
GDP ratio data is updated quarterly, available from Dec 2013
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to Dec 2020. The data reached an all-time high of 67.3 % in
Dec 2020 and a record low of 38.5 % in Sep 2014. CEIC
calculates quarterly Government Debt as % of Nominal GDP
from quarterly Government Debt and rolling sum of quarterly
Nominal GDP. The Ministry of Finance provides Government
Debt in local currency. The National Statistical Service of the
Republic of Armenia provides Nominal GDP in local currency.
Government Debt covers Central Government and Central
Bank Debt.

In the latest reports, Armenia National Government
Debt reached 8.0 USD bn in Dec 2020. The country's Nominal
GDP reached 3.8 USD bn in Dec 2020 [see Figure 1].

However, at present the state debt in Armenia is mainly
formed not for economic development, but solves social
problems, mainly serving to cover the budget deficit, so that
macroeconomic shocks do not occur. In this sense, public debt
can not be considered effective, as it does not directly
contribute to economic growth. And experience shows, that
even in developed countries, the public debt / GDP ratio is
many times higher than the homonymous index of Armenia,
and those countries are constantly increasing the amount of
foreign debt, as it stimulates economic progress (see Table 1).
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Figure 1. Armenia’s Government Debt: % of GDP from Dec
2013 to Dec 2020 [3]
70
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Il Government Debt: % of Nominal GDP: Quarterly: Armenia
SOURCE: WWW.CEICDATA.COM | CEIC Data

We present a graphic analysis of the efficiency of the
public debt (see Figure 2), with budget deficit (E), and debt /
GDP ratio (R) correlation. When the government reduces the
government debt (Do), by reducing the budget deficit (E), the
debt-to-GDP ratio (R) also decreases. It is desirable, that at the
same time increase public spending on economic development
(Bo). And when the public debt increases from Do to D,
position, it is desirable, that the development costs increase
from By to Bi. In this case, the R and E values also change. And
if the rate of decline of the R index becomes ahead of the rate
of increase of the budget deficit, then the public debt is
considered effective, and vice versa.
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Table 1. Country List Government Debt to GDP (%) [4]

Country 2020 2019
Japan 237 238
Greece 177 181
Lebanon 172 174
Italy 156 135
Singapore 131 126

Figure 2. Correlation between budget deficiency and state debt-
to-GDP ratios

[ WL R A ——

v

183


https://tradingeconomics.com/japan/government-debt-to-gdp
https://tradingeconomics.com/greece/government-debt-to-gdp
https://tradingeconomics.com/lebanon/government-debt-to-gdp
https://tradingeconomics.com/italy/government-debt-to-gdp
https://tradingeconomics.com/singapore/government-debt-to-gdp

Conclusions

Thus, in the short run, it is appropriate for us to assess
the effectiveness of public debt by comparing the rates of
budget deficit and debt / GDP change. And if the growth rate
of the budget deficit in the medium term does not exceed the
rate of debt / GDP growth, then such a trend characterizes the
effectiveness of public debt.
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