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Financial Accounting

Nonna Khachatryan
Ph.D. in Economics, Assosiate professor, YSU
nonnakhachatryan@yahoo.com

HUMAN CAPITAL REPRESENTATION ISSUES IN
ORGANIZATIONS' FINANCIAL STATEMENTS

Abstract: As a key component of national wealth, Human
capital has been constantly assessed and valued by different
methodological approaches. However, this research has mainly
been focused on the macroeconomic level, where accumulated
human capital is calculated through efficient use, economic security
of the country, sustainable development, and competitiveness. This
calculated human capital index is then used as a comparative
measure within different countries.

Despite this, the recognition and measurement of human
capital is not yet practiced at a microeconomic level. As a key
component of the means of production, it’s important for companies
to record their human capital within published financial statements
to make economic interpretations in that direction. This article
proposes an approach to the assessment of human capital at the
company level through accounting and presentation of results in
financial statements.

Keywords: financial statements, international accounting
standards, labor resources, human capital valuation, human capital
accounting

JEL classification: M40



Research aim: to present accounting approaches and
presentation of their human capital results within an organization’s
financial statements.

Research hypothesis: existing opportunities to measure
human capital at the level of organizations and present it in financial
statements.

Research novelty: recommendations were made for the
recognition, evaluation, and presentation of human capital in the
organization’s financial statements.

Introduction

The financial statements published by the organizations
currently do not provide for the presentation of human capital in
practice. Additionally, there is no such requirement within the
International Financial Reporting Standards (IFRS). Human capital
is more than an economic resource, making it a necessary
component within the financial statements of organizations. Even
though economists have been trying to estimate its accumulation at
both country and organizational levels from the 18th century, the
intangible nature of human capital complicates its measurability.

To address this issue, in 2013 the European Conference of
Statistics formed a special group to develop a methodology for
measuring human capital and statistical accounting. An
experimental satellite account recording human capital was then put
into operation in the system of national accounts to attempt this.
However, this practice is not widespread due to several issues with
the methodology behind the measurement.



Research Results

There are several factors that can complicate the
measurement and presentation of human capital within the financial
statements of.

Firstly, human capital reserves are constantly undergoing
active dynamic changes due to several factors including generational
reproduction, mortality. Additionally, as migration processes are
intensified, the structure of accumulated capital and qualitative
characteristics constantly change, making it difficult to accurately
measure human capital at a specific time [1].

The heterogeneity of the qualitative components of human
capital adds additional complexity to the problem of measurability.
If some are presented in economic measurements (investment costs
in education, healthcare), then most are not subject to economic
dimensions (work skills, creative skills, leadership skills, etc.), which
does not allow for accurate measurements of accumulated human
capital [2].

Finally, even if the individual components of human capital
are measurable, they are measured in different ways, such as years
of working life, the reward of vocational education with reduced
future incomes, the state of health with the number of diseases, and
the level of general education at the expense of education. Thus, it
is not possible to place different individual components of human
capital within the same field of comparison, making it difficult to
create a summary assessment of accumulated capital resources [2].

In practice, researchers have repeatedly attempted to
present measurements of accumulated human capital with
consistent estimates, at both macro and micro economic levels. One
of the most common approaches used is the use of the Human
Capital Index, which is calculated using three indicators: life

expectancy, income, and education through the following formula.
8



HDI = V LEi xEix li @)
where.

LEi - life expectancy index,

Ei - education census index,

li - income index.

In practice, however, these calculations become difficult to
implement due to the difficulty with the application of sound
methodologies for computing these three key components.

Such problems arise in the case of another approach to the
macroeconomic measurement of human, where the calculations
depend on health capital, education capital, and cultural capital,
using the following formula:

YK = Ko + K3 + Kk 2)
where.

YK - value of human capital,

Co - value of education capital,

Ks - cost of health capital,

Kk - value of cultural capital.

From a macroeconomic point of view, the value of human
capital is also observed in terms of generating additional economic
output, as calculated in following formula:

Human capital = [gross income - (gross expenditure —
salary + benefits)] / indicator of full employment (3)

Methodological problems arise here in terms of the
country's full-time employment rate, as the calculation considers not



only the unemployment rate of the active population as well as the
opportunities to work and receive public benefits by profession [4].

Different approaches to the valuation of human capital are
also offered in the microenvironment where the emphasis is mainly
on the employee, assessing the value characteristics of the
individuals who make up human capital. The calculations are then
based on the combination of expected income-expenses related to
the individual's activity in the organization, as well as the amount of
salary paid. The expected indicators in the valuation calculations are
then presented at the present value. The most common of these
methods of evaluation was suggested by G. Bakers using the
following formula [5]:

n -t:
Va=2(B-C)*(1+1) (4)
i=a
where:
Va - valuation of the employee as human capital a
at the age;
B - total salary paid;
C - the part of the salary that is directed to the labor
recovery,
n - the age at which an individual's active work activity
ends;
i - discount rate.

It is also suggested to consider investments made using an
individual's income and their professional growth when calculating
the value of human capital [6].

m
Ei = Xi + =rij x Cij (5)
i=1
10



where:
Ei - income received by a particular individual,
X - the result of the initial capital of the individual,
J - indicator of investments in human capital,
rij - rate of return on personal investment,
Cij - investment value.

Researchers also suggest the use of employee potential
assessments as a measure of brand equity. Considering that the
value of personnel potential within an organization is the totality of
the value assessments of its employees based on salary paid - the
goodwill coefficient determined for an employee can be calculated
as shown below.

S=3Nxlkn+UXT (6)
where.
S - employee assessed as human capital
the value;
3I1 - is the amount of salary paid to the employee,
Gkp - is the goodwill coefficient of the employee
potential,
M - investments in recruited staff are;
T - investment period.

The goodwill coefficient can be calculated for each
employee involved in a business organization, by considering their
capabilities in performing these functions and generating additional
benefits. It represents the potential of human capital in the pursuit
of material goods by taking an individual approach to each
employee.

11



From an organizational standpoint, the most important and
analyzed factors when evaluating human capital are the work
abilities, professional skills, organizational and management skills of
the individual and working groups. The presentation of human
capital at the organizational level is intended to assess the
performance of labor resources at the micro level and is commonly
recommended within professional accounting literature.

We agree with researchers who suggest that human capital
accounting be organized at the organizational level by presenting
collected labor resources as assets with liabilities equilibrium human
capital item [7]. However, the problem of how human capital will be
assessed arises here as well. To solve this, we suggest using as
simplified of a method as possible, based on the payment of
workforce within the organization. Provided the number of staffs
recruited and their salary information, we propose an assessment
of human capital of an organization in parallel with traditional capital
(see Table 1).

Therefore, the equalized financial condition in the
organizations presupposes having the following comparisons with
the balance sheet items:

a+b-f=d:

c=f
a+tb+c=d+t:

12



Table 1. Human capital approach in reporting on the
financial condition of organizations®.

Assets Capital and Liabilities
Material resources a Traditional capital d d
Financial resources b Human capital e
Work Resources c Liabilities f: f
Conclusion

In general, traditional equity in the statement of financial
position is the value group of the entity's own financial and non-
financial assets, which includes the additional output generated
using capital (profit growth, asset revaluations, etc.). Consequently,
the inclusion of labor resources involved in the assets of the
organization to fully represent the development of economic
resources and the return on their use, and the corresponding
representation of human capital in liabilities, is now becoming a
necessity that creates an opportunity.

Firstly, to present the economic resources of the
organization and their sources of emergence more
comprehensively, in terms of material, financial and labor forces,
where the managed capital is valued in human, financial and
material shares.

Secondly, to evaluate the effectiveness of an organization's
policy in terms of human resource and quality improvement of the
managed workforce, as an increase in compensation is correlated
with an increase in the quality of the workforce.

Finally, human capital accountability can also be assessed
by organizations in terms of competitiveness, as the qualitative

! Composed by author
13



improvements in the labor resources involved provide a stable
guarantee of a competitive position in the market.
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NMPOBNEMbI NPEACTABNEHUA YENOBEYECKOI O KATUTANA
B ®MHAHCOBOI OTYETHOCTN OPTAHU3ALLMIA

KnioyeBble cnosa - CbVIHaHCOBaFI OTHYETHOCTb, MEMOY-
HapodHble CTaHAapTbl 6yxranTepCKoro y4€Ta, TpyaoBble pecypchbl,
OU€HKa 4YenoBe4yecKkoro Kannutana, y4eT 4enoBe4eCcKoro Kanntana

Henoseyecknii Kanutan, ABNAACH KNHOUYEBbIM KOMMOHEHTOM
HauMoHanbHoro 6oraTcTea, MOCTOAHHO MOJBEpPraeTCcA OLEHKe ¢
MOMOLLIbIO PasfMYHbIX MeToflonoruyecknx nopxonos. OfHako noka
BCE 3TO B OCHOBHOM Jl€laeTCA Ha MaKPOYPOBHE, KOTia HaKOMeHHbIN
YenoBeYeCcKUil KanuTan paccMaTpuBaeTCA C TOUKM 3peHus sdppek-
TUBHOIO WCMOMNb30BaHUA, YKOHOMUYECKOW 6e30MacHOCTU CTpaHbl,
YCTOMYMBOrO pasBUTUA, KOHKYPEHTOCMOCOOHOCTU 3KOHOMMKM. B
CBA3M C 3TUM PacCUMTHIBAIOTCA U CPABHUBAKOTCA MHIEKChI Yenose-
YecKoro Kanutana AnA pasHbIX CTpaH.

Mexpy Tem, npusHaHWe W W3MepeHWe YeNnoBEYECKOro
KanuTana ellie He MpaKTUKyeTCA Ha ypoBHe NpefnpuATuid. HenAasack
KNoYeBbIM KOMMOHEHTOM CpPeACTB MPOU3BOACTBA, YeNoBeyecKuii
KanuTan ye Heobxopumo oTpasaTb B Nybnmkyemoi cpuHaHcoBOM
OTYETHOCTW, [leNaTb SKOHOMUYECKUE WHTepnpeTauun B 3TOM
HanpasneHun. B cTaTbe cpenaHbl NpepoxeHna o ToM, Kak NOJOWTU
K OLleHKe YenoBeYecKoro Kanutana Ha ypoBHe MpPeAnpuATHiA, yueTy

N nNpejcraBNeHNO pe3ynbTaTtoB B CbMHaHCOBOVI OTHYETHOCTU.

Submitted: 18.09.2022
Accepted for publication: 15.11.2022
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FEATURES OF EVALUATION AND ACCOUNTING OF
BIOLOGICAL ASSETS IN ACCORDANCE WITH THE
REQUIREMENTS OF IFRS 41 "AGRICULTURE"

Abstract: Changes to IAS 41 Agriculture in recent years are
intended to improve the accounting for biological assets, and
changes to the standards are automatically reflected in the financial
statements. Exclusion of some biological assets from the scope of
IAS 41 shall in itself lead to the differentiation of biological asset
valuation and accounting mechanisms.

This article presents the "fair value less costs to sell”
biological asset valuation model and accounting procedures that
need to be identified and developed on a theoretical-practical level
to prepare financial statements.

Keywords: IAS 41 “Agriculture”, biological assets, fair
value less costs to sell, valuation, accounting

Research aim: The aim of the research is to study the
accounting and valuation models of biological assets according to
IAS 41, which will promote the effective management of the
biological transformation of biological assets.

Research hypothesis: It is supposed, that biological asset
valuation models are important, from the point of view of
agricultural organizations' accountment of income and expenses,
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increasing the degree of reliability of the information included in
financial statements.

Research novelty: The scientific novelty is the
methodological development of the theoretical bases of the valuation
and accountment of biological assets at their real value in order to
effectively manage the biological transformation of biological assets
in agricultural organizations.

Introduction

Throughout the whole period of activity of a living organism,
gquantitative and qualitative changes occur due to the growth,
development, degeneration, reproduction and other biological
changes of a living organism, in a word, due to biological
transformation. That is to say, among the organization's assets,
biological assets (plants, animals) are unique due to their ability to
undergo biological transformation.

Therefore, according to IAS 41 "Agriculture” standard the
accounting of biological assets is connected with the biological
transformation of these assets, more specifically, to the results of
biological transformation.

Biological assets have the ability of producing a product
(food, crop) and giving an additional asset (generation), they are
used in economic activities, provide economic benefits, they are
controlled and reliably valuated, they are produced either in an
organization or received from other individuals [1].

The classification of plants and animals (hon-current and
current), in the accounting according to the amendments made in
the IAS 41 standard, is presented in Figure 1.

According to Figure 1, non-current biological assets include
the agricultural products that will be harvested after 12 months, as
well as productive animals that will be kept for more than 12 months,
also trees that are grown for timber. It should be noted that after
the amendments made in IAS 41, the productive trees are out of the

18



scope of the "Agriculture" standard and are considered as fixed
assets, valuated at their initial cost.

Figure 1. Classification of biological assets and agricultural
products into current and non-current

19



According to the above presented figure, current, i.e.
consumable biological assets include the crop or food that should
be harvested within twelve months as from the accounting period or
the animals, that shpould be sent for slaughter or kept alive for
sale, within twelve months, also annual cultured plants the crop of
which is obtained within twelve months. Thus, non-current
biological assets are presented in two separate assets' accounts,
being included in the sphere of action of different standards (IAS
16, IAS 41). Let's add that agricultural products (crop, food) are
considered as stock after harvesting and are included in the sphere
of action of IAS 2 "Inventories" standard.

In a number of works, it is suggested to classify biological
assets in an analytical accounting, according to "affiliation to the
sphere ( plant -breeding and cattle-breeding), according to the
period of usage (up to 12 months and more than 12 months),
according to the nature of usage (consumable or productive) and
according to characteristics (ripened and unripened) )" [2]. Ripened
biological assets are able to regularly provide crops, food, and the
consumable ones will be considered as ripened, when they provide
certain parameters that will enable these assets to be used for the
purpose to obtain crops or food [3].

As biological transformation is the peculiarity of biological
assets, so, accounting of biological assets is associated with that
biological transformation, more exactly, accounting is carried out at
the moment when the result of biological transformation is
recorded: harvest, product, generation, etc.

Thus, the expenditures on the productive tree before the
harvest are not ascribed to unfinished production, as well as the
expenditures on the mother flock are not ascribed to unfinished
production. The latter are collected in the "Main production”

20



account and written off as an expense of the period at the end of
the accounting year:

DR Expenses from agricultural activities
CR Main production.
And the crop, food, generation are accounted as

consumable biological assets, but not as product (finished articles)
at the moment of reciept;
DR Consumable biological assets

CR Incomes from agricultural activities.

If the organization's intentions are such as the obtained
generation should be included into the main flock (in order to
provide genaration later), then it will be reflected in the accounting
not as current (consumable) biological assets, but as non-current
biological assets;

DR Biological assets

CR Incomes from agricultural activities.

If the organization's intentions are such as the part of the
harvested crop should be kept as seed, then it will be reclassified
as material;

DR Materials

CR Consumable biological assets.

And when realizing the harvest, food, generation, they are
credited, attaching with the accounts, accounting the receivable
debts or financial means or received deposites;

DR Sales receivable debts

CR Financial means
DR Received deposites

CR Consumable biological assets.

21



That is to say, when selling biological assets, they are not
written off at their sale cost price or book value, but at fair value
less costs to sell, and expense accounts are not involved here.

According to IAS 41, the consequences of biotransformation
of biological assets will be reflected in the report at the moment
when the biotransformation took place, that is to say, the obtained
crop, food, generation are reflected in the accounting just at the
moment of receipt, therefore, the income for them is already
recognized at the moment of receipt, rather than when sell. And
when realized, these assets are credited with the corresponding
accounts recording either in cash or the installment or advance
payment.

While, if valuated with the initial cost model, the effects of
biotransformation of biological assets would be reflected in the
report not at the time when the biotransformation took place, but
when the asset was realized [4].

A biological asset should be measured at its fair value less
costs to sell at the time of initial recognition and at the end of each
accounting period, besides the case when fair value cannot be
measured reliably [5].

The fair value of an asset is defined as the price that would
be obtained from the sale of the asset in an ordinary transaction
between market participants at the measurement date.[6] Biological
assets do not receive an objective valuation until they are recognized
in the market. It can be argued that accounting for biological assets
and agricultural products under IAS 41 is interwoven with the
existing market, and future economic benefits are estimated by
measuring significant physical or qualitative characteristics of
biological assets in the existing market, creating an opportunity to
reliably determine future economic benefits.
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Figure 2 shows the valuation procedure for biological assets
and consumable biological assets at “fair value less costs to sell” at
the time of initial recognition (acquisition). According to the figure,
the book value of biological assets, as well as consumable biological
assets, is exactly the market price that would be obtained from the
sale of biological assets and consumable biological assets as of the
balance sheet date, excluding transportation, loading, unloading
costs, commissions and other disposal fees. That is, the latter are
subtracted from the real value as much as they would have been if
a sale had been made at that moment.

Consequently, fluctuations of the fair value (market price)
will be reflected in the accounting;

+ increase in fair value or physical increase as benefits:
DR Biological assets
CR Income from agricultural activities
o decrease in fair value or decline in physical characteristics as
losses;
DR Expenses from agricultural activities

CR Biological assets.

Costs to sell deducted from fair value are additional costs
directly attributable to the disposal of the asset. Examples of
additional costs include commissions paid to brokers and dealers,
fees paid to regulators and commodity exchanges, transportation
taxes and duties [7].

And in terms of providing reliable information, when the
value of biological assets is revalued at the end of each year, the
latter should include not only changes in fair value or physical
changes, but also changes in selling costs.

Therefore, changes in the rates or value of transportation,
loading, unloading, commissions and other disposal fees will also
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change the book value of the biological asset, and will be reflected
in the accounting as benefits or losses;
e increase in cost of sales will be reflected as losses
DR Expenses from agricultural activities
CR Biological assets
e reduction in selling expenses as benefits
DR Biological assets
CR Income from agricultural activities

Biological assets at initial Consumable biological assets
recognition at initial recognition
deducted Fair value deducted

\ \/

Commissions and
other payments for
alienation

transportation,
loading, unloading
expenditures

Figure 2. The biological assets’ valuation model

While calculating the fair value of certain biological assets,
when there is no active market for them, it is allowed to use the
price of the last transaction that took place in the market (if there
were no significant changes in economic conditions between the
date of the last transaction and the reporting date), also , market
prices for similar assets are applicable, reflecting their differences,
and in the case of absence of the first two, industry indicators for
prices of biological assets are applicable. [8]
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Regarding the evaluation and accounting of consumable
biological assets, let's present a conventional example, according to
which the organization is engaged in the cultivation of "Grom" type
autumn wheat (vegetation: 223-278 days) and it has done land
preparation and sowing works since October 2020. in 2021 wheat
cultivation continued and in May of the same year, a wheat harvest
of 1000 tons was obtained. As of the accounting date, the real value
i.e. the market price of "Grom" winter wheat was 170,644.36 drams
for 1 ton in May 2021, in addition, in order to transport the wheat
to the market for sale, the organization will bear transportation costs
of 4,000,000 drams, and if it sells through an intermediary
organization, it will also pay that organization a commission of 1
percent of the market price (table 1).

Conclusion

Thus, an entity's benefits and losses are formed at the
moment of recognition of a biological asset (in the following
example, a consumable biological asset) when they are measured at
"fair value less costs to sell."

This value is the book value of the biological asset, and the

latter should reflect the market environment in which the sale
transaction would be carried out as of the balance sheet date, from
the point of view of accounting, the costs incurred on biological
assets are considered as agricultural activity costs, at the end of the
reporting year they are expensed, and they are attributed neither to
incomplete production and nor to the product.
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Table 1.The Order of accounting and estimation of
consumable biological assets

Operations Correspondence Sum
(AMD)
October 2020
Reflection of | DR Main production 94 812 000
expenditures of | CR Materials
stone collection, | CR Debts for wages
zigzag raking of the | and other short-
soil, loosening, | term repayments of
seed disinfection | employees
and winnowing, | CR Fixed assets
sowing, sprout | attrition
watering
December 31, 2020
Registration of the | DR Expenditure for 94 812 000
incurred expenses | agricultural activities
for winter wheat CR Main production
March-May 2021
Reflection of DR Main production 20510 000
expenditures for CR Materials
irrigation, soil CR Debts for wages and
fertilization, other short-term
harrowing, raking, repayments of
against pests, employees
diseases, mowing, CR Fixed assets attrition
grain drying, filtering
and disinfection.
May 2021
Registration of DR Expenditure for 20510 000
incurred expenses agricultural activities
for winter wheat CR Main production
May 2021
Real price of crop 170 644 360

(1000 tons)
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Expenditures for
transportion the crop
to market (if saled at

that time)

(4 000 000)

Commission on the
sale of the crop (if
saled is at that time)

(1706 444)

Debit of winter
wheat at the time of
harvesting regarding
"fair value less costs

to sell.”

DR Consumable

biological assets

CR Income from
agricultural activities

164 937 916
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Pwuwih pwnbp - {CUU 41 «Gyninpunumbungypnius,
YEuuwpwuwlwu wynmhdubp, hpwlwu wpdbp' hwuwd Jwdwnph
Swluunwiubp, quwhwwnnud, hwodwnnul

Jdbpohtu wmwphubppt <<UU 41 «Gyninuntnbiuntypnit»
unwunwpunnd Juwwpdws hnhnfunyeiniuubpp dhndwd Bu
YEuuwpwuwlwu  wlnpjubph hwoyuwndwt  Yuwnwpbugnpd-
dwup, huy unwunwpuubpnud juunwpdwsd hinthnfuniejniuubpu
huptwpbpwpwp wpnwgnynwd Bt htwtvwljwt hwodbndni-
pintuubpnid:

LUGluwpwlwlwu wlwhJubpph Jdh dwuh pwgwnnuip
LLUU 41 unwunwpunh gnpdnnnyejut ninpunhg hupuhtu hwugbg-
unud £ YEuuwpwuwlwt wlynpJubph quwhwndwlu b hwodwn-
dw dajuwuhqdubph vwppbpwldwup:

Unyu hnnjwdnd ubpluywgdwsd Bu  hwoduuwhwlwu
hwoywndwtu dhowqquiht nplk wy unwunwpunud subpwnywd
YEuuwpwuwlwu wlwnhdubph «phpwluu wpdbp' hwuwsd Ju-
Swnph Swjuunuiubpny» quwhwwdwu dnnbiu Nt hwodundwu
Yupap, npnup huwtuwlwu hwoybnyniejntuubph ywwmpwuwn-
dwu hwdwp nbuwlwu b gnpduwlwt dJwlwpnwlynd pugw-
hwjndwtu nt dowldwu upphp nwibu:
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OCOBEHHOCTU OLLEHKN U YHETA BUONOTNYECKUX
AKTUBOB B COOTBETCTBUU C TPEBOBAHNAMU MCO 41
«CEJIbCKOE XO3AiCTBO»

Kniouesbie cnosa - MCPO 41 «Cenbckoe xo3ailicTBO®,
buonornyeckme aKkTUBbI, «CMpPaBeASIMBaA CTOMMOCTb 3a BblUETOM
3aTpaT Ha MpPofaxy», olleHKa, yueT

NameHenna B MCDPO (IAS) 41 «Cenbckoe x03AKWCTBON®,
BHECEHHble B TMOCNefHUE TOfAbl, MpPWU3BaHbl YNy4dLWUTb y4eT
buonornyecknx akTMBOB, a UBMEHEHWA CTaHJAPTOB aBTOMATUYECKU
oTpaxatotca B pUHaHCOBOW oTYeTHOCTU. WcKntoueHne HeKoTopbIX
6uonornyeckux aktueos us ccpepbl npumeHeHna MCPO (IAS) 41
camo no cebe [OMKHO NpuBecTU K AndbcpepeHymaLm MexaHU3MOB
OLEeHKMN 1 ydeTa BUONOrMYECKUX aKTUBOB.

B a7oii cTaTbe npefcTaBneHa MOJENb OLEHKU «CripaBegnu-
BaA CTOMMOCTb 3a BbIYETOM 3aTpart Ha NMpojaxy» U Npouenypbl yyeTa
OMONOrMYeCcKUX aKTUBOB, He BKIIOYEHHbIX B KakoW-nubo ppyroii
MexpyHapopHblit cTaHZapT ¢pUHAHCOBOI OTYETHOCTM, KOTOpble
Heobxopumo onpelennTb W paspaboTaTb Ha  TeOpPETUKO-

NPakTU4YECKOM YpOBHE AnA NoAroToBKKU (bMHaHCOBOﬁ OTYETHOCTH.
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MANAGERIAL AUDITING INFORMATION PROVISION
ISSUES

Abstract: The accounting information published by
organizations based on international standards is not only
retrospective, but also mainly reflects the financial side of economic
activity. However, managerial auditing also requires non-financial
information. Of course, a certain range of non-financial results of
the organization's activity is always subject to accounting, and in
different dimensions. However, from the point of view of decision-
making, this information is not enough, especially when it comes to
managerial auditing and evaluations of business competitiveness of
organizations. As a rule, non-financial traditional accountability of
accounting is aimed at satisfying the internal interests of the
organization, protecting assets, and making decisions aimed at the
uninterrupted production process.

Managerial auditing is currently interested not only in the
range of indicators of financial statements, but also in non-financial
accountability, which ensures sustainable development and
strengthening of competitive positions, in connection with the
satisfaction of not only narrow economic, but also public interests
related to business, such as environmental issues, the social sphere,
the obligations of organizations towards the state. With these
motives that the article sets out the task of organizing the accounting
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of non-financial results and the presentation of relevant reports
arising from it, which significantly expands the information scope of
the managerial auditing.

Keywords: managerial audit, business objectives, non-
financial accounting, goal-setting accounting, ratio deviations

JEL classification: M40, M41

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

Research hypotesis: it is possible to organize accounting
in such a way, that it presents a report on the implementation of the
objectives of entrepreneurship management

Research novelty: a system for recording the results of the
implementation of business goals was proposed, which presents a
report on the availability of both financial and non-financial target
indicators for using in managerial auditing.

Introduction

In the framework of drawing up financial reports according
to current international standards, there is no specific requirement
to present information on the non-financial results of the
organizations' activities. However, at the same time, the set of annual
reports can present not only explanations from the non-financial
sphere addressed to corporate interests, but also non-financial
results of public interest, which are related to the organization's
activities [1].

They are mainly management comments aimed at
strengthening the organization's good reputation among the
organization's internal and external stakeholders. And, for that
reason, the non-financial information presented in this way is not
systematic in nature and is often presented with the positive aspects
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of the organization's activity, bypassing the negative manifestations.
In this regard, the current financial accounting system is entering a
crisis stage, as it may not fully satisfy the information expectations
of internal and external users, both in terms of achieving non-
financial results and in terms of the performance of future-oriented
target expectations.

The International Financial Reporting Standards (IFRS)
regulate the approaches to the preparation of published accounting
reports. However, here the emphasis is on the principles of
presentation of financial information, and non-financial information,
as a rule, is left out of the reporting system. This is mainly due to
the framework of financial accounting, which includes the
organization's assets, liabilities, capital, income and expenses. And
today, the business world is also interested in non-financial
information, in order to evaluate not only the financial status of the
organization, but also the strengthening of competitive positions,
opportunities for sustainable development, corporate interests,
security issues, environmental and social activities [2].

Naturally, such information cannot be presented with
financial valuation, which makes the possibility of including non-
financial information in the accounting system a matter of discussion
among theorists.

Research Results

The demand for non-financial reporting has already
become traditional for enterprises in which financial information is
supplemented with other performance indicators, assessing the
effectiveness of the company's activities in relation to the
achievement of various objectives related to corporate and social
responsibility. Integrated reporting shows, how the organization's
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tactical and strategic goals and their performance lead to the
creation of not only financial, but also non-financial values.

International financial reporting standards of organizations
are aimed at serving the needs of external users of information.
However, at present, the external beneficiaries of the enterprise also
seek to receive information related to the fulfillment of social,
environmental, as well as various public obligations of the
organizations, which are almost not reflected in the financial
reports. Moreover, accounting reports are also an informative
source for the management of organizations, which evaluate the
strengths and weaknesses of economic activity and make decisions
in the direction of strengthening the competitive positions of
entrepreneurship [3].

Therefore, only with financial statements, where there are
no clear objectives and indicators of their actual achievement, both
internal and external users feel "information gap”, because only the
records of retrospective results are not sufficient when making
decisions of both strategic and tactical nature. And so, at present,
the problem is to apply such accounting that will provide clear
information not only about the past economic activity of the
organization, but also evaluate the progress of reaching future
goals. In this sense, we suggest to use goal-setting accounting in
organizations along with the existing financial accounting, which will
fill the "information gap" of financial reports. On the other hand, if
non-financial results are included in the accounting system, then
they must be comparable with uniform measures, have the same
dimension, so that they are subject to double registration in the
accounts [4].

And mostly, the non-financial results of economic activity
are presented in different metrics (kg, m, liter, hour, etc.), which
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makes it difficult to present them in a comparable field, even more,
the systematic accounting. Therefore, when organizing the
accounting of goals, the current structure of traditional accounting
is radically revised and other methodological approaches begin to
work [5].

Perhaps, there is no doubt about the fact that the structure
of financial accounting formed five hundred years ago has not
undergone changes until now precisely because of the application
of the principle of double registration, with the help of which it is
possible to coordinate all the recorded information and present
regulated reports. Adopting the formula "Assets = capital +
liabilities" as a pillar, double registration of economic operations
creates an opportunity to balance the financial information of
economic activities of organizations with a systematic approach.

In this sense, we also propose to build the accounting
system of goals with a balancing approach, but by creating a
balancing relationship between the organizations' goals and their
actual achievement, using the following formula: "Goals = Actual
Achievements + Deviations", which also receives its value changes
by double recording and thereby ensures balanced and systematic
information flows.

In this case, special accounts are also used, in which, on the
principle of double registration, both financial and non-financial
balanced indicators of the organization's activity are recorded, but
as a result, presenting an alternative accounting balance, based on
the following structure of interconnection of accounts.

Therefore, the philosophy of goal accounting is not limited
to recording past events, but it provides informative comments on
the actual achievement of financial and non-financial }n goals by
the organization (see Figure 1). In this sense, the calculation of goals
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is most closely related to the management system, because n target
indicators derive from the interests of competitive business. In this
sense, in contrast to traditional financial accounting, goal-setting
accounting focuses on the future and provides insight into the
performance of defined tasks, which is used for making future-
oriented managerial decisions. And the larger the range of n target
indicators, the more ambitious the requirements for the accounting
of targets become.

Thus, Table 1 presents the objectives of the organization,
which are considered key to ensuring the competitiveness of the
organization and are of interest to users of accounting reports.
Moreover, the table includes not only the expected goals with their
different units of measurement, but also the actual achievements at
the end of the reporting period. In order for the specified indicators
to be recorded to be presented in the field of comparability,
accessibility coefficients and deviations are calculated for them (see
table 1). Moreover, the smaller the coefficient of deviation, that is,
the accessibility tends to 1.0, the more the degree of accessibility of
concrete goal setting is highly appreciated by the information users.
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Entrepreneurial goals

Actual echivments deviations Entrepreneurial Targets
C1,|Acy
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Deviation from Deviation from Deviation
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“a” target “b” target “c”
target
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‘ , l } \ J
T‘clrgets = Ach’evements + De'viation from

targets

Figure 1. Goal - setting accounting information flows?

2 Created by author
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Table 1. Calculation of factor deviations from targets

Financial and Achieve | Deviati
non financial ment on
Entrepreneurial goals indicators Ratio Ratio
Expec- | Actual
ted
Ensuring annual sales volume a | 250 bl | 230 bl 0,92 0,08
AMD AMD
Average asset annual balance b | 740 bl | 725 bl 0,98 0,02
AMD AMD
Return on capital c 5% 4.5% 0.9 0.10
Tax burden in relation to the d 28% 37% 0,75 0,25
volume of sales
Involvement of socially vulnerable e % 2% 0,28 0,72
groups
Opening of new jobs f 36 30 0,83 0,17
Competitive quality assurance g 100% 92% 0,92 0,08
Expansion of environmental h 4% 4% 1,0 0
activities

The road map for the formation of the structure of
accounting of objectives also includes the registration of deviations
of actual achievements from the objectives set by double entry. In
this case, special accounts are opened for each objective, which
record the deviations of the actual achievements for each objective,
which are formulated with the following accounting reports based
on the data of table 1.

- the goal of ensuring the annual sales volume was

formulated.
DR "Target of the annual volume of sales” .................... 1.0
CR "Entrepreneurial goals” ................... 1,0
- the actual availability of the annual sales volume was
formulated.
DR "Entrepreneurial objectives’............. 0.92
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CR "Target of the annual volume  of
sales"................. 0.92

- the deviation from the goal of securing the annual sales
volume was formulated.
DR "Entrepreneurial objectives’............ 0.08

CR "Target of the annual volume  of
sales"............. 0.08

- the objective of ensuring the balance of assets was
formulated.
DR "Average Asset Balance Target'............ 1.0

CR "Entrepreneurial objectives”....................... 1,0

- the actual access to the average balance of assets was
formulated;
DR "Entrepreneurial objectives”............. 0.98

CR "Average Asset Balance Target'............... 0.98

- the deviation from the goal of ensuring the average
balance of assets was formulated,;
DR "Entrepreneurial objectives’............ 0.02

CR "Average Asset Balance Target'............... 0.02

By the same principle, by recording the coefficient
deviations from the remaining goals with double registration, we will
get the balance correlation of the performance of the business goals
of the organization with the help of the following account.

Thus, the proposed "Entrepreneurial goals" account is
closed at the end of the accounting period, the performance of
reaching the goals set in the debit syde, and the number of goals
included in the accounting system is in the credit.
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Entrepreneurial objectives

(a) 0,92 (a0) 1,00
(Aa) 0,08
(b) 0,98 (bo) 1,00
(Ab) 0,02
(cy 0,90 (co) 1,00
(Ac) 0,10
(dy) 0,75 (do) 1,00
(ad) 0,25
(e)) 0,28 (e0) 1,00
(Ae) 0,72
(f) 0,83 (fo) 1,00
(af) 0,17
() 0,92 (90) 1,00
(Ag) 0,08
(hy) 1,00 (ho) 1,00
(Ah) 1,00

6,00 6,00

Conclusion

Having an accounting report of factor deviations from the
goals set by the organization, it is possible to:

First, to transfer accounting to the field of assessing the
achievement of future-oriented goals, and thereby provide
systematic information to managerial auditing about the progress of
the organizations' activities according to the specified target
directions.

Second, to simultaneously include financial and non-
financial information in the accounting system, thus providing

accountability not only for economic, but also for social,
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environmental, and public interest satisfaction in various areas of
business activity, presenting goals and actual achievements in these
directions.

Thirdly, to assess the degree of realization of the objectives
undertaken by the organizations and thereby contribute to
increasing the effectiveness of the managerial auditing, presenting
information on the deviations of the actual achievements from the
objectives of the enterprise. Thus, if in the above-mentioned
situation a maximum of 6 units of goal achievement was set, and the
total negative deviation from it was 1.42, then the organization failed
to achieve the key development indicators set by 23.7%.
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LuNudJyurAULHUL UNkhSh snsLUSHULUL
unu<nduutv £<hUtubuLthruere

Pwtwih pwnbp - Juwnwywpswlwlu wninhwn, dEntwnp-
Juwhpwywt twywwwlwnpnuubp, ns Phuwtuwluu hwodw-
nnud, tywwwlwnpnuubph hwodwnnud, gnpdwyhgubpny 9b-
nnuiubp

Lbwgdwlbpwnieniuubph Ynndhg dhowqquihtt unwu-
nwpwubph hbupny hpwwwpwyynn hwowywhwlwu  hws-
Jundwl wbnblwwunynyeintup ny dhwju htnwhwjwg punye nip,
wjik hhduwlwunwd nunbuwluwu gnpdniubniejwt  Phuwtuw-
Yuwu Ynndu £ wpunmwgninud: Uwlwiu, Junwyuwpswlwu wninhwnp
wwhwue £ gqgnud twl ng phtwtvwlwu wnbnblwwnyniejwu:
Phwpyt, Jwqdwlbpwnyeiniubph gnpdniubnuejuu ny puwi-
uwlwtu wpryniupubph npnawlyh 2pswiuwy dhown k| Gupwnpyynud £
hwoywndwl, wyt k| mwppbp hwpenyeniiubpny: Uwlwju, npn-
onmdubph punniudwt mbuwulniuhg wdjw) mbnblwnynyeiniup
pwywpuwp sk, vwdwuwywun, Gpp funupp yepwpbpnid £ Yunw-
Jupswlwt wninhwht b jugdwybpwynginiuubph gnpdwpw-
pnyeiwlt dpgniuwlngeywt quwhwwnnddubpht: Npybu Juunt,
hwoywwwhwlywu hwodwndwu ny Ppuwtuwluu wwunwwu
hwoybunynnuljwunyejniup  bywwwlwninnynud £ Juqdwlbp-
wnpjwu ubpphu 2whbph pwywpwpdwup, wywnhdubph wwown-
wwuniejwup, wpunwnpuywi gnpdpupwgh wuluwdwunipjwul
nuinnywd npnanwdubph Yuywgdwup:

Lbwnwywpswlwu wninhinhtu ubpluwinwiu hbnmwppppnud
E ng dhwju Ppuwtuwlwu hwoybwnynyeintuubph gnigwuhoubph
2ngwilyp, wyle Yuynit qupquignud U dpgulguyh nhppbiph
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wdpwwunnud hnwwnpnn ny phutwtuwluu  hwoybnynnuiw-
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NMPOBNEMbI UHPOPMALMOHHOIO OBECIEYEHUA
YNPABJIEHYECKOTO AYUTA

KnioueBble cnosa - ynpasneH4Yeckunii ayaut, 6UsHec-Lenm,
HecpuHaHCOBBLIN  yyeT, y4yeT MoCTaBleHHbIX Leneid, Koadpchu-
LMEHTHbIe OTKIIOHEHWA

Byxrantepckaa wHdopmauma, nybnukyemasa opraHusauvaAmM Ha
OCHOBE MEM[YHapOHbIX CTAaHAAPTOB, HOCUT HE TONbKO PETPOCTIEKTUBHBbIN
XapaKTep, HO U B OCHOBHOM OTpamaeT (PUHAHCOBYIO CTOPOHY XO3ANCTBEH-
Holl peatenbHocTu. OfHako ANA ynpaeieHYeckoro ayauTa takme Tpebyetca
HecbuHaHcoBaA MHdpopmaLmA. besycnoBHo, onpepeneHHbIn Kpyr HeuHaH-
COBbIX PE3yNbTaTOB [EATENBHOCTU OpraHU3aluu BCerfia NojJiexuT yJyety,
npuyem B pasHbix namepeHusax. OHaKO C TOUKM 3PEHUA NPUHATUA PELLIEHNIA
3TON MHPOPMALMU HEQOCTATOYHO, 0COBEHHO ecu peyb naeT ob ynpasieH-
YECKOM ayfMTe U OLLEHKAX KOHKYPEHTOCMOCOOHOCTM opraHwsaumii. Kak
npaBuno, HePUHaAHCOBaA TPAAMLLMOHHAA OTHETHOCTL ByXranTepcKoro yyeTa
HafmpaBfieHa Ha YOOBNETBOPEHUE BHYTPEHHWX WHTEPECOB OpraHvsauuu,
3alMTy aKTUBOB, MPUHATUE PELUEHWIA, HanpaBieHHbIX Ha becnepeboiHbIi
NPOW3BOACTBEHHbIN Npoliecc.

YnpaBneHueCcKuUin ayauT B HACTOALLLEE BPEMA MHTEPECYET He TONBbKO
KOMMMIEKC NoKasaTtenel OyxranTepckoW OTHETHOCTU, HO W HedMHaHCOBaA
OTHETHOCTb, KOTopaA obecnedmBaeT yCTOMYMBOE PasBUTHE W YKperneHue
KOHKYPEHTHbIX MO3WULUMIA, B CBA3M C YOOBNETBOPEHWEM HE TOJbKO
9KOHOMMYECKMX, HO U ODLLIECTBEHHbIX MHTEPECOB, CBA3AHHbIX C bU3HECOM,
TaKMe KaKk BOMpPOCbl 3KONOrMW, coumanbHaa cdepa, obAzaTenbcTsa
opraHuMsauuii  nepef,  rocydapcTBoM,  BbIMONHEHWE  OOLLECTBEHHbIX
obsA3aTenbCTB, pelleHne obLecTBEHHbIX Npobnem, AenoBoe NoBefeHne No
OTHOLLIEHUIO K NapTHepam 1 T.4,.

WUmeHHO ¢ 3TOi Uenbko B cTaTbe CTABUTCA 3afada opraHW3aumu
yuyeTa He(PUHAHCOBbIX PE3YNbTATOB U MPEACTABAEHNA BbITEKAIOLLMX U3 HETO
COOTBETCTBYIOLLMX OTHETOB, HTO 3HAYMTENbHO pacLuMpaeT uHopmalm-
OHHbIl 06bEM yNpaBNEHYECKOro ayamnTa.

Submitted: 03.09.2022
Accepted for publication: 15.11.2022

44



Gnel Khachatryan

Ph.D. in Economics, MBA, ACCA
Audit Partner, BDO Armenia
g.khachatryan@bdoarmenia.am

CHALLENGES OF AUDIT PROFESSION

Abstract: Discussed recent critique over audit profession
and concerns raised by regulators, scholars and stakeholders.
Evaluated challenges faced by the audit profession in performing its
main duty of enhancing public trust over financial reporting.
Recommended approaches to address the challenges as well as
meet increased expectations and demands from audit profession.

Keywords:  Public-Interest  Entities  (PIEs), audit,
accountability, audit specialists, information Technology (IT)

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

Research aim: Propose recommendations to address
current challenges in audit profession resulting from strengthened
requirements from regulators and scarcity of human capital in audit
profession.

Research hypothesis: Currently there is fueled skepticism
over the value of the audit and its continuing role on economic
development, as well as there are no precise measures that the audit
firms can take to address with increasing challenges faced by the
profession.

Research novelty: Based on economic statistics and best
practices, recommendations are developed and proposed for
segregating audit regulations over PIEs and non-PlEs audits, to
revise the objective and scope of audit services, as well as to address
the rapid drop in number audit human resources.
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Introduction

The role and future of the external audit continues
guestioned and gets under increasing scrutiny: Is there space for
audit in future financial reporting and what distinct value it would
bring to preserve is prestigious place in accountability chain? Such
skepticism is well articulated in the BEIS (United Kingdom) report
of March 2021: “Stakeholder and wider public trust in creditability
of directors’ reporting and the statutory audit has been shaken by a
succession of sudden and major collapses which have caused
serious economic and social damages...; Alongside this, the audit
regulator has in recent years found up to a third of audits carried
out by the seven largest audit firms to be in need of improvement
or significant improvement” [1].

There is also wide range of scholarly research regarding
possible impact of blockchain technologies that already include
approved reliability functions on the audit and assurance profession.
On of the articles even goes to title as “to be, or not to be of audit”
[2].

Similar concerns are raised regarding to audit of public
organizations as well, for example, highlighting their insufficient
response of effectively addressing key social impacts, such as, wars,
epidemics (e.g. COVID-19), climate change, austerity, Brexit, black
lives matter, and so on [3].

The external audit is vital part of corporate governance and
financial reporting, thus many of those concerns are direct
implication of continuing significance of role of financial reporting
and corporate governance themselves in the future. Thus,
challenges and skepticism that external audit faces are largely can
be viewed in overall accountability and financial investment scope,
and its not just sole feature of the audit itself.
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Nevertheless, the governments of developed countries still
believe that to be leading attractive place to invest, start and grow
the business, to enhance trust and public confidence in business
and the regulations that govern them sound corporate governance
regime, the audit will continue to preserve fundamental role to
ensure quality, accuracy, and reliability of the corporate reporting
[4].

Research results

As the general challenges relating to corporate governance
and accountability is much wider and complex, in this article we will
evaluate some specific issues currently faced by the audit
profession, in addition to those implied from the overall corporate
reporting challenges:

A. Financial reporting standards and requirements becoming
much more complex and require specific knowledge other than
pure accounting and auditing skills, or some overall knowledge
of the audited industry pursued years ago by the auditors. For
example, to response requests from G20 leaders International
Sustainability Standards Board (ISSB) was established in by
IFRS Foundation Trustees in November 2021 to deliver a
comprehensive global baseline of sustainability-related
disclosure standards that provide investors and other capital
market participants with information about companies’
sustainability-related risks and opportunities to help them make
informed decisions [5]. ISSB already issued drafts of two news
standards that would be required to be included in the
International Financial Reporting Standards (IFRS) financial
statements as they become effective: IFRS Sl1, “General
Sustainability-related Disclosures” and IFRS S2, “Climate-
related Disclosures”. It is expected that final versions of the

standards will be published end of 2022 [5].
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B. Audit standards and requirements become much more
demanding both in audit firm worldwide compliance with quality
management: International Standards on Quality Management
(ISQM) 1, “Quality management for firms that perform audits or
reviews of financial statements, or other assurance or related
services engagements”, ISQM 2, “engagement Quality
Reviews”, that are applicable from [6]as well as comprehensive
assessment and documentation of audited entity’s broader
inherit and control risks, as well as Information Technology (IT)
risks in line with rapid development of the IT in all entities
financial reporting and control environment, which most often
will require IT audit specialist significant involvement in the
audit process, which is scarce resource. — ISQC, ISA 315
(Revised 2019), “Identifying and Assessing the Risks of Material
Misstatements [7].

Therefore, to successfully cope with above enhanced
requirements as well as effectively address higher expectations of
the governments, stakeholders and general public, as discussed
above the audit firms need to: (a) invest enormously to acquire and
develop robust IT and other relevant resources, and (b) attract and
inspire audit professional. However, both straightforward
objectives are getting more and more difficult to realize.

Regarding the investment in IT and other relevant
resources, it is obvious that those require multi-million investments
continuously as IT technologies and ISA requirements develop
rapidly as discussed above. Therefore, audit firms that invest
intensively expect reasonable return which can be achieved only
when there is fair market competition in the audit sector which has
the highest public interest, such as audits of so-called Public Interest
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Entities (PIEs), which can be ensured only with strict efficient

regulation and oversight. For example,

v

In UK, BEIS report of December 2018 recommends
strengthening the PIEs audit supervision through: (a) replacing
Financial Reporting Council (FRC) by Audit, Reporting and
Governance Authority (ARGC) which will have much higher
status (e.g. reporting directly to the Parliament) and more
authority and responsibility to protect the interests of investors
and the wider public interest by setting high standards
of corporate governance, corporate reporting
and statutory audit, and by holding to accountthe companies
and professional advisers responsible for meeting those
standards [4].
In United States of Armenia (USA), the Public Company
Accounting Oversight Board (PCAOB) is established by the
Congress to oversee the audits of public companies (listed and
other PIEs) in order to protect investors and further the public
interest in the preparation of informative, accurate, and
independent audit reports [8]. Also, PCAOB requires auditors
to issues integrated reports for issuers, which consists of
auditor’s report both on financial statements and internal
controls. While, audit of non-listed and non-PIEs audits, that
possess less risk for the public interest, are supervised by
American Institute of Certified Public Accountants (AICPAs) [9].
The other key challenge that rapidly takes pace is scarcity

of the human resources in audit profession. The audit profession
straggling to maintain its attractiveness for graduates, as well as to
cope with rapidly increasing turnover rates, especially as obvious
that IT related jobs are considered as much more attractive and

having long term prospective among current graduates and even

49



among practicing auditors many of them option to leave audit
profession for starting new career path in IT sector.

As evident from related statistics of U.S. Bureau of Labor
Statistics (US BLS), the top then fastest growing occupations in USA
relate to healthcare and IT [10].

Table 1. Top 10 Fastest Growing Occupations [10]

Top 10 Fastest Growing Occupations, Excluding Pandemic Recovery*
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It is not surprising that many of attractive professions for
2020’s mostly relate to healthcare or IT jobs, e.g. per the US BLS
list of fastest growing occupations projections for 2020-30, the top
30 does not contain any accounting, auditing or finance related
profession but relates to following areas: [11]
v' Healthcare - 14,

v oIT-17,
v" Technical - 3,
v" Other - 6.
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Therefore, the audit profession will continue to straggle to attract
or at least retain audit professionals, therefore the profession shall
look for alternative solutions in area of dropping workforce, such
as:

» Reducing the scope of statutory audits that require application
of comprehensive complex audit and financial reporting
standards; accordingly, only requiring such for PIEs;

» Considering shift from auditing services to other audit services
for many engagements, such as:

o Reviews services - ISRE 2400, Engagements to Review
Historical Financial Statements;

o Assurance services - ISAE 3000, Assurance Services Other
than Audits or Reviews of Historical Financial Information;

o AUPs - ISRS 4400, Agreed-Upon Procedures Engagements.
Big audit firms streamlining their process to align with dropping
number of audit professionals, thus deploying Artificial
Intelligence (Al) and other advance IT technologies in their audit
process; while smaller audit firm concentrating non-PIEs audits
or other-audit services.

Conclusion

Currently there is rising scrutiny over role and future of the
external audit, while the profession adapts with increasing
requirements from regulators, and growing complexities of financial
reporting and auditing standards. Also, recent years, the scarcity of
auditing talent recruitment and rapid outflow of audit professionals
bring enormous challenges to audit firms.

Based on the research, it is recommended that audit
regulations of audit of PIEs should be enhanced, including clear
segregation from non-PIEs audits, as well as many audit services
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should be replaced with other-audit services, such as AUPs or
assurance services covered under ISAE 3000.

It is also recommended that bigger firms should heavily

deploy into Al and other IT technologies, while small firms should
concentrate on non-PIEs, non-complex audits and other-audit

services.
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Bbi3OBbI B NPOPECCUU AYAUTOPA

KnioueBble cnoBa - OpraHusaummn obLECTBEHHOMO UHTE-
peca (OOW), ayaut, oT4eTHOCTb, CneuManucTbl Mo ayauTy, UHdop-

mauuoHHble TexHonorum (M), uckycreenHblit untennext (MN)

B HactoAlee BpemAa Bo3pacTaeT BHUMaHWe K ponu W
bynyliemy BHeLLHero ayfuta, B TO BpeMA Kak npocheccua cranku-
BaeTCcA C PacTylumn TpebOBaHUAMW CO CTOPOHbI PErynupyHoLLMX
OpraHoB U YCNOXHAIOLLMXCA CTaHAAPTOB PUHAHCOBOW OTYETHOCTU U
ayguTta. Kpome Toro, B nocnefHue rofbl HexpaTka KajpoB AJA
ayauta M ObICTPbI OTTOK CMEuWanucToB MO ayAuTy CO3AaloT
cepbesHble Npobnembl ANA ayAUTOPCKUX hrpM.

Ha ocHoBaHWM uccnefoBaHWA peKOMEHLYEeTCA ycoBep-
WeHcTBOBaTb Npasuna ayauta OOW, B Tom unucne YeTKo oTAenuTb
UX OT ayfauTa, He oTHocAweroca K OO, a Takxe 3aMeHUTb MHOTMe
ayaUTOpPCKME YTy APYrMMU ayUTOPCKUMM YCRyramn, TakUMK Kak
npouepypbl cornacosanua (AUP) wnn ycnyru no saeepeHuto no
ctaHgapty ISAE 3000.

Takke pekomeHpyeTcAa, 4Tobbl 6Gonee KpynHble cpUpMbl
akTuBHo BHegpanu MU n gpyrue UT-TexHonorum, B To Bpema Kak
Manble pYpMbl JOMKHbBI COCPELOTOUUTLCA Ha ayAuTe, He CBA3aHHOM

¢ OOW, n ppyrux ayaAUTOpCKUX ycnyrax.
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THE ROLE OF LARGE TAXPAYERS IN THE RA TAX
SYSTEM: TRENDS AND DEVELOPMENT PROSPECTS

Abstract: The role of large taxpayers in the RA tax system
is significant. One thousand large taxpayers provide 70-80% of total
tax revenues. Therefore, from the point of view of increasing tax
revenues and fair distribution of the tax burden, it is essential to
analyze the features of taxation of large taxpayers, the applied tax
control mechanisms, and identify possible risks. The article
examines the dynamics of tax revenues of large taxpayers of RA in
2014-2021, identifies existing problems, and outlines some
directions for improving the tax administration applied to large
taxpayers.

Keywords: tax, tax policy, RA tax system, taxpayers, large
taxpayers

JEL classification: H2, H7

The objective of the research: to analyze the dynamics
of tax revenues paid by large taxpayers in RA and outline the main
directions for improving the administration.

The scientific novelty of research: the problems of
taxation of large taxpayers in RA have been identified, and
recommendations for their solution have been presented.
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Introduction

Taxes reflect the degree of coordination of relations
between the population, business entities, and the state, which are
the primary tool for ensuring the country's stability and
concentrating the financial resources necessary to implement state
functions. Taxation, directly affecting consumption, production, and
distribution, pursues the goal of ensuring economic progress and
increasing the welfare of society. From that point of view, the role
of tax policy and the tax system is significant in socio-economic
development because the continuous increase in their efficiency will
undoubtedly lead to an increase in state revenues, revitalization of
investment policy, implementation of important state programs and,
finally, ensuring stable rates of economic growth.

Since about 95% of the revenues of the RA state budget are
provided by tax revenues and state duties, and more than 70% of
tax revenues are provided by large corporations, from the point of
view of the implementation of tax reforms, particular importance is
given to improving the mechanisms of taxation of large taxpayers,
tax control and emerging risk management issues.

It is necessary to be as careful as possible in the choice of
instruments applied to large taxpayers since any change made by
the tax authority (tax rates, tax incentives, administration, etc.) can
lead to a significant decrease or increase in tax revenues.

Thus, the analysis of tax revenues of large taxpayers is of
crucial importance, as it highlights several problems in the tax
system, the solution of which will lead to an increase in tax revenues.

Literature review
The effectiveness of the tax policy largely depends on the
tax administration implemented in the country. Tax administration

can be defined as an activity carried out by tax authorities, within
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the framework of the powers and functions assigned to them by
legislation, aimed at collecting tax revenues, accurate calculation of
tax liabilities, ensuring the widespread and correct application of tax
legislation, and the implementation of the tasks of the tax authority.

One of the essential methods of state influence on socio-
economic processes is tax regulation, which is one of the essential
directions of economic policy [1].

The main task of tax regulation is to create favorable
conditions for the normal functioning of the economy by using
appropriate levers. Tax regulation is one of the essential elements
of the state regulation of the economy. This economic lever targets
the state's influence on the participants in economic relations [2].
Especially in the current complex economic realities, the
development and implementation of an effective tax policy have a
decisive role in overcoming the economic recession and ensuring
continued growth.

As a result of an effective tax policy, it is possible to ensure
a high level of tax revenues, which the state uses to solve various
socio-economic problems [3]. In general, the effectiveness of the tax
policy depends on the ability and opportunity to solve the problems
faced by the state.

Tax policy is the set of legislative actions by the state
administration in the context of planning, collection, control, and
regulation of state revenues [4]. Tax administration includes a set of
measures such as the registration of taxpayers in tax authorities, the
creation of a service system for them, the implementation of tax
control, the implementation of awareness and explanatory activities
among taxpayers, the use of measures of influence and
responsibility for violations of tax legislation [5]. Tax administration
is aimed at increasing tax revenues, evenly distributing the tax
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burden, complying with the requirements of legislation during the
taxation process, and ensuring the tax system's efficiency [6].

The stability of the tax legislation is essential from the point
of view of the effectiveness of the implemented tax administration.
On the one hand, it makes it possible not to use the tax policy to
solve situational problems. On the other hand, it creates conditions
for business entities to plan their economic activities in the long term
[7].

Contemporary research suggests that taxation of large
businesses worldwide has become more liberal over the past few
decades, giving them an even more significant competitive
advantage [8]. In this situation, some researchers propose to ease
the tax burden in competitive markets [9].

Research results

2014-2021 was chosen as the period for analyzing large
taxpayers' tax revenues. Regarding the compilation of the list of
1000 large taxpayers in 2020, during this period, a change in
methodology took place, as a result of which another list of 1000
large taxpayers was published in 2020, which included not only
economic entities, but also state administrative institutions,
including ministries, other state departments, so when carrying out
the comparison both old and new methodology lists were used as
the 2020 index.
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Figure 1. The total amount of taxes paid to the RA state
budget by 1000 large taxpayers in 2014-2021, billion drams?®

Figure 1 shows the total amount of taxes paid to the RA state
budget by 1000 large taxpayers. As can be seen, the total amount
of taxes paid to the state budget by 1000 large taxpayers in 2015
was about 697 billion drams, which is 0.6% less than the same
indicator of the previous year. This was caused by the decrease in
the share of taxable branches in the GDP and the unfavorable
macroeconomic environment. Since 2016, there has been an
increase in tax receipts paid by large taxpayers. The picture changes
in 2020. If we look at the list of taxpayers where only business
entities are included (old methodology), then in 2020, In the months
of January-December, the total amount of taxes paid to the state
budget by 1000 large taxpayers was about 988 billion drams, which
is 6.9% less than the corresponding indicator of the previous year.
As a result of the change in the methodology of compiling the list of

3 All the figures were compiled by the author based on the tax reports by
the first 1,000 large taxpayers in 2014-2021 published by the RA CA SRC.
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1000 large taxpayers, an increase of around 16 billion drams is
observed, which is 1.5 percentage points more than the previous
year's index.

Large taxpayers have a relatively large share of tax revenues,
which has increased after including state bodies, ministries, and
other departments in the list of large taxpayers.

Look at the list of 1,000 large taxpayers representing only
business entities. The decrease in the proportion of taxes paid by
them in the tax revenues makes the consequences of COVID-19 and
the 44-day Artsakh war on the size of tax revenues and, therefore,
the economy. It is noteworthy that although the tax revenues of large
taxpayers in 2021 were absolute than in 2020, their share in total
tax revenues decreased slightly, making 79.4% (Figure 2).
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Figure 2. The share of taxes paid to the RA state budget
by 1000 large taxpayers in the total structure of RA state
budget tax revenues in 2014-2020, percent

Figure 3 shows the dynamics of taxes paid by the first 50
and last 50 organizations in the list of 1000 large taxpayers. In
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particular, the taxes paid by the first 50 organizations on the list
grow more slowly than the increase in the amount of taxes paid by
the last 50 organizations on the list. In 2018-2021 the volume of
taxes paid by the first 50 organizations on the list increased by
17.7%, while the volume of taxes paid by the last 50 organizations
on the list increased by 45.8%. If we compare the indicator of 2021
with 2014, the difference is even more significant: the increase is
57% and 101%, respectively.
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Figure 3. The total amount of taxes paid by the first 50
and last 50 organizations on the list of 1000 large taxpayers
in 2014-2020, billion drams

From 2014-2021 significant changes were recorded in the
amounts of payments made by large taxpayers. In 2014, 124
companies in RA paid 1 billion AMD more in tax, and in 2021 the
number of such companies was 218. It is noteworthy that if by 2021,
the number of companies paying taxes up to 200 million drams was
several hundred, then in 2021, in the list of 1000 large taxpayers,
the company, which is at the bottom position, paid about 205.8
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million AMD in tax. According to the results of 2019, to be included
in the list of 1000 large taxpayers, it was necessary to pay more than
168 million drams in tax. In 2018 it was a little more than 138 million
drams, and in 2014, it would be enough to fulfill the tax obligation
of only 104.5 million drams. It turns out that the number of
companies paying taxes of more than 1 billion drams and from 500
million drams to 1 billion drams has an increasing trend, and the
number of companies paying taxes up to 200 million drams among
1000 large taxpayers has decreased from 448 to O (Figure 4).
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Figure 4. The number of taxpayers included in the list of
1000 large taxpayers according to the total amount of taxes
paid to the RA state budget in 2014-2020
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Based on the published reports on taxes paid by 1000 large
taxpayers to the state budget, by relating the total amount of taxes
over 1 billion drams to the number of companies that paid taxes over
1 billion drams, we will get how much tax on average, one company
whose tax threshold is higher than 1 billion drams has paid. Let's
apply the same approach to companies that have paid taxes from
500 million AMD to 1 billion AMD and up to 200 million AMD. The
resulting picture is presented in figure 5. It turns out that the
number of organizations has changed significantly, but the average
amount of tax paid has not. This is more evident when comparing
the index of organizations that paid more than 1 billion drams in
taxes in 2019 and 2021.
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Figure 5. The average amount of taxes paid by taxpayers
included in the list of 1000 large taxpayers in 2014-2021
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Conclusion

In recent years, the increase in tax revenues was mainly due
to economic growth, the increase in tax and customs administration
efficiency, and the taxation of shadow transactions. Despite specific
steps taken, no significant progress is observed in improving tax
revenues' structure.

The analyzes allow us to conclude that the tax revenues of
large taxpayers in 2020-2021 during this period, despite the
unfavorable economic conditions caused by COVID-19 and the 44-
day Artsakh war, still increased due to 2020 with a change in the
methodology in the list of 1000 large taxpayers, as a result of which,
in addition to business entities, state administrative institutions,
departments, and ministries were also included in the list. We
believe that such an approach does not provide an opportunity to
form an objective opinion about the current situation in the
economy, as it artificially increases the volume of tax revenues.
Although state and local self-government bodies are also taxpayers,
to understand an accurate picture of the economy, commercial
organizations must consider the amount of tax revenues paid.

The analysis shows that the growth rate of tax revenues
collected from the first 50 organizations included in the list of 1000
large taxpayers is significantly lower than the last 50. This indicates
that the administration carried out by the tax authority is more
focused on the organizations at the end of the list. We suggest
choosing such a toolkit that will allow you to refer to the
organizations at the beginning of the list at specific intervals as well,
carrying out more frequent camera checks, as a result of which
opportunities for increasing tax revenues can be revealed.

Although the number of organizations paying taxes of more
than 1 billion drams and from 500 million drams to 1 billion drams
is increasing year by year, there is still no significant change in the
amount of tax revenues paid by one organization on average, which
is worrying and indicates the slow pace of economic development
or the still large shadow economy, about the volume.
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Summarizing the analysis carried out, it can be concluded
that to increase tax revenues by large taxpayers, it is necessary to
take measures to increase the efficiency of tax administration, to
identify effective ways of expanding the tax bases of the types of
taxes defined in RA, to improve their implementation mechanisms,
and to develop such methods and approaches that significantly
contribute to the reduction of the volume of the shadow economy,
the concentration of financial resources necessary for the
implementation of state functions and the improvement of the
business environment in the republic.
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POJIb KPYMHbIX HANIOTOMIATE/IbLLIMKOB B HANIOTOBOIA
CUCTEME PA: TEHOEHLWN N NEPCINEKTUBbI PA3BUTUA

KnioueBble cnosa - Hanor, Hanorosaa NOJINTUKa, Haloro-
BaA CcUCTEMa PA, Hanoronnartenbw Kk, KpynHble Haloronnarteinb-

LLLMKU

Ponb kpynHbix HanoronnatenbLiNKOB B HANOroBOI cucTeme
PA  3HauutenbHa. TbicA4a  KpymHbIX  HanoronnaTtenbLLMKOB
obecneunsaet 70-80% BCcex Hanorosbix moctynnenuii. lNostomy c
TOYKM  3pEeHUA  YBENUYEHUA  HANOroBbIX  MOCTYMIEHWA W
cnpaeejaNBOro pacnpefeneHua Haaoroporo bpemeHu Heobxogumo
MpoaHanu3npoBaTb  OCOGEHHOCTU  HANOroOONOMEHUA  KPYMHbIX
HanoronnaTeNblMKOB, MpPUMEHAEMble MeXaHU3Mbl  HaNoroBOro
KOHTpONA, BbIABUTL BO3MOMHble pucku. B cTaTbe paccmatpusaetca
AMHaMMKa HanoroBbIX MOCTYMNEHMNIA KPYMHbIX HaNoronaaTenbLLMKOB
PA B 2014-2021 rr., BbiABRAOTCA cylljecTBylolue npobiembl K
HaMeualoTCA  HeKoTopble  HampaBleHUA  COBepLUeHCTBOBaHMUA

Hanoroporo agMMHUCTPUpPOBaAHUA MNPUMEHUTENbHO K KpPYMHbIM

Hanoronnartenblnkam.
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ABOUT EFFECTIVE TAXATION PRECONDITIONS IN THE
REPUBLIC OF ARMENIA

Abstract: One of the preconditions for the effective
operation of the tax system is the transparency and understanding
of the information system of the sector. Accounting in organizations
is one of the most important sources of tax information. However,
in practice, there is not always a harmony between the results of tax
accounting and financial accounting. If tax and financial accounting
tax information is to some extent comparable in the area of deferred
tax assets and liabilities by international accounting standards, such
harmonization of bad debts as well as revaluations of agricultural
assets has not yet been established. Tht article outlines the ways in
which tax and financial accounting information can be harmonized,
which can be useful for both reporting and user support for
effective tax preconditions.

Keywords: tax system, accounts receivable, bad debts,
reserve fund, biologically active, profit or loss, risk management
systems

JEL classification: P34

Research aims: introduce tax and financial accounting
results harmonization issues from the perspective of financial
information users.

Research novelty: were offered ways to reconcile
receivables and asset revaluation in the context of tax and financial
accounting systems.
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Introduction

The transition to a market economy implies the
implementation of structural changes conditioned by liberal
economic relations in different branches of the economy. Naturally,
the tax system of the country can not be left out of the mentioned
processes, as the complexity of economic transformations is a
possible precondition for economic development. This problem is
most acute for countries that have not previously had established
approaches and traditions in tax and fiscal policy. The tax reform
program should define the main principles of elaboration of the
state policy in the tax sphere, the program bases of the
implementation of that policy L regulate the relations related to
them. It should include the main objectives of the project, the scope
of activities envisaged by the program, the schedule, the principles
of budget allocations, their effective use, as well as the priorities for
the implementation of the work. In order to regulate tax relations,
to ensure the operation of these subsystems, as well as the efficiency
of the entire tax system, it is necessary, first of all, to have a stable
legislative basis [1]. For this reason, the issues of legal provision of
tax policy have always been in the focus of both managers and legal-
economic researchers. The tax system should be based on modern
management systems (including electronic) approaches, to be
competitive in terms of attracting investment, creating a favorable
business environment, should allow taxpayers to register, and with
the tax authority - tax control will be carried out with the least
possible resources [2].

Research results
Resolution 1373-N of the Government of the Republic of
Armenia establishes an order on the formation of a reserve for
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possible losses of tax payers’ receivables, unreliable recognition and
write-off of receivables and accounts payable [5]. Receivables or
payables are considered to be overdue if they are not repaid on
time. In case no receivable or payable debt repayment period is set,
the receivables or payables debt repayment period is considered to
be the 60th day following the day of execution of the transaction
(transaction, fact) that generates that debt. The statute of limitations
for receivables’ accounts receivable begins on the date of the claim,
but no later than the 61st day following the transaction. In case the
period of repayment of the receivables or accounts payable is
extended by mutual agreement before they become unreliable, the
receivables or payables shall be deemed to have expired in case of
non-repayment within the new period.

Partial repayment of receivables or payables is not
considered a delay in repaying the debt (outstanding amount).
Reciprocal receivables or accounts payable from different
transactions (transactions, facts) between the same taxpayers are
made only with written consent. In case of absence of information
on repayable (partially repayable) receivable or payable debt, the
repayable (partially repaid) receivable or payable debt is accepted.
For the purposes of this procedure, unreliable recognition of
receivables or payables L write-off does not refer to the
measurement of receivables or payables for recognition in the
balance sheet, write-off (derecognition) L inclusion (recognition) of
relevant income or expense in the income statement. The write-off
of a receivable or payable debt is not considered to be forgiveness
of the receivables or payables. From the time of write-off, the
receivable or payable debt is accrued to the taxpayer until the
settlement of the receivables or payables or the expiration of 3 years
following the date on which the receivables or payables are
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discharged, if the receivables or payables have not been settled.
Receivables or payables that have not been settled for 3 years after
the date on which they are settled shall be derecognized.

In case of formation of reserve (reserve fund) of possible
receivables losses by the organizations, contributions to the reserve
(reserve fund) may be made only for the overdue receivables that
have arisen for the work (goods) delivered to other persons, services
provided. Deposits to the reserve (partial write-offs of receivables)
are made to the amount of outstanding debt owed by the debtor at
the following interest rate: no reserve is created in case of 90 days
overdue, in case of 91-180 days overdraft, 25% of overdue debt is
created. In case of 181-270 days by 50%, in case of 271-365 days by
75%. If the amount of the reserve (reserve) calculated at the end of
the given year at the interest rates of the overdue debt is less than
the amount of the reserve (reserve) at the beginning of the given
year, the difference is recognized as an increase in gross income;
g) the amount of the difference is treated as another deduction. The
receivable debt is recognized as unreliable from the 366th day of
becoming overdue, if the total amount of the debtor's debt does not
exceed 100 thousand. from the date of entry into legal force of the
court act on the satisfaction or rejection of the claim for confiscation
of the receivable amount (judgment, decision or order, except for
the decision on the receipt of the receivable debt or the decision,
order or order not to claim it on any grounds). exceeds 100
thousand drams, in case of the debtor being declared insolvent
(bankrupt) in the manner prescribed by the RA legislation or the
debtor organization being liquidated, or the debtor being removed
from the state register, or the debtor notary suspended, or the
debtor's death, regardless of the debt repayment period.
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For receivables that expire on the 366th day of the
settlement but are not recognized as unreliable, the taxpayer must
adjust (reduce) the amount of the reserve (reserve fund) raised at
the end of the previous year by the amount of the deducted amount,
adding it to the gross (tax) year. income on which the 366" day of
the debt was overdue. Organizations that do not make a provision
(receivable fund) for receivables that are recognized as unreliable
are written off in the reporting (tax) year of becoming unreliable.
when determining the damage. In case of repayment of unreliable
receivables b (or) derecognized, the gross income of the reporting
year (tax) of the organization is increased by the amount repaid. In
case of forgiveness of the receivable debt agreement) of the
creditor's decision not to demand the debt in another way) or
concession of the right of claim (transfer, including gratuitous), The
gross income of the reporting (tax) year (in case of creating a
reserve) is added to the amount written off (partially written off).

The cost of the product is one of the main indicators
characterizing the financial and economic activity of the
organization, on the basis of which it is possible to determine the
degree of efficiency of the management activity of the organization.
Properly calculated cost and calculations based on it make it
possible to determine the selling prices of the products that are
finally marketed. There are many problems related to the correct
determination of the cost of products produced in the Republic of
Armenia and their presentation of their real value in the financial
statements, especially in the field of agriculture. Under IAS 41
Agriculture, an entity shall recognize a biological asset or
agricultural product only when the asset is controlled by the entity
as a result of past events, the future economic benefits associated
with the asset are likely to flow to the entity. The fair value or cost
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of an asset can be measured reliably [4]. According to IAS 41
Agriculture, a plant or animal is considered to be biologically active,
and an agricultural product is a product derived from an organiza-
tion's biological assets. An example of a biological asset is a dairy
animal, and the agricultural product is milk obtained from it, a
similar example is a fruit tree, the crop obtained from it. IAS 41
Agriculture is applicable to agricultural produce, which is the
product of the organization's biological assets at harvest time.
Subsequently, IAS 2 Resources is applied, the biological
asset at the time of initial recognition and at the end of each
reporting period should be measured at fair value less costs to sell
[3]. The same requirement applies to agricultural products derived
from biological assets, which must also be measured at fair value
less costs to sell [6]. Such measurement is the initial value at the
date that IAS 2 or other relevant standard is applied. For example,
the fair value of a bovine animal is the market price of the animal,
minus the cost of transporting the animal to the market. Because
biological assets are living organisms that are transformed over
time: growth, degeneration, they undergo quantitative-qualitative
changes, respectively, at each reporting date, it must be determined
to present its true values in the reports [8]. Gains or losses arising
on the initial recognition of the biological asset less costs to sell, as
well as changes in the fair value less costs to sell the biological asset,
should be included in profit or loss for the period in which they
arose [7]. The requirements of IAS 41 “Agriculture” standard listed
above, however, are not met by businesses engaged in agricultural
activities in the Republic of Armenia. In the best case, the actual cost
is calculated, which includes the salaries of the employees involved
in the business before receiving the agricultural products, animal
feed, used fertilizers, fuel, equipment depreciation, etc. Of course,
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all this is very important and should be presented to the relevant
decision makers, but the basic requirement of the standard to
present biological assets agricultural products at their fair value less
costs to sell is ignored.

Conclusion

The summary of the results based on the judgments and
analyzes is as follows.

1. When receiving semi-assets within the organization,
collect the costs associated with their production in the debit of
account 821 "Expenses for construction (creation) of non-current
tangible assets”, and then, when ready, transfer on credit to the
debit of account 116 "Biological assets". If the fair value of the
biological asset less costs to sell exceeds the actual cost of acquiring
the biological asset.

2. If possible, have an orientation to increase the number
of partners, with the aim of reducing insolvent partners, focusing
on the amount of receivables, their individual types, the dynamics
of further development, as well as reducing the risk of default.
Strengthen control over receivables. Encourage debtors to make
early or timely payments through discounts, preferential terms,
bonuses, and more.

3. Take appropriate measures to increase the level of
receivables intensity, paying particular attention to the development
of receivables turnover reducing unreliable debts in the receivables.

4. Determine the optimal structure of receivables, ensure

the optimal ratio between receivables and payables.

5. As far as possible, reconcile asset valuation efforts with
existing tax legislation, so that users of financial statements can
make tax decisions more confidently.

6. In order to lighten the tax burden, review some of the
discrepancies in the current Tax Code of the Republic of Armenia,
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as it is possible to implement effective tax planning and lighten the
tax burden of small and medium-sized organizations through

optimal tax policy.
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OpHoit u3 npegnocbinok acpdeKTUBHON paboTbl HaNoroBoi
CUCTEMB