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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 

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 
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Research aim: to present accounting approaches and 

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 

 

 

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. 
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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. 
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HDI =    3     LEi x Ei x Ii                                        (1) 

where.  

LEi - life expectancy index, 

Ei - education census index, 

Ii - 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: 

 

 

where. 

- value of human capital, 

Co - value of education capital, 

- cost of health capital, 

- 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 
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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: 

- C) * (1 + i)                                            (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 

 

                   i=1 
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   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 x x T                                          (6) 

where. 

S - employee assessed as human capital 

      the value; 

- is the amount of salary paid to the employee, 

Gkp - is the goodwill coefficient of the employee   

            potential, 

- 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. 
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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 + b + c = d + f: 
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Table 1. Human capital approach in reporting on the 

financial condition of organizations1. 
 

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 

                                                        
1 Composed by author  
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improvements in the labor resources involved provide a stable 

guarantee of a competitive position in the market. 
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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

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, 

quantitative 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 (non-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 
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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 

Agricultural products to  

be received within 12 months 

Current Non-current 

Productive animals 

Biological Assets and Agricultural Product 

Trees, that are 

grown for timber 

  116  

 

(IAS 41) 

 

 

(IAS 41) 
 

Agricultural products 

to be received after 12 

months 

 

Animals that will be sent for 

slaughter 

Annual crops 

Productive animals that are kept 

alive for sale 
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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" 
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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. 
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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; 

 

DR Biological assets  

CR Income from agricultural activities 

• 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; 

• increase in cost of sales will be reflected as losses  

DR  Expenses from agricultural activities 

CR  Biological assets 

• reduction in selling expenses as benefits 

DR  Biological assets  

CR  Income from agricultural activities 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2. The biological asset  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 

and in the case of absence of the first two, industry indicators for 

prices of biological assets are applicable. [8] 

Biological assets at initial 

recognition 

Consumable biological assets 

at initial recognition 

Fair value 

transportation, 

loading, unloading 

expenditures 

deducted 

Commissions and 

other payments for 

alienation  

 

deducted 
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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  

expenditures of 

stone collection, 

zigzag raking of the 

soil, loosening, 

seed disinfection 

and winnowing, 

sowing, sprout 

watering 

DR Main production 

CR Materials 

CR Debts for wages 

and other       short-

term repayments of 

employees 

CR Fixed assets 

attrition 

      

94 812 000 

December 31, 2020 

Registration of the 

incurred expenses 

for winter wheat  

DR Expenditure for 

agricultural activities 

CR Main production 

94 812 000 

March-May 2021 

Reflection of 

expenditures for 

irrigation, soil 

fertilization, 

harrowing, raking, 

against pests, 

diseases, mowing, 

grain drying, filtering 

and disinfection. 

DR Main production 

CR Materials 

CR Debts for wages and 

other       short-term 

repayments of 

employees 

CR Fixed assets attrition 

 

20 510 000 

May 2021 

Registration of 

incurred expenses 

for winter wheat  

DR Expenditure for 

agricultural activities 

CR Main production 

20 510 000 

May 2021 

Real price of crop 

(1000 tons) 

 170 644 360 
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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) 

 

 (1 706 444) 

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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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 manag  

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-

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 1                     

                                                     b1, b1           a0  b0   c0 

                                                     a1, ac1  

                   

 

 

 

 

 

 

           Deviation from             Deviation from                Deviation 

from                 

                      

target 

 

 

 

 

 

 

 

 

a0 + b0 + c0 + n0  =  a1 + b1 + c1 + n1   

 

           Targets          =     Achievements         +      Deviation from 

targets                

 

Figure 1. Goal - setting accounting information flows2 

  

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

 

                                

Entrepreneurial goals 

 

 

 

Financial and 

non financial 

indicators 

Achieve

ment 

Ratio 

Deviati

on 

Ratio 

Expec-

ted 

Actual 

Ensuring annual sales volume a 250 bl 

AMD 

230 bl 

AMD 

0,92 0,08 

Average asset annual balance b 740 bl 

AMD 

725 bl 

AMD 

0,98 0,02 

Return on capital c 5% 4.5% 0.9 0.10 

Tax burden in relation to the 

volume of sales 

d 28% 37% 0,75 0,25 

Involvement of socially vulnerable 

groups  

e 7% 2% 0,28 0,72 

Opening of new jobs f 36  30  0,83 0,17 

Competitive quality assurance g 100% 92% 0,92 0,08 

Expansion of environmental 

activities 

h 4% 4% 1,0 0 

 

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. 

 

 

 

- the actual availability of the annual sales volume was 

formulated. 

DR "Entrepr  
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CR "Target of the annual volume of  

 

- the deviation from the goal of securing the annual sales 

volume was formulated. 

 

CR "Target of the annual volume of  

0.08 

- the objective of ensuring the balance of assets was 

formulated. 

 

 

- the actual access to the average balance of assets was 

formulated; 

DR "Entrepreneurial obje  

 

- the deviation from the goal of ensuring the average 

balance of assets was formulated; 

 

 

 

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 

              (a1)    0,92       (a0)  1,00   

                           0,08 

                       (b1)    0,98       (b0)  1,00 

                           0,02 

                        (c1)    0,90       (c0)  1,00    

                         

                        (d1)    0,75       (d0)  1,00   

                         

                        (e1)    0,28       (e0)   1,00   

                         

                       (f1)     0,83       (f0)  1,00    

                        

                        (g1)    0,92        (g0)  1,00   

                         

                        (h1)     1,00       (h0)  1,00   

                          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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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-PIEs 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 

questioned 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 

 by a 

succession of sudden and major collapses which have caused 

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 

.  

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  

[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 ab

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 

Sustainability- -

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 

reviews of financial statements, or other assurance or related 

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 

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,  

✓ 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 account the 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 

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 
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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] 

 
It is not surprising that many of attractive professions for 

, 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] 

✓ Healthcare  14, 

✓ IT  7, 

✓ Technical  3, 

✓ Other  6. 

 



51 
 

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 (AI) 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 AI and other IT technologies, while small firms should 

concentrate on non-PIEs, non-complex audits and other-audit 

services.  
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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 drams3 

 

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). 
 

 
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. 

 
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 0 (Figure 4). 

 

 
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 

 

124 115 128 141
166

191 196 191
218

237 233 248
285

320
361 347

387

456448
467

445

385

280

150
171

111

0

more than 1 billion AMD

form 500 mln to 1 billion AMD

less than 200 mln AMD



64 
 

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. 

 

 
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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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. Th  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  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 

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 

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  write-off does not refer to the 

measurement of receivables or payables for recognition in the 

balance sheet, write-off (derecognition)  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 366th 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  (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 

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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INDICATORS IN ORGANIZATIONS OF ARTSAKH 

REPUBLIC 

 

Abstract: Tax burden assessments are typically carried out 

at the macroeconomic level, with the aim of making interstate 

comparisons or assessing the effectiveness of tax policies in the 

country. In recent years, however, much attention has been paid to 

corporate tax assessments, which are mainly used in micro-level tax 

planning. And while macro-level tax burden assessments are 

universal acceptable to researchers, there is some discrepancy in 

the assessment of corporate tax burden. 

The article discusses the approaches to assessing tax 

burden assessment indicators in the organizations of the Artsakh 

Republic and suggests ways to improve them. Here, the peculiarities 

of the economy of the Artsakh Republic are taken into account, 

which form a special framework of tax policy and, consequently, 

influence the tax burden formed in the organizations. 

Keywords: tax planning, macroeconomic assessments of 

tax burden, microeconomic measurements of tax burden, financial 

statements of organizations 

JEL classification: P34 

Research aim: to offer indicators of tax burden of 

organizations, based on the peculiarities of the economy of the 

Artsakh Republic 



80 
 

Research novelty: The tax burden indicators of the 

organizations were proposed, taking into account the peculiarities 

of the economy of the Artsakh Republic 

 

Introduction 

Tax burden assessments, both in theory and in practice, 

were initially carried out at the macroeconomic level. The scope of 

the objectives of such assessments was diverse: to establish control 

over tax collection; to assess the effectiveness of tax collection. Even 

today, on the one hand, the government seeks to assess the 

efficiency of tax revenues by comparing them with gross domestic 

product. On the other hand, the tax burden is compared with the 

indicators of macroeconomic stability, thus assessing the stimulating 

role of taxation in the development of the country's economy. At the 

macroeconomic level, tax burden assessments are also carried out 

during the development of the state budget formation strategy [1]. 

Quantitative measurements of the tax burden and corre-

lation of tax inputs in the macroeconomic sphere have deepened in 

the twentieth century, and Laffer clearly presented the general 

behavior of tax collection in connection with changes in tax rates. 

Moreover, according to his research, it turned out that with the 

increase of tax rates, tax revenues increase, but only in the case of 

a certain limit. He proved, that starting from a certain breaking 

point in raising tax rates, the increase in rates already has a negative 

impact on tax revenues, as the high tax burden makes business 

unattractive, leads to a passive economy, and, consequently, a 

decrease in tax revenues [2].  

As a rule, theorists currently offer macroeconomic indi-

cators of the tax burden, such as the amount of taxes collected per 

capita, the rate of taxes collected / gross national income. And the 
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most used indicator of the tax burden at the macroeconomic level is 

the tax-to-GDP ratio. [3] At the same time, solutions to tax burden 

assessment issues at the micro-economic level is coming important. 

Research results 

Statistics show that the tax / GDP ratio in the Artsakh 

Republic is at a high level, amounting to about 29.5% in recent 

years. Moreover, in terms of regions, the Artsakh Republic is also 

in a leading position in terms of taxes / GDP, which testifies to the 

proper level of tax administration (see table 1). 

Table 1. Taxes / GDP ratio in regional countries 

 

Countries Taxes  (% of 

GDP) 

Social 

contributions (% of 

GDP) 

Total: 

Armenia 21.07  0.00 21.07 

Artsakh 28,23 0,00 28,00 

Azerbaijan 13.13  2.92 16.05 

Georgia 25.40  0.00 25.40 

Turkey 18.24  7.70 25.94 

Russia 20.51  7.23 27.74 

 
Sourse: International Monetary Fund, Government Finance Statistics, 

https://data.imf.org/?sk=a0867067-d23c-4ebc-ad23-

d3b015045405&sId=1544448210372   

 

However, it should be noted that tax burden assessments 

are more closely related to micro-level tax planning functions, as tax 

savings are contrasted with tax liabilities so that private business 

activity is not affected. In this regard, we propose a cyclical 

approach to tax planning at the organizational level, as this process 

should be constantly dynamic in nature, due to changes in internal 

and external factors on the business environment [4]. At the same 
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time, each round aims to improve the tax burden on organizations 

through planning tools. 

In this regard, it should be noted that the professional 

literature does not show a unified approach to tax burden 

assessment indicators at the organizational level. In particular, it is 

proposed to measure the tax burden on companies in terms of tax-

sales ratio, but it is reversed in the sense that the price change factor 

has a significant impact on the growth of the index, so it can not 

provide a realistic picture of the tax burden. 

 Researchers also suggest measuring the tax burden on 

organizations in terms of tax / net profit ratio, thereby assessing how 

justified the business results are in terms of tax payments [5]. In this 

case, the question is how the surplus output produced as a result of 

the business is distributed among the organization and state, how 

justified is the proportion of the distributed distribution in terms of 

business promotion. In the professional literature, there are also 

opinions that the tax burden at the level of organizations should be 

assessed on an integral basis, which takes into account not two but 

more factors. Thus, according to them, the evaluation process 

becomes more realistic and comprehensive. 

We suggest using calculation bases that are more closely 

related to the formation of tax liabilities in measuring the tax burden 

at the enterprise level. Thus, indirect taxes are formed in the volume 

of sales of products or services, so the combination of their results 

in terms of "indirect taxes / sales revenue" gives a more realistic 

picture of the tax burden. In addition, we suggest combining direct 

taxes with operating profit by the organization, as it is in the 

operational sphere of the organizations that the profit tax and 

income tax are mainly formed [6]. 
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On the contrary, by applying a number of indicators to 

measure the tax burden, it will be possible to orient oneself correctly 

in setting tax planning goals. 

Thus, different indicators of tax burden assessment of the 

organizations of the Artsakh Republic, from which it becomes clear 

that the same indicator in the organizations receives different 

valuation not only according to the years, but also according to 

different spheres of business (see table 2). 

When conducting tax burden assessments in corporate 

planning, objective definitions are used from the perspective of 

outlining budget commitments [7]. When companies expand their 

businesses, the absolute amount of tax liabilities increases, which is 

not a concern for businesses as long as the tax burden in relative 

terms is stable. 

However, when the business burden increases as the 

business expands, organizations look for ways to reduce their 

increased tax liabilities and save on tax payments [9]. Therefore, it 

is at this stage that tax planning sets itself the task of setting goals 

that will not only lead to tax savings, but also create a balance 

between increasing budget liabilities and reducing liabilities so that 

they lead to tax burden optimization [8]. 

 

Table 2. Approaches to tax burden assessment of the 

Artsakh Republic in production companies 

 Tax burden indicators 2018 2019 2020 2021 

1. "Artsakh HPP" OJSC     

1.1 - taxes / net profit 46.1% 80.1% (9.6%) 53.6% 

1.2 - taxes / sales revenue 32.5% 43.1% 52.3% 40.3% 

1.3 - direct taxes / operating profit 13.9% 25.6% 24.3% 73.8% 

1.4 - indirect taxes / sales revenue 18.7% 17.3% 28.1% 33.4% 

2. "ERMI" CJSC     

2.1 - taxes / net profit 183% 117% 58.4% 44.8% 
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2.2 - taxes / sales revenue 39.6% 47.7% 26.9% 115% 

2.3 - direct taxes / operating 

profit 

38.4% 47.9% 28.3% 148% 

2.4 - indirect taxes / sales 

revenue 

3.9% 3.7% 1.6% 13% 

3. "Artsakh Fruit" CJSC.     

3.1 - taxes / net profit (191) (104) (103) (243) 

3.2 - taxes / sales revenue 23.6% 25.2% 27.5% 18% 

3.3 - direct taxes / operating 

profit 

(5.5) (4.9) (9.7) (1.4) % 

3.4 - indirect taxes / sales 

revenue 

1.7% 1.6% 1.3% 1% 

 

Source: Compiled on the basis of accounting reports published by 

production organizations of the Artsakh Republic 

 
Conclusion 

In the context of tax planning, the cyclical structure of tax 

burden assessment proposed by us provides an opportunity. 

First. Establish harmonization between the fiscal policy of 

the state the expectation of tax liabilities by organizations, which 

results in the creation of an optimal tax burden environment. 

Second. Carrying out comprehensive assessments of the tax 

burden on business due to changes in internal and external factors, 

which periodically reviews tax planning goals, lays the groundwork 

for structural tax burden reforms. 

Third. Assess the financial resources of the organization 

during tax planning, which will ensure the optimization of the tax 

burden; 
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TAX POLICY IN THE PROCESS OF STATE REGULATION 

OF THE RA ECONOMY 

 

Abstract: The changes currently taking place in the RA 

economy require the implementation of such a tax policy that will 

contribute to ensuring stable rates of economic growth and the 

formation of a tax system with effective management. The article 

analyzes the ways of their improvement, in particular, within the 

framework of the functions of the tax system, it is necessary to carry 

out the study and mapping of "business" processes regulating tax 

procedures, as a result of which it will be possible to form a tax 

system with such functionality and structure that will ensure the 

increase of the efficiency of tax policy and system management. The 

thesis was put forward, according to which it is necessary to improve 

the tax risk management systems in order to target the most 

targeted selection of the evasive entities subject to control, to 

transfer some part of the taxable activities within the framework of 

the micro-entrepreneurship system to the general field of taxation, 

to partially or completely exempt from the profit tax the part of the 

company's profit that will be invested. in economic innovation 

programs (which is widely used in many foreign countries).  

Keywords: tax policy, tax system, management system, 

economic growth, tax risks 

Research aims: To present the tax policy and the tax 

system as one of the most important economic regulators of the 

state regulation of the RA economy under market conditions. 
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Research novelty: Ways to improve the effectiveness of tax 

policy and tax system financial management in the process of state 

regulation of the RA economy have been revealed.  

 

Introduction 

Market economy does not mean at all that the state has been 

removed from the processes of economic management and 

regulation. On the contrary, in the current period of the functioning 

mechanism of market relations, the regulatory role of the state in 

the development of the economy is relevant. In order to ensure the 

process of continuous progressive economic development in RA and 

to solve the social problems of the society, the state should use the 

arsenal of all the methods it has to influence the economy. The main 

problems of the state are due to its functions. In solving these 

problems, the role of tax policy is special, which is an important tool 

for achieving and maintaining the macroeconomic balance of the 

economy, because through taxes and public expenditures, the state 

gets the opportunity to promote business activity, influence 

employment and inflation. Tax policy practically affects the entire 

socio-economic sphere of the country and is inextricably linked with 

state administration, including financial administration, as well as 

with such important categories as monetary policy, pricing, 

structural reforms of the economy, trade and industrial policy, etc. 

The state, manipulating the tax policy, stimulates economic 

development or restrains it. However, in the end, the main direction 

of the tax policy is to ensure economic growth. It is the economic 

growth that determines the development of production and its 

efficiency indicators, the possibilities of increasing the quality of life 

and standard of living. As in the whole world, as well as in Armenia, 

the increase in government spending requires an inevitable increase 

in revenues and a corresponding increase in the tax burden. 
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However, it is obvious that this trend cannot be endless, and there 

is a limit beyond which the further increase of the tax burden is 

socially and politically impossible for objective and subjective 

reasons. The concept of sustainable economic development, which 

is increasingly recognized in the world, requires a review of the 

value system that underlies the definition of goals, and the more, 

the higher the level of governance.  

 

Research results 

The development of RA tax relations has made tax policy issues 

very demanding, both theoretically and practically. And along with 

that, the state regulation of the economy, in turn, is perceived as a 

process of regulation and adjustment of the natural market 

mechanism of self-regulation of the economy, which is carried out 

by the state in order to minimize the negative consequences of the 

inevitable "failures" of the market mechanism [4]. Taking into 

account the theories of state regulation of the economy, two 

important models of the market economy can be distinguished (see 

Table 1), which differ according to the degree of state regulation of 

the economy and the level of state participation in solving the social 

problems of citizens [2]. The liberal model of the economy, upon 

reaching a high level of economic development, provides a decent 

standard of living for the majority of citizens. State paternalism 

covers only the poor class of the population, guaranteeing them 

fairly decent living conditions. This model is available in USA, Great 

Britain, Canada. The mechanism of the model of social orientation 

of the economy ensures the combination of economic efficiency and 

social orientation of the economy. This model works in Germany, 

Sweden, Norway, etc. Thus, the essence of this or that model is 

determined by the economic and social role of the state in the 

development of society. 
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Table 1. Characteristics of market economy models 

 

 

Depending on the applied model of the market economic 

system in the state, the type of tax policy is also determined. The 

liberal market economy model corresponds to a tax policy that 

implies a relatively moderate level of taxation with a rather 

restrained social security policy. A socially oriented market economy 

implies a tax strategy with a sufficiently high level of taxation, which 

guarantees a system of broad social guarantees for all classes of the 

population. In general, the methods of state regulation of the market 

economy can be divided into three groups [3]: 

1) direct or administrative;  

2) indirect;  

3) combined, which includes various combinations of direct 

and indirect methods. 

In a market economy, indirect regulation methods, which 

are essentially similar to market mechanisms, are most in demand. 

Tax instruments, which are best adapted to the market mechanism, 

occupy a dominant position among indirect methods. That is why 

taxes today are the most important tool for the state regulation of 

Liberal Social Orientation

Size of the public sector Minimum Big (> 50%)

The degree of freedom of 

economic entities
Max

A high level of regulation 

of the rules of the  

market game

State participation in economy 

regulation

The monetary nature of 

regulation, mainly at the 

macroeconomic level

Government regulation at 

both the macroeconomic 

and microeconomic levels

State participation in solving 

social problems

Minimum, only at the 

level of the poor class of 

the population

Includes all members of

society

Parameters of the economy
The market economy model
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the RA economy and the implementation of the socio-economic 

strategy of the state. Tax policy belongs to the indirect methods of 

state regulation, because it is more flexible than the tools of direct 

regulation and ensures interest or lack of interest in the activities of 

natural and legal entities and is not based on the base of 

administrative relations. In the most general definition, tax policy 

represents the policy of the state in the field of taxation [5]. In other 

words, the tax policy is a set of economic, financial and legal means 

of the state aimed at the creation of the country's tax system in order 

to meet the demands of individual social groups of the state and 

society due to the redistribution of financial resources. Basically, the 

RA tax policy represents the determination of taxpayers and taxable 

incomes in various fields of economic activity, types of taxes, setting 

their rates, regulation of tax collection and payments, their 

legislative and legal support, as well as the internal and external 

connections of these processes and the revenue part of the budget. 

a complete system of the main sources of formation. Thus, RA tax 

policy can be defined as a system of measures implemented by the 

state administration and local self-government bodies, an integral 

part of the state's general economic strategy, through which a 

complex solution to taxation problems is ensured in accordance with 

the national interests and goals of our country.  

Consequently, the fiscal goal of the RA state tax policy has 

always been and will be the most important for our state. From the 

point of view of assessing the effectiveness of the RA tax policy, we 

consider the following indicators: 

1) The level of the tax burden both at the level of the economy as 

a whole and at the level of an individual sector or taxpayer;  

2) The fact that tax revenues are sufficient for the state's activities;  
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3) Compliance of the tax policy with the social, financial, 

investment and other policies of the Republic of Armenia, etc. 

In economics, nonrival consumption goods or services are called 

public goods [1]. When the private sector fails to allocate goods 

efficiently, a market failure occurs. External interventions, public 

goods, asymmetric information, price floors and price ceilings can 

also cause market failure. Legal acts and actions on ensuring 

efficiency are mainly related to the management of tax systems. 

From this point of view, a management system should be created 

that will maximize public benefits and minimize costs. The collection 

of necessary resources and its effective use is closely related to the 

financial management of the tax system, which is the management 

system aimed at managing financial resources and their movement 

(see Table 2).  

Thus, the collection, redistribution and cost management of 

financial resources are the most important components of the 

financial management system. The management of the RA tax 

system is based on socio-economic processes taking place in a mixed 

economy: in the state, mixed, private sector, as well as in public, 

non-commercial organizations, using special methods of regulation, 

economic and organizational means of motivation, behavioral 

regulations of various economic structures. At the macroeconomic 

level, the financial management of the tax system, as a part of state 

management, takes into account the global processes related to the 

formation of the world economic system and the aggravation of 

environmental contradictions, the interests of current and future 

generations. RA 2017-2021 The indicators presented in the 

structure of state budget revenues (see Figure 1) once again confirm 

the importance of effective financial management of the tax system 

and tax policy in the process of state regulation of the economy [8].  
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Table 2. Financial management 
 

 
 

 

Figure 1: Revenues of the RA state budget in 2017-2021, 

billion drams 

Financial bodies (financial system)
Financial 

mechanism

Financial relations 

(finance system)
Financial policy

-RA National Assembly;
- Financial 

law;

- National (public) 

finances;
- Stabilizing policy;

- RA Government;
- Financial 

planning;
- Community finances;

- Restraining policy (policy 

of limiting business 

activity);

- RA State Revenue Committee;
- Current 

setting;

- Finances of state 

departments, 

organizations, 

institutions-enterprises.

- Stimulating policy 

(economic growth policy).

-RA Ministry of Finance;
- Financial 

control;

- RA Ministry of Economy;
- Financial 

information

- RA Audit Chamber;

- RA Central Bank;

- Financial departments of state 

departments, and organizations 

- Financial units of communities.

Management                                  Management                     Management             Result 

entity                        →                   tools             →                   object               →     (end goal)
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The RA tax authority carries out [7] tax administration and 

effective tax control, provision and accounting of budgets, revenues 

controlled by the tax authority, prosecution of crimes under the 

authority of the tax authority, contributes to the economic security 

of the RA, organizes the training of tax officials and taxpayers works, 

etc. The mission of the tax authority, under the above framework, is 

meant to define the role of the tax authority as a state structure and 

to show the public's expectations of how that role should be 

implemented.  

As in all countries, the tax system in RA is in the process of 

constant improvement. It affects the economic and social conditions 

of development and adapts to them. The RA tax reform program 

should define the main principles of the development of the state 

policy in the tax field, the program bases of the implementation of 

that policy and regulate the relations related to them. 

2020-2024 of the RA State Revenue Committee The 

strategic plan for development and administration improvement is 

regularly reviewed, aligning it with the tax policy conducted by the 

state, the general guidelines defined by the plan of the RA 

government, promptly responding to internal and external 

challenges and defining the new strategic development directions 

and measures in line with them [6]. 

 

Conclusion  
 

Summarizing the article, we come to the conclusion that the 

tax reforms in RA imply, on the one hand, the relaxation of tax 

pressure and the solution of fundamental problems for business, 

and on the other hand, the transparency of taxpayers' activities for 

the state and the exclusion of opportunities to avoid taxation. 

Consequently, the main goal of the tax reforms implemented in RA 
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is the implementation of a tax policy that ensures sustainable 

economic growth and promotes the attraction of investments, which 

will ensure guaranteed budget revenues, the gradual increase of the 

tax/GDP ratio, the expansion of the regulatory and stimulating 

function of taxes, the ability to quickly respond to changes in time 

and competitive formation and further improvement of the tax 

system with a management system. Thus, based on the conclusion 

based on the research and analysis carried out by the author, we 

offer:  

✓ Initiate the 

processes regulating tax procedures within the framework of 

their functions by SRC departments, as a result of which it will 

be possible to form a tax system with such functionality and 

structure that will ensure the increase in the efficiency of tax 

policy and system management, 

✓ Improve the tax risk management systems in order to more 

target the selection of the evading entities subject to 

supervision, 

✓ Partially or completely exempt from profit tax the part of 

the company's profit that will be invested in economic 

innovation projects (which is widely used in many foreign 

countries), 

✓ Transfer some part of the taxable activity within the micro-

enterprise system to the general field of taxation. 
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APPROACH TO THE ASSESSMENT OF THE 

CORRELATION BETWEEN OWN CURRENT ASSETS AND 

CURRENT FINANCIAL DEMAND IN A BEVERAGE 

COMPANY 

 

Abstract: One of the key areas of financial management in 

manufacturing companies is the regulation and effective control of 

current financial demand. Within the framework of this article, we 

have set a task to analyze the current financial requirement based 

on the data of the actual financial reports of Kotayk Beer LLC from 

the organizations producing beverages operating in Armenia, to 

evaluate the impact of its calculation components, to propose a new 
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approach to regulation and control. With the proposed approach, it 

was possible to assess the impact of the components underlying the 

current financial demand on the current financial demand in two 

scenarios. In the first scenario, when an attempt is made to reach 

an effective settlement through a single component, accounts 

payable are eliminated, from which the policy of stable liabilities 

becomes paramount. In the case of the second scenario, when the 

effects of the factors influencing the current financial demand are 

maximized by squaring according to the method of the matrix, it was 

possible to achieve harmonization, which in practice gives equal 

opportunities to all three components of the current financial 

demand index. The approach presented in the article is expedient 

from a practical point of view for a specific organization or 

organizations of the same branch.  

Keywords: capital, liquidity, matrix method, current assets, 

current liabilities, receivables, resources 

JEL classification:  M40, M41  

Research aim: Analyze current financial demand on the 

example of a specific business organization, propose a new 

approach to financial management 

Research novelty: the management of current financial 

receivables in any business requires the application of 

interconnected management approaches to inventories, receivables 

and current liabilities, which will be more effective in terms of 

financial management decisions under the new approach to 

harmonized control of current financial demand components. 
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Introduction 

One of the key areas of financial management of 

commercial organizations is the effective control of their own 

current assets. Improving the management mechanism of its 

current assets in a changing economic environment is an urgent 

issue, which strongly emphasizes the need for scientific research in 

the field of management of the organization. 

Numerous studies have been conducted to study the 

effectiveness of the use of current assets in various sectors of the 

economy. In particular, Aktas N., Croci E., Petmezas D. considered 

the issue of assessing the impact of current assets (working capital) 

management on the value of the organization as key [1. pp. 98 113]. 

In one of his studies, Talat Afza identified the key features 

of current asset management [2. pp. pp. 223 235]. 

In their joint study, A. Raheman and M. Nasr considered 

current asset management issues in the context of the relationship 

between commercial lending, inventory balance, and accounts 

payable [3. pp. 279-300]. 

R. P. Boisjoly, T. E. Conine, and M. B. McDonald in their 

joint study linked one of the ways to increase the efficiency of 

current asset management with the problem of non-collection of 

receivables [4. pp. 1-8]. 

 Norton D., Kaplan R. In their research, they considered 

the study of the connection between the operational activities of the 

strategy, linking it directly with the problem of ensuring the 

competitive advantage of the organization [5]. 

Khachatur Baboyan, one of the Armenian researchers, 

proposed his solutions from the point of view of solving the problem 
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of optimizing the capital structure, considering the interdepen-

dence of the provision of the main groups of liabilities with their 

own current assets as key [6. pp. 74-80]. 

Despite sufficient research on current financial asset 

management, the issues of formulating its own current asset 

management policy, developing planning and forecasting models, 

improving analytical methods, monitoring, and assessing 

correlation with its own current financial demand require new and 

key solutions. has become relevant in this article. 

 

Research Results 
 

Using the factual data of the financial reports of "Kotayk" 

Brewery LLC, a company producing Armenian beverages, we offer 

the following approach to assessing the correlation between our own 

current assets and current financial demand. It was built with the 

following steps: 

1. In the period from 2011 to 2019 we have determined the current 

financial demand (inventories + receivables - accounts payable), 

actual values of own current assets (current assets - current 

liabilities), the proportion of receivables in current assets and 

the proportion of accounts payable in current liabilities. We 

have presented the calculations in Table 1. 

 

The current financial demand index in "Kotayk" beer factory 

LLC in 2011-2019 showed a decreasing tendency. In practice, from 

a financial management perspective, the current financial demand 

ratio should be reduced as much as possible. In case of making it 

negative, the latter will be considered more effective. In the context 

of the above, it is obvious that the regulation and management of 
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the current financial demand in "Kotayk" Brewery LLC was effective 

from the point of view of comparative analysis in 2016-2017. 

 

Table 1․ The values of the indicators used in the construction 

of the proposed approach 
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Use Figure 1 below to estimate the behavior of the current 

financial demand ratio. 

 
 

Figure 1. Dynamics of Current Financial Demand in 

Kotayk Brewery LLC 

       In particular, using the trend valuation method, we reveal 

the high volatility of the decisions made within the framework of 

controlling the current financial demand index. This is the value of 

R2 (0.1552). This reveals the problem of harmonizing its individual 

components in the regulation and management of current financial 

demand. 

       As for the tendencies to change the share of the current 

financial demand in the net income from sales, 2013 will be assessed 

more effectively in the analyzed period. 

The receivables used in the calculation of the current financial 

demand have an optimization problem in terms of management in 

"Kotayk" Brewery LLC. The share of receivables in current assets in 

terms of control in 2011-2019 was effective in 2015-2017, 

respectively, amounting to 28.22% and 26.95%. 

      The other component of the current financial liability 

calculation, which is considered important from the point of view of 

fixed liability strategy, accounts payable, showed a downward trend 

during the period under review. In particular, the share of accounts 

payable in current liabilities in 2019 compared to 2011 decreased by 

42.74%, amounting to 17.97%. 
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From the point of view of financial management efficiency, 

it is necessary for the index of own current assets to accept a positive 

value. The negative value of this indicator proves the problem of not 

being secured with own assets, endangers the financial stability and 

solvency of the organization. At the same time, complexes arise in 

the process of financial management of working capital. "Kotayk" 

Brewery LLC was effective from the point of view of financial 

management during 2011-2019 from 2011 to 2016. The own current 

assets ratio in 2017-2019 assumed a negative value, which had a 

direct impact on the financial condition of the organization, 

deepening the crisis in this organization. 

The share of own current assets in the net income from sales 

was the highest in 2012, amounting to 71.92%. The lowest value (in 

terms of inefficiency) was recorded in 2017-2019. 

 

2. The next step is to build a table of standardized coefficients, for 

which we present the results in Table 2. 

 

Table 2. Table of standardized coefficients 

 

  X1 X2 X3 Y 

2011 0.791805 0.739728 0.651825 0.682162 

2012 0.959247 1 1 1 

2013 0.573008 0.626731 0.771694 0.515073 

2014 0.63198 0.559681 0.559198 0.359974 

2015 0.787881 0.477239 0.601038 0.684174 

2016 0.755933 0.655544 0.548791 0.138368 

2017 0.758093 0.455873 0.528041 -0.18017 

2018 1 0.542979 0.179082 -1.01417 

2019 0.800944 0.916545 0.192899 -0.67574 
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We have built the table of standardized coefficients based 

on Table 1. As a basis for standardization we have taken the 

maximum values of the output variable Y of the variables X1, X2, X3. 

 

3. Based on the data in Table 2, we have evaluated the correlation 

relationships between the variables of the output index Y  and 

X1, X2, X3. We have presented the results obtained in this step 

in Table 3. 

 

        

The evaluation of the correlation links shows that the 

variable X3 has a significant positive correlation on the resultant Y. 

X2 has a noticeable positive correlation with the Y index, and the 

variable X1 has a negative correlation with Y. 

 

4. In this step we have constructed the regression equation Y = A0 

+ A1 * X1 + A2 * X2 + A3 * X3 based on the table of standardized 

coefficients. We have presented the statistical bases of the 

constructed regression equation in Table 4. We used the 

method of smallest squares [7]. 

   
 

 

  

Table 3. Evaluation of correlation relationships according 

to the table of standardized coefficients  

 Y X1 X2 X3 

Y   -0.28891 0.188214 0.925039 

X1     0.322358 -0.19336 

X2       0.254861 

X3         
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Table 4. Regression according to a standardized table 

     

 
The constructed regression equation is as follows: 

 Y = -1,049 -0,033* X1-0,2* X2 +2,448* X3  

X3 is the most important factor in the effective management of the 

output index Y with the constructed regression equation, which 

strongly emphasizes the expediency of the policy of applying stable 

liabilities in this organization. 

 

5. Using the matrix method, in this step we have constructed a 

table of squares [8]. 

 

You have presented the obtained results in Table 5. 
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Table 5. Table of squares 

 

  X1 X2 X3 Y 

2011 0.626955 0.547198 0.424876 1.264527 

2012 0.920154 1 1 1.708846 

2013 0.328339 0.392792 0.595511 1.14745 

2014 0.399398 0.313243 0.312702 1.012593 

2015 0.620757 0.227757 0.361247 1.099891 

2016 0.571435 0.429737 0.301171 1.141203 

2017 0.574705 0.20782 0.278828 1.03022 

2018 1 0.294826 0.03207 1.15191 

2019 0.641511 0.840054 0.03721 1.232386 

 

When constructing the square table, we increased the 

values of the indices of the standardized coefficients to the power of 

the square. 

6. In this step, based on the data in Table 5, we performed an 

assessment of correlation relationships. We have presented the 

obtained results in Table 6. 

Table 6. Estimate correlation relationships by squares 
 

  Y X1 X2 X3 

Y   0.564985 0.866346 0.712327 

X1     0.358846 0.015932 

X2       0.451788 

X3         

 

The correlation evaluation shows that the variables X2  X3 

have a significant positive correlation on the Y output index  the 
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variable X1 has a close positive correlation. The correlation 

assessment performed in this step shows that in case of doubling 

the effect of the selected variables X1, X2, X3 (which is manifested 

by increasing the square), the resultant Y has a significant positive 

effect. 

7. In this step we have constructed the regression equation Y = A0 

+ A1 * X1 + A2 * X2 + A3 * X3 based on the table of squares. 

We have presented the statistical bases of the constructed 

regression equation in Table 7. We used the method of smallest 

squares [7].  

 

Table 7․ Regression according to the matrix method 

 
The regression equation based on the square table data is 

as follows: 

Y = 0,535 + 0,470* X1 +0,445* X2 + 0,439* X3 
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In the effective management of the output index Y by the 

constructed regression equation, all three variables exhibited the 

same effect; from the point of view of financial management, no 

direct or significant dependence on any of the specific variables is 

emphasized. 

Conclusion 
 

The results obtained from the proposed approach give 

grounds to conclude that in a specific commercial organization, 

particularly in the field of production, the regulation and 

management of current financial demand can be effectively carried 

out taking into account the following recommendations: 

✓ The current financial demand management policy should be 

developed taking into account the specifics of the activity and 

industry affiliation of the organization. 

✓ Indicators used to calculate current financial demand: 

inventories, receivables, accounts payable, in practice should 

be tracked by interrelated rather than specific components, as 

the results of bilateral regression analysis showed differentiated 

control of current financial demand. In this case, the strategy 

of stable liabilities becomes preferable. by variable X3 (first 

regression equation). Please note that not all organizations and 

definitely not in all conditions can implement an effective policy 

of stable commitments. At the same time, leaving aside issues 

related to inventory and receivables, we believe that in the 

future they will create new problems in the financial system of 

the organization. 

✓ More effective control over current financial demand is possible 

with the results of the second regression equation. In essence, 

by doubling the meanings of the three variables selected on the 

output index, their effects are practically harmonized. In this 

case, equal attention should be paid to the optimal management 

of stocks, as well as the determination of the amount of 
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receivables, collection, implementation of the policy of stable 

liabilities. 

The proposed approach should be considered from a 

practical point of view for a specific organization or organizations in 

the same field. It is designed to make the current financial demand 

control task more effective in the overall financial management 

system. 
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ISSUS OF COMMERCIAL ORGANIZATIONS FINANCIAL 

POSITION RATING   
 

Abstract: The efficiency of the financial management 

process in commercial organizations and the development of new 

approaches for improvement are directly associated with the 

addressing of theoretical and practical methodological challenges. 

In this article, by analysing data from some commercial 

organizations of the Republic of Armenia, we have proposed an 

approach to the rating of financial situation in the framework of 

financial management. Thus, we aimed to classify organizations in 

the context of correlation between business activity and operational 

management as the components of financial situation which will be 

very helpful, especially in making management decisions. 

Keywords: financial position, business activity, golden rule, 

coefficient, sales revenue, factor, variable, assessment 

JEL classification:  M40, M41  

Research aim: introduce a new approach to the rating of 

commercial organizations by components of financial position 

Research novelty: a rating approach for commercial 

organizations RA, based on the extension of financial stability zones 

was proposed.  

Introduction 

The problem of assessing the financial condition of 

commercial organizations has necessarily received new solutions in 

line with the requirements of the time. In this regard, it should be 
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noted, that from the point of view of and theoretical-methodological 

and practical application, the main emphasis has been made on 

complex, within the framework of which, in part, the development 

of approaches. Therefore, as states in his point of view. Yurzinova 

my, the main emphasis should be on decisions 

based on experience-based assessments or on the diagnosis of 

consequences of financial decisions (the latter can generally be 

considered identical to those based on experience-based 

 [1]. 

The management decision database is important for 

reducing the uncertainty in order to increase the efficiency of the 

financial management process. Therefore, in this respect, we agree 

with A. according to Tebekin and V. Mantusov, the formal definition 

of the issue of management decision-making is necessary to reduce 

the level of uncertainty in the process of management decision-

making, to define what is expected to be achieved as a result of their 

implementation. to create an information-  [2]. 

The importance of ratings is essential in the set of analytical-

evaluation tools used in the financial management process of 

commercial organizations. Ratings are important in the set of 

analytical-evaluation tools used in the financial management process 

of commercial organizations. The purpose of the rating is to identify 

the key features of the rating system. It defines, first of all, the 

aspect of the financial condition of the enterprise, on which, 

according to the interests of the user groups, the researcher's 

attention should be focused, secondly, the basic type of rating 

evaluation [3]. 

Many researchers interested in this foundation have offered 

their solutions in this direction. In particular, N. Kalandirova used 

the four zones of normative values of the applied indicators. R. Beke 

used four basic rules to calculate a rating based on relative 

indicators, which are able to provide sufficient information bases for 

that rating  required accuracy [4]. 

Armenian researchers offered their solutions for ranking 

commercial organizations to A. Kocharyan, using the cash flows in 
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the rating system [6], A. Harutyunyan, emphasizing the issue of 

factor assessment of the financial stability of the organization, E. 

Muradyan [7], giving priority to alternative approaches, in 

particular, to business activity in the process of stabilizing the 

financial situation. Given the decline in business activity due to the 

global economic downturn in recent years, in order to address the 

issue posed by us in this article, we propose the following approach 

to business activity component - operational management 

interconnection rating, the results of which will help expand 

management decision database improvement. 

 

Research Results 

We have constructed the proposed ranking approach with 

the following steps: 

1. The following main coefficients characterizing the business activity 

of the surveyed commercial organizations are calculated: 

   C1 - asset turnover ratio; 

   C2 - equity turnover ratio; 

   C3 - current assets turnover ratio; 

   C4 - receivables turnover ratio; 

   C5 - inventory turnover ratio. 

       The aggregate estimate based on the actual results of the 

above business activity coefficients, which we have chosen for the 

regression equation based on the linear relationship of the rating 

approach, is calculated as the resultant index: Y. 

2. The actual values of the following variables selected by us from 

the point of view of operational management are calculated: 

  X1: profit from sale (loss) / assets; 

  X2: net profit (loss) / assets; 

  X3: operating profit (loss) / net sales revenue; 

  X4: net profit (loss) / accumulated profit. 

3. Construct a linear regression equation expressing the correlation 

between the business activity component and operational 

management. 

Y = a0 + a1 * X1 + a2 * X2 + a3 * X3 + a4 * X4, 
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Where a0 is the free member and a1- a4 are the weight effects of 

the corresponding variable. We determined them by the method of 

the smallest squares. 

component. 

     We present the actual values of the coefficients that 

characterize the business activity of the commercial organizations 

we surveyed  the total estimate of the business activity component 

based on them. Using the relevant data from the financial reports 

of the surveyed commercial organizations, we built a comparison 

table. 
 

Table 1․ Comparable table of variables and output index by 

average value by companies RA 
 

Enterprises X1 X2 X3 X4 Y 

"Agates" LLC 0.020 -1.653 -0.033 0.355 0.046 

"Hrazdan Jack" OJSC 0.029 -2.696 -0.556 0.215 0.618 

"AR-BE Armenian-Belarusian 0.021 -2.414 -0.115 0.279 0.828 

Chamber of Commerce" LLC 0.063 -3.218 -0.587 1.293 0.603 

"Sam Tshar" LLC 0.048 -0.203 -0.073 0.012 1.152 

"Yerevan Jewelry Factory-

GNOMON" OJSC 
0.193 -2.631 -0.191 12.446 1.289 

JTI Armenia CJSC 0.038 -1.305 -0.348 1.111 0.328 

"Euromotors" CJSC -0.004 0.544 7.198 0.290 0.216 

"Multi Group" Concern LLC 0.009 -0.425 -1.243 0.437 0.549 

"GREEN POWER" LLC 0.078 -5.853 -0.571 0.713 0.951 

"ARSANA" CJSC 0.021 8.990 6.828 0.560 0.657 

"ONE" CJSC 10.677 19.232 0.500 5.735 4.764 
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Using the method of the smallest squares, we construct the 

following equation with the linear regression expressing the 

correlation of the business 

management: 

 

Y = 0.696 + 0.33 * X1 + 0.17 * X2 - 0.049 * X3 + 0.042 * 

X4, (1): 

 

In the constructed regression equation, the factor having a 

negative impact on the aggregate valuation of the business activity 

component was X3: operating profit (loss) / net realizable income, 

variable. 

Based on the values of Y *, in this step we define the 

corresponding zones for the surveyed organizations and according 

to the results of their classification and the letter mark. The decision 

of the four zones corresponding to the values of Y * was made 

according to the following principle: First we determine the mean 

value of Y *, then the mean value of the mean and the maximum 

value range, obtaining the effective (awarded A-letter) and favorable 

(awarded A-letter) zones of business activity. Then we determine the 

average for the range of the mean value of Y * and the minimum 

value, obtaining the crisis zones of business activity (given by the 

letter B) and dangerous (given the letter B - given). With the 

mentioned approach, we have presented the results of the ranking 

within the framework of the business activity component of the 

business activity component of the commercial organizations we 

surveyed in Table 2. 
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Conclusion 
 

According to the results of the final rating, the best is "Alex 

Hotel" LLC - nt characters. The 

second is "JTI Armenia" CJSC, which is classified in the favorable 

zone of business activity - 1,247 points, respectively A point 

characters. In the other ten commercial organizations surveyed, 

business activity was identified as low efficiency in the operational 

Table 2․ The results of the ranking of the surveyed 

organizations according to the proposed zones 
 

An effective area of 

business activity 

2.356-4.767 

marked ranking  

Favorable 

area for 

business 

activity 

1.247-2.356 

 marked 

ranking 

 

Business Crisis 

Zone 

0.699 - 1.247 

  marked 

ranking 

Dangerous 

area of 

business 

activity 

0.366-

0.699 

  marked 

ranking  

"Alex Hotel" LLC  "JTI Armenia" 

CJSC 

 

 

" 

 

Yerjan Jewelry 

Factory 

-GNOMON" 

OJSC 

"Agates" 

LLC 

 

"Sam Tshar" 

LLC 

"Hrazdan 

Jack" OJSC 

"GREEN 

POWER" LLC 

"AR-BE 

Armenian-

Belarusian 

Chamber of 

Commerce" 

LLC 

"Euromotors" 

CJSC 

"Multi 

Group" 

Concern 

LLC 

 "ARSANA" 

CJSC 

 "ONE" CJSC 
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management interconnection, as a result of which six organizations 

were classified in the crisis zone of business activity, receiving a B 

point mark.  

This circumstance made it possible to raise the issue of low 

efficiency of resource use at this stage, substantiated the need for 

capital structure reconstruction. Therefore, the surveyed 

of business activity have the problem of optimizing the sources of 

financial resources, which will have to be taken into account in terms 

of making business decisions. 
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THE ISSUES OF EMPOWERMENT OF SMALL 

SHAREHOLDERS IN THE CONTEXT OF THE BUSINESS 

ACTIVATION IN THE RA 
 

Abstract: The objective of the article is to research doing 

business rating, including the component of protecting the rights of 

small shareholders to improve investment environment in the 

Republic of Armenia, since this component has been at the minimal 

level compared to others for many years. 

The issues under consideration are related to the protection 

of the rights of small shareholders, which is a tool to improve the 

investment environment in the Republic of Armenia. This tool entails 

demonstration of availability of free funds of individuals and legal 

entities, and their injection into real sector of the economy through 

the acquisition of small shares. This will result in stronger business 

relations between organizations and increase in the efficiency of 

attracting free funds to the economy through a multiplicative effect. 

The indicators of investment, economic growth and the 

GDP deflator index in the Republic of Armenia implementing 

methods of comparison, analysis and induction and the rating 

components of business environment in the Republic of Armenia 

have been studied.  

Considering the importance of small shareholders from the 

point of view of improving the investment environment in the 

Republic of Armenia, it is necessary to implement appropriate 

legislative changes and develop measures aimed at increasing the 

number of small shareholders so that legal entities and individuals 
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have the desire to make small investments in organizations, since 

the constant attraction of investments is of greater importance for 

the economy. 

Keywords: investments, business environment, rights of 

small shareholders, investment policy, deposits, free cash 

JEL code:  E22 

Research aim: identify ways to support small equity 

activities both in the legal and economic fields 

Research hypothesis: expanding the rights of small 

shareholders can significantly increase the investment 

attractiveness of the country 

Research novelty: the legal and economic ways of 

activating small shareholding partnerships have been revealed, 

which will contribute to the expansion of investments in RA. 

 

Introduction 

For the establishment and development of entrepreneur-

ship, it is essential to make investments in a practically uninterrup-

ted legislative field. The effectiveness of the latter is due to the 

optimal combination of the interests of state, national, social and 

economic security and ensuring the personal success of the 

individual and family [1]. 

In order to improve the business environment in the 

Republic of Armenia, it is necessary to create preconditions to 

ensure the transparency of the activities of joint-stock companies 

and to make the rights of shareholders publicly available, as well as 

to make the society a participant in the development of the economy, 

even through the purchase of small shares. Legal and natural 

persons should be given the opportunity to purchase shares of 

various Armenian organizations from publicly accessible open 

platforms, including Internet platforms. As a rule, the mentioned 
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persons are called "insignificant" (minority, small) shareholders. In 

American reference literature, a minority shareholder is defined as 

an owner of such a small number of shares of a corporation that he 

does not have the ability to control the management of the 

corporation or elect its directors [4]. 

The World Bank defines the business and investment 

environment as the opportunities and incentives for companies to 

invest effectively, create jobs, and expand. The business and 

investment environment is a system of prerequisites for foreign and 

local companies to do business and make a profit in a given country. 

There is a close causal relationship between investment and 

economic growth. Although there are different points of view due to 

the fact that what is the mechanism of impact of investments on the 

economy and what should be the direction of state regulation of the 

investment process. According to one point of view, investments are 

the main "engine" of the economy. The more a country invests, the 

higher its economic growth rates. According to another point of 

view, the chain of causality is exactly the opposite. high demand 

causes an increase in production, which is why companies invest [2].  

 

Research results 

Analysis of indicators of investment, economic growth and 

GDP index-deflator in RA 

In order to make the above connection more obvious, let's 

present the combination of indicators of investments, economic 

growth and GDP index-deflator in RA. 

 The indicator of economic activity (IEA) is a monthly 

aggregated index of changes in the real volume of output in the 

country's economy. It covers all types of economic activity and is 

initially calculated using the average annual prices of the previous 

year, which makes it possible to create chronological series of the 



129 
 

IEA - chain indexes. For each month, it represents one aggregate 

indicator for the entire economy in the form of an index. In contrast 

to the GDP index calculated by the National Accounts methodology 

(which has quarterly and annual periodicity), the monthly IEA 

characterizes the change in the volume of output of goods and 

services in the economy, rather than the change in added value. The 

GDP deflator is the ratio of the GDP calculated at current prices to 

the volume of GDP calculated at comparable prices of the previous 

year. 

 

 

 

Figure 1. Deflator of investment volume, economic activity 

index and GDP index in RA for 2011-2021 

Source: www.databank.worldbank.org,   https://www.armstat.am 

 

Figure 1 clearly shows, that the dynamics of changes in the 

volume of investments and the fluctuations of the GDP deflator 

index are not consistent. We believe, that they are due to the fact 

that the IEA characterizes the change in the volume of output of 

goods and services in the economy, not the change in added value, 
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and unlike the index of prices of goods and trees, the GDP deflator 

characterizes the wage, profit (including mixed income), changes in 

the consumption of fixed capital as a result of changes in prices. 

It is clear from Figure 1 that the decline in the economic 

activity index from 2019 to 2020 was combined with a decrease in 

the volume of investments, and in 2020 to 2021, on the contrary, 

both registered an increase, but if in 2020 the volumes of 

investments decreased by 1.7 times, and the economic activity index 

decreased by 15.3 percent, then in 2022, if the investment volume 

increased 6.2 times, the economic activity index increased by 14.4 

percent. 

Thus, we can say that the consequence of the decrease in 

investment volume is felt more prominently on the decrease in 

economic activity, even every citizen feels the decrease in 

investment volume individually, than the threefold increase in 

investment after the recession before the recession, so it is 

important to maintain a constant level of investment attraction and 

strive to increase them every following year. In developing the 

economy, attracting investments and creating jobs, it is necessary to 

take into account that there are free financial resources both in 

organizations and with individuals. 

During an individual's lifetime, income changes quite 

predictably. Young employees, especially students, who spend most 

of their time studying, have low incomes. Experience and earnings 

increase as young to mature professionals typically peak around age 

50 and then decline individually as they approach retirement. 

Around the age of 65, they suddenly decrease. A stereotypical 

pattern of changes in the income of such an individual is called a 

life cycle. Given that people have the ability to compensate for the 

life cycle of income through borrowing and saving, the quality of life 



131 
 

at any age depends more on the income that the individual receives 

over the lifetime rather than on an annual basis [3]. 

Thus, it is clear from the above that an individual has 

savings at certain stages during his life, which are managed by the 

decision of the given person. In particular, an individual can choose 

the approach of making savings as a deposit, or he can buy shares 

with his small savings, if of course the latter opportunities are 

created in the given state and the rights of his investments are 

protected. 

  

Analysis of deposits in commercial banks from free 

funds in RA 

First of all, in order to understand how much free funds are 

available in RA both with legal entities and with individuals, which 

can essentially be directed to the development of the economy, 2020 

was chosen for the study. October 2020, the heaviest month of the 

44-day war, and August 2022, the period before the war operations 

of 2022. 

Thus, according to the official bulletin of the Central Bank 

of the Republic of Armenia for October 2020, during the month of 

October 2020, legal entities and individuals deposited 61 billion 

AMD, 151 million USD and 10 million Euros in commercial banks in 

the Republic of Armenia. 

Its becomes clear that only in October 2020, the deposits 

made by individuals in AMD are 3.7 times higher than the deposits 

made by legal entities, and it also becomes clear that legal entities 

preferred to make deposits with a maturity of 181 days to 1 year. 

making up 37 percent of the investments made, and individuals 

preferred deposits with a maturity of 1-5 years - 65 percent. 

Thus, according to the official newsletter of the Central 

Bank of the Republic of Armenia for August 2022, during the month 
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of August 2022, legal entities and individuals invested 116 billion 

AMD, 281 million USD and 34 million Euros as deposits in 

commercial banks in the Republic of Armenia. However, it becomes 

clear, that the deposits made by individuals in August 2022 in AMD 

are already 3.2 times higher, than the deposits made by legal 

entities, and it also becomes clear that legal entities preferred to 

make deposits in this month from 1 to 5 with a maturity of one year, 

making up 48 percent of the investments made, and with a maturity 

of 181 days to 1 year, making up 35 percent of the investments 

made, and during this period, individuals preferred deposits with a 

maturity of 1-5 years - 60 percent. 

Thus, from the distribution of deposits by individuals during 

the selected two months, it can be concluded that individuals are 

ready to invest money on a long-term basis, therefore, if appropriate 

opportunities are created, the possibilities of acquiring a share with 

the mentioned free funds can be discussed. As for legal entities, 

there has been a change in their behavior, if in 2020 legal entities 

preferred to make a deposit with a maturity of 181 days to 1 year, 

making up 37 percent of the investments made, and in 2022 they 

already preferred to make a deposit with a maturity of 1 to 5 years. 

maturity, making up 48 percent of the investments made, therefore, 

if legal entities are given the opportunity to make small investments 

in other organizations, then the latter can also become shareholders 

of other organizations instead of deposits and create stronger 

partnership relations. 

Study of business environment in RA 

In order to study the business environment in the Republic 

of Armenia and find ways to improve it, the rating of the business 

environment of the Republic of Armenia, including its components, 

was studied in order to identify the existing gaps and develop 

proposals for their elimination, as a result of which it will be possible 



133 
 

to increase the rating of the Republic of Armenia from the point of 

view of attracting investments. 

Now, let's examine the work being done to meet the 

international standards in the mentioned area. One of the most 

important prerequisites for the economic development of the 

Republic of Armenia is the improvement of the business and 

investment environment, and to achieve this, the RA government 

aims to create a simple, transparent and low-cost environment for 

state regulations, services and administrative procedures for 

business activities in Armenia, equal competitive conditions, and 

developed market infrastructures supporting business. , as well as 

implement a balanced tax and customs policy. 

By the World Bank in 2019 According to the "Business 

2020" rating report published on October 24, Armenia ranks 47th 

among 190 countries, instead of 41st in 2019. The reason for the 

deterioration of Armenia's position in the "Business 2020" rating 

report is the change in the World Bank's evaluation methodology, 

as a result of which the "Far from the best result" indicator for 

Armenia in the "Protection of Small Shareholders" indicator has 

decreased, being rated 42 points instead of 63.33 last year, and the 

position From 51 it became 120. 

As for the previous year, we can record that according to 

the data of the rating report "Doing Business 2019" published by 

the World Bank and the International Finance Corporation on 

October 31, 2018, which is compiled based on the summary of the 

questionnaires filled by businessmen and government bodies (see 

Figure 2). Armenia took the 41st place among 190 countries. 

Compared to the previous year, Armenia recorded a 2.06% 

increase, registering 75.37 points. In the above annual reports, the 
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general indicator is based on ten internal indicators, among which 

is also the indicator of "Protection of Small Shareholders". 

 

 

 Figure 2. The position of the Republic of Armenia according 

to Doing Business indicators among 190 countries 

    Source: www.doingbusiness.org 02.11.2022 

The indicator "Protection of small shareholders" is evaluated 

with the following 2 components: 

✓ Statutory regulation of interest transactions and availability of 

judicial protection mechanisms for shareholders 

✓ Shareholders' rights in the context of general corporate 

governance standards and access to financing from capital 

markets. 

The first component is measured by the average scores of the 

sub-indicators "disclosure of information", "strength of directors' 

liability" and "lawsuits by shareholders" and evaluates the protection 

of small shareholders in self-interested transactions. 

The second component, which is the average of the scores 

of the sub-indicators "shareholder rights", "ownership and control" 
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and "corporate transparency", evaluates the strength of shareholder 

rights in listed joint-stock companies and the corresponding rights 

and guarantees in limited liability companies. These sub-indicators 

assess shareholder rights in major corporate decisions, governance 

safeguards that protect shareholders from undue board control and 

interference, and corporate transparency in related party 

transactions. 

In the 2020 report, there was a positive change in the first 

sub-indicator, as the "Disclosing Information" sub-indicator 

increased by 1 point. As a result, Armenia improved the average 

score of the first component by increasing the provision of 

information on transactions of interest. However, the latter did not 

have an impact on the improvement of the country's position, 

because during the evaluation of the Indicator, Armenia's 

``shareholder rights'', ``ownership and control'' and ``corporate 

transparency'' indicators were evaluated as 0 points. Because of 

this, the country's position in the Index has increased from 51 to 

120. The reason is the change in the World Bank's assessment 

methodology, according to which, if a country does not have at least 

10 non-state-owned companies listed on the stock exchange, it does 

not receive any assessment, regardless of its legal regulations. 

Figure 4 shows the above sub-component comparison from 2016 to 

2020; 

Currently (and as of May 1) shares of 10 companies are 

traded on the stock exchange (B platform - 3 companies, free 

market (C platform) - 7 companies). In the WB Report, only the 3 

companies of platform B were considered. RA Law "On Joint Stock 

Companies" and RA Laws "On Limited Liability Companies" 2019 the 

implemented reforms did not have any effect on Armenia's 
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"Protection of Small Shareholders" indicator, and therefore also on 

the "Ease of Doing Business 2020" general index. 

Based on the analysis in commercial banks of RA, we have 

concluded that there are enough free funds with organizations and 

individuals who can invest in enterprises instead of making passive 

investments in the form of bank deposits, why not also have the 

opportunity to participate in the management issues of enterprises. 

 

Conclusion 

Thus, it can be concluded, that the consequence of the 

decrease in investment volumes is felt more clearly on the decrease 

in economic activity, even each citizen feels the decrease in 

investment volumes individually, rather than the triple increase of 

investments after the recession before the recession, so it is 

important to maintain a constant level of investment attraction and 

strive to increase them every following year. On the other hand, 

natural persons are ready to invest money in the long term, 

therefore, if appropriate opportunities are created, the possibilities 

of acquiring shares with the specified free funds can be discussed, 

and if legal entities are given the opportunity to make small 

investments in other organizations, then the latter can also be other 

instead of deposits. shareholders of organizations and create 

stronger partnership relations. 

As a result of the study carried out within the framework of 

this research, we recorded a number of problems, that hinder the 

involvement of small shareholders in enterprises in the Republic of 

Armenia, therefore they hinder the protection of the rights of small 

investors and the rating of the Republic of Armenia, therefore we 

propose the following: 

1. The relevant department of the RA (Ministry of Economy 

of the RA) will develop a concept regarding the involvement of small 
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shareholders in companies, both legal entities and individuals, 

because additional funds are needed to ensure the activity of the 

economy, and currently the latter have funds in the Republic of 

Armenia. who can invest their free funds in the long term. The latter 

will enable the existing inactive financial resources of the Republic 

of Armenia to be involved in the economy by taking steps aimed at 

the involvement of small shareholders and protection of rights. 

2. To involve the "Armenia Stock Exchange" open joint-stock 

company in the development and implementation of measures 

aimed at improving the business environment, because in our 

opinion, the latter can stimulate the development of the stock buying 

and selling market. In particular, it is proposed to the mentioned 

company to create opportunities for both individuals and legal 

entities to acquire shares without hindrance, that is, to present the 

procedure for the purchase of shares by the latter as clearly as 

possible. In other words, to objectively present to organizations, as 

well as citizens, the possibilities of investing in the purchase of 

shares from electronic platforms, both from the point of view of 

credibility assessment and profitability. 

3. Clarify the rights of small shareholders in RA, including 

introducing mechanisms to exclude forced appropriation of the 

shares of small shareholders by large shareholders of organizations. 

4. Make appropriate legislative changes, providing for the 

opportunity to participate in shareholders' meetings of organizations 

without limiting the percentage ratio and to be involved in decision-

making regarding the direction of the organization's future 

development strategies, as well as to clarify the range of powers 

according to the percentage ratio, for example, to allow those with 

up to 10 percent of shares to participate in the supervisory board , 

and for example, to give those who have 20 to 40 percent shares 
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the opportunity to present a candidacy during the election of the 

director. 

5. We propose to create favorable conditions for taxation 

with profit tax for individuals who are small shareholders, for 

example, to apply a zero rate to the profit received for 1 or 2 years 

after the purchase of the share. 

6. We suggest that the relevant department of the RA 

(Ministry of Economy of the RA) submit recommendations to the 

World Bank to clarify the methodology of the "Protection of the 

rights of small shareholders" indicator, as a result of which the 

corresponding sub-indicators of the mentioned indicator will be 

improved. 
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ANALYSIS OF POSSIBLE RISK OF INSOLVENCY AND 

BANKRUPTCY IN ARMENIAN COMMERCIAL 

ORGANIZATIONS 

 

Abstract: Considering the crisis situation caused by 

COVID-19 and the aftermath of the Artsakh war, in the framework 

of this article, we aim to identify insolvency  by combining several 

approaches to bankruptcy risk forecasting in randomly selected RA 

commercial organizations in 2019-2020․ problems in terms of 

insolvency. Inefficient financial risk management often leads to 

financial difficulties and crisis in commercial organizations, which 

reach a large scale, especially in the case of negative externalities. 

In the face of a large debt burden, when sales are declining in 

parallel and the profitability is declining, the near-solvency 

manifestations of commercial organizations often become chronic, 

which can eventually lead to bankruptcy. 

Keywords: model, insolvency, bankruptcy, risk, forecast, 

approach, margin, current assets, current liabilities, liquidity 

          JEL classification:  M40, M41  

Research aim: to perform a comparative analysis of 

insolvency and bankruptcy of commercial organizations 

           Research novelty: the assessment of insolvency and 

bankruptcy of commercial organizations should not be based on 

only one approach, but it is necessary to make a comparative 

analysis of the results of the application of a number of models 

offered in the professional literature. 
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Introduction 

The theory of anti-crisis management in commercial 

organizations practical issues have become more important in 

recent years, in particular, in the context of the crisis caused by 

COVID-19. In general, the crisis tendencies in the RA commercial 

organizations lately are mostly connected with external factors. In 

the context of this, it is very urgent to assess the insolvency and 

possible risk of bankruptcy of local commercial organizations, to 

introduce anti-crisis mechanisms and increase financial stability, to 

establish an effective financial control system. 

Despite the financial analysis and theoretical 

methodological experience accumulated in the field of anti-crisis 

management, there are few comprehensive assessments by 

researchers on the potential risk of insolvency and bankruptcy. 

Existing valuation and forecasting methods for them are 

largely based on financial accounting information, with the result 

that a number of important indicators of managerial accounting are 

left out of the overall valuation and forecasting process. 

 

Research Results 
 

In order to identify the causes of insolvency of commercial 

organizations, it is expedient to consider some interpretations of the 

provisions of classical economics, according to which the movement 

of capital value is the basis of economic activity of any business 

structure [1]. 

In the course of its life cycle, any commercial organization 

encounters both objective and subjective circumstances, as a result 

of which it is not possible to fulfill its obligations on time. The reason 

for this can be both the dry management actions and the 

complexities of non-fulfillment of timely payment obligations by the 

debtors for the sale of the product. Based on this circumstance, the 

insolvency of commercial organizations is classified into three 



145 
 

levels: temporary insolvency, permanent insolvency and absolute 

insolvency. 

Temporary insolvency is related to the inability of the 

debtor organization to fulfill its monetary obligations at the current 

stage, at the same time the latter's financial situation is assessed as 

satisfactory, enabling it to make those payments at a later date. 

Sustained insolvency occurs when the debtor organization 

is unable to meet the creditors' claims in the long run. As a rule, 

persistent insolvency raises systemic difficulties in this area of 

business, as well as the crisis manifestations of the corporate 

economy. One of the essential factors for the emergence of stable 

insolvency is the lack of liquid assets. Often, one of the possible 

ways to overcome insolvency is the sale of non-current assets or the 

involvement of long-term credit resources. However, the latter is 

considered more dangerous, as a result of which the financial risk 

of the organization's activities increases due to the debt burden and 

requires a sound business plan. Absolute insolvency is defined as 

the total liabilities exceeding the fair value of the assets typically 

exceed one year. The difficulty lies in the fact that absolute 

insolvency can not be prevented even in case of radical changes in 

the activities of the organization. In some cases, the elimination of 

absolute insolvency is possible through statutory capital investments 

or targeted financing, but such situations can be considered as 

exceptional, which is applicable to organizations of strategic or 

systemic importance. From the characteristics of the presented 

classification we can conclude that the solvency is not considered a 

direct sign of the incapacity of the economic entity; it is not always 

determined by that incapacity. At the same time, insolvency 

indicates systemic difficulties in the organization's activities, which 

are considered as a characteristic criterion for a more detailed 

study of prospective activities. 
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In practice, the insolvency of organizations depends not 

only on the internal features of the organization of finances, but 

also largely on external factors of the financial environment. At the 

present time, external factors influence certain directions of the 

organization's activity, thus participating in the formation of a 

dynamic equilibrium state of the microenvironment. In this case, 

the internal factors of the financial environment directly participate 

in the formation of the dynamic equilibrium state of the macro-

environment in the future stages.  

Thus, we can say that in assessing the current financial 

condition of the organization, but the problem of predicting the 

potential risk of insolvency and bankruptcy of organizations 

requires taking into account the predictive value of external factors 

of the financial condition of the enterprise. At present, the main 

emphasis in insolvency risk assessment and forecasting methods is 

mainly on the internal performance of the organization, a significant 

portion of which is based on accounting data. However, these data 

are characterized by a certain inertia, especially in unstable 

economic conditions; they do not fully reflect the real financial 

situation of the organization.  

Examining the impact of external factors on the risk of 

insolvency of organizations is associated with a number of 

complications. First of all, the financial condition of business 

structural units can influence the change of the market structure 

non-economic factors of the financial environment. A separate issue 

in this regard is the determination of the priorities of the sectoral 

criteria of the financial and economic activity of the organization, 

the interrelationship of external factors of the financial 

environment. In addition, the study of the impact of external factors 

on the risk of insolvency of organizations requires a sufficient 
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amount of data for analysis, which must be complete and reliable. 

The main complexity is that a significant part of the required 

quantitative information is considered as internal accounting 

information and is missing in the available available sources. At the 

same time, there are some difficulties in taking into account the 

impact of such external factors on the financial condition of the 

organization, such as natural geographical, demographic, climatic, 

legal factors. 

Existing methods of predicting the insolvency and 

bankruptcy risk of organizations in the professional literature are 

divided into two groups: 

 Quantitative, 

 

Quantitative methods are based on the calculation of a 

certain conditional indicator, the significance of which is considered 

as an assessment of the financial condition of the organization, or 

are based on a comprehensive analysis of the significance of 

financial ratios. The basis of quantitative methods is the processing 

of analytical information, which is mostly related to the data of the 

organization's accounting reports. Obtaining the necessary reliable 

analytical data, which will describe the real financial condition of the 

organization with high accuracy, is considered to be the main 

problem to be solved by quantitative methods. 

As for the quantitative-qualitative methods of insolvency, 

bankruptcy risk of organizations, at the present stage there is no 

common approach to their classification in the professional 

literature - a standard methodology regulating their use. 

The first attempts to assess the financial condition of 

organizations were made in the early 19th century. The first 

indicator used for this purpose was creditworthiness. 
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However, it was not until the 20th century that financial and 

economic indicators began to be widely used to predict not only 

insolvency but also various financial difficulties. Altman  Beaver 

have made a great contribution to this process. 

Beaver 1966․ To predict the probable risk of bankruptcy of 

organizations, he proposed model [2, Pages 71-111], for the 

construction of which data from 79 American companies, which 

went bankrupt in 1954-1964 were included. 

The best known approaches to insolvency risk assessment 

is presened Altman [3, Pages 278-285, 4, pp. 589-609]. The 

approach proposed by Altman is currently considered one of the 

most popular methods of predicting insolvency [5, pp. 189-209]. 

Altman's main contribution is the use of multidisciplinary 

analysis in prediction models, which was later continued by a large 

number of researchers. 

Studying Taffler 1969-1975 ․ 92 organizations, 46 of which 

failed and 46 were financially viable, also proposed four-factor 

models for predicting potential risk of bankruptcy [7, p. 169]. 

In their research, the issue of bankruptcy forecasting and 

financial recovery of commercial organizations was addressed by A. 

Milkov [8], I ․ Dolgol [9, Pages 54-56], L. ․ Jurova  A. Shekhtman 

[10, Pages 32-38], EGFiodorova, E ․ Gilenko  S. Dovzhenko [11, 

Pages 85-92], T. ․ Vysotskayan [12, Pages 1-12] and others. At 

different stages of time, Armenian researchers have proposed 

comprehensive estimates of the risk of insolvency of commercial 

organizations and the potential risk of bankruptcy. In particular, S. 

In his dissertation on economics, Torosyan proposed four factor 

equations within regression analysis [13, Pages 83-85]. 

Within the framework of the rating methods, A․ Sheremet, 

RSSifulin EGHEgash  have developed a system of indicators 

 a method of express assessment of the stability of 

organizations. With this method, the rating of organizations is 
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carried out by means of 5 indicators, which, according to the 

mentioned researchers, more fully describe the financial situation. 

The equation for determining the total rating of the proposed rating 

is as follows [14]: 

R = 2 * K1 + 0.1 * K2 + 0.08 * K3 + 1.54 * K4 + K5,     (1) 

Where: 

K1 = own current assets / current assets, 

K2 = current assets / current liabilities 

K3 = net sales revenue / equity, 

K4 = profit from sales / net income from sales, 

K5 = net profit / equity. 

According to this method, if the actual values of the 

financial ratios fully correspond to their normative minimum values, 

the rating of the organization will be equal to 1. For the 

organizations, the rating of which will be less than 1, the financial 

situation will be assessed as unsatisfactory. 

Fulmer was one of the researchers in 1984. proposed a 

model for classifying the potential risk of bankruptcy of 

organizations, during the construction of which 60 organizations 

were observed, 30 failed, 30 operating normally with an average 

annual turnover of $ 455,000. Fuller model has the following 

appearance : 

H = 5.528 * X1 + 0.212 * X2 + 0.073 * X3 + 1,270 * X4-

0.120 * X5 + 2.335 * X6 + 0.575 * X 7 + 1.083 * X8 + 0.894 * X 9 -

6.075,       (2) 

Where: 

X1 - total retained earnings / balance sheet of previous 

years; 

X2 net proceeds from sale / balance sheet total 

X3 profit before tax / equity 

X4 cash flows / total liabilities 

X5 long-term liabilities / balance sheet total 

X6 are current liabilities / assets 

X7 log (tangible assets), 

X8 current assets / liabilities 
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X9 - log (profit before tax + interest payable) / interest paid). 

 

Conclusion 

Using the models described above in Armenian commercial 

organizations, we came to the following conclusions. 

✓ Solving the problem of restoring solvency and financial stability: 

Gazprom Armenia CJSC, Bacon Product LLC, Charat Kapan 

CJSC, TEX CJSC, Map CJSC, Vedi Alco 

✓ All randomly selected organizations have the problem of 

improving their liquidity; 

✓ Concern Energomash CJSC, Alex Textile LLC, Yerevan Beer 

CJSC, Armenian Mining Contractor LLC have a problem of 

strengthening financial stability. 

In our opinion, the solution of the identified problems will 

be more effective if financial stability, liquidity, solvency, 

interconnection harmonization and determination of its border 

ranges are implemented within the framework of fiscal policy. 
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RISK FACTORS MODEL AND PROJECT MANAGEMENT:  

A STUDY OF THE MUNICIPAL ORGANIZATION 

 

Abstract: In recent years, project risk-taking has been 

considered by many managers as well as researchers. In the present 

study, a hybrid method has been used to achieve the model. 10 

pivotal studies in this field have been reviewed. Three main coding 

steps were performed to achieve the final model of this study.  

Keywords: project management, hybrid approach, 

selection process, risk management 

Research novelty: In this research, the causal conditions 

of the internal processes of organizational culture were considered 

as the main group. Risk strategies were also identified and entered 

into the final model. This model includes all areas and risk 

interferer. Finally, we arrive at a dynamic model of project 

management risk-taking, the relationships of which are defined. 

 

Introduction 

Due to their nature, projects are exposed to many risks. If 

the project risks are not managed properly, they will incur heavy 

costs. Therefore, project risk management is an important issue for 

developers. In general, project risk management includes three 

stages of risk identification, assessment and response [1, 2].  

Researchers have cited some of the reasons for the many 

failures in service organizations' projects as the inadequacy of risk 

management mechanisms and processes, as well as the negligence 

of project managers in implementing them. Projects whose risks are 
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not effectively managed will face greater risks [3]. However, as the 

projects of service organizations become more complex and 

important, there is a need to implement a systematic approach to 

deal with project issues and risks to ensure greater project success 

[4]. In the book (Measures, Key Performance Indicators, and Project 

Management Indicators), Harold Krzner, a leading professor of 

project management, states that about 70% of projects in the world 

are delayed [5]. It is observed that delays in world projects are a 

natural thing that indicates poor performance in various areas of 

projects. In Iran, which is another developing country, delays in 

implementation projects are enormous. In 1985, the Center for 

Research and Development of Project Management conducted a 

study and published a report on the reasons for the delays in the 

country's projects. The report states that the average project time 

in the second development plan was 6/8 years, in the third 

development plan was 5/9 years, and in the first year of the fourth 

development plan was 11 years, and the duration of Iran's national 

projects was 5/2 years. Is equal to the global duration. In its report, 

the Development and Renovation Organization of Iran also 

mentioned that the duration of large-scale projects at the 

international level is 3 years, which is about 9 to 11 years in Iran.Risk 

identification involves the process of determining the risks affecting 

the project and documenting their characteristics. Risk assessment 

examines project risks according to their characteristics such as 

probability, severity and risk response to progress. In addition, 

strategies are selected and implemented with the aim of reducing 

risk exposure. Risk response plays an important role in reducing 

the negative severity of project risks [3]. In this study, an attempt is 

made to introduce the mentioned gap by introducing a model that 
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covers some approaches, steps and underlying aspects of project 

management. 

 

Research Methods 

One of the methods that has been introduced to study the 

composition and pathology of past research in the past few years is 

a hybrid approach, which has been used mostly in the field of 

medical research [6]. Hypertext is a qualitative method that is used 

to provide interpretations and theories through a combination and 

compare a qualitative study in a specific field; In other words, a 

hybrid approach transforms the results of qualitative studies in the 

relevant field again [7]. This method is especially useful when the 

researcher is looking for a visa concept in existing articles  as well 

as extensive paradigm shifts have occurred in the theoretical 

foundations of a field of study  hence given that the concepts 

presented for risk Acceptability in studies is scattered in terms of 

context, concept and consequences, and risk-taking and project 

management in areas outside of service organizations have been 

examined, using this approach to provide a coherent model is 

justified [8].  

The steps of the hybrid approach are as follows: 

1. Beginning: Develop a question that the study answers. This 

question can be changed during the study; 

2. Identify the relevant study: Pay attention to the most relevant 

studies and exclude studies that are less relevant; 

3. Reading: The process of constantly reading and taking notes on 

metaphors during synthesis; 

4.  Controlling the relationship between studies: Comparison of 

identified concepts of studies to determine the relationship 

between them (triple coding process was used); 
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5. Review of each study from the perspective of other studies: The 

concepts identified in each study and their relationship with other 

studies (reviewed) are compared; 

6. Synthesis: determining common concepts by comparing the 

interpretation of concepts with each other obtained from the 

previous step and constructing new concepts; 

7. Report synthesis results: Synthesis results that are expressed in 

terms of culture and language of the audience to be understood by 

them [9,10]. 

The questions posed were presented as the first a hybrid approach 

step in the introduction. The second stage of a hybrid approach 

deals with the statistical determination of the studied reports and 

the selection of the final sample [11]. This is a hybrid approach of 

determining the studies that should be included in the process and 

the cases that should be excluded [12]. 

The statistical population of this research includes articles and 

dissertations that have been done between 2000 and 2020 in the 

field of project management and risk taking. A Google Scholar site 

search was performed with three key exact phrases: 

 - Project management (300 items); 

-  Project risk-taking (88 cases); 

-  Project timing (47 items); 

Having each of these expressions was the criterion for 

entering studies that obtained a sample of 434 studies. The study 

continued due to having a project management risk model, which 

was the criterion for excluding related studies, and finally reduced 

the sample to 10 final studies. The selection process is presented in 

Figure 1. 

To go through stages 3-6 meta-combination, a three-stage 

coding approach was used through which all the remaining studies 
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were read and coded in three stages: free coding, axial coding and 

selective coding. Free coding is the process of size reduction, 

conceptualization evaluation, and data classification [11]. This 

approach is a process of deductive analysis to identify concepts and 

characteristics [14]. Axial coding is the process of assigning free 

codes to classes. Axial coding is the process of linking classes 

(higher abstraction rates) to subclasses (lower abstraction). The 

central term was used because the coding in this approach revolves 

around the main class and connects the subclasses. Selective coding 

is the final stage in coding during which the theory is modified and 

combined. 

The main class is modified in selective coding to reveal the 

main theme of the theory and the details of the combination between 

the main class and other classes [13]. The Bohemian (2004) coding 

example was used to integrate the classes to obtain the final model. 

Atlas T6 program was used in the coding process to record 

the codes and concepts of exploitation as well as the illustration of 

the final model [15,16]. The inter-coder reliability method was used 

to analyze the reliability of the softs. Inter-coder reliability the 

number of agreements between two coders over the same source, 

which is divided by the average number of codes generated by each 

coder, is usually given as a percentage. The inter-encoder reliability 

analysis for the data is presented in Table 1. 
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Figure 1. Document selection process 

 

 
Table 1. Reliability analysis 

 

Percent 
Number of 

differences 

Number of 

agreements 
Coded items 

93% 14 15 Article 3 

88% 13 16 Article 5 

91% 22 25 Article 7 

91% 51 56 Total 

 

According to Table 1. The total percentage of reliability 

between the coders in the present study was 91%, which is more 

than the threshold of 90% for this criterion. 
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Analysis of research data and findings 

The models studied in this study are summarized in Table 2. 

 

Table 2. Summary of reviewed models 
 

Researcher Summary of findings 

[17] In the present study, a model based on synergies among project 

risk responses was developed that is capable of considering the 

various criteria in the objective function and optimizing them based 

on the defined projects. Risk response selection for a large-scale 

project is a complex problem. Because of the nondeterministic 

polynomial time (NP)-hardness of the presented model, two met 

heuristic algorithms, namely, the self-adaptive imperialist 

competitive algorithm and invasive weed optimization, were 

developed to solve the proposed MIP model. A large-scale high-rise 

residential building was evaluated as a case study to investigate the 

model proposed in this study empirically. 

[18] In this article, we present our own construction process model 

consisting of 16 stages and eight phases, which is particularly 

applicable to large investment projects. In the context of each 

project phase, we examine how the appropriate way of scheduling 

construction processes affects the problem of the risk of 

prolonging individual phases and the whole project, as well as of 

not meeting Deadlines (which is one of the main problems faced 

by management practitioners in the construction industry). We 

show how the implementation of the process model (individual 

phases) and the whole project can be considered in the context of 

the covariance matrix between all its phases and how changes in 

the arrangement of these phases can affect the risk of time 

extension of the whole project. Our study is based on simulation 

data for a large development project (Fort Bema/Parkowo-Le´sne 

housing estate complex) in Bemowo, a district of Warsaw, carried 

out between 1999 and 2012. The entire investment project involved 

the construction of almost 120,000 m2 of floor space. 

[19] Through expert interviews supported by policy documents, we 

found that the municipalities understand compound events as 

either a condition or situation and develop precautionary strategies 

to some extent. Depending on their respective geographical 

surroundings, they observe compound events either as no clear 

trend (Odense), a trend to be critically watched (Hvidovre), or 

already as a partial reality (Vejle). They perceive flood drivers and 
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their combinations as major physical risks to which they adopt 

different tailor-made solutions. By choosing a bottom-up approach 

focusing on local governance structures, it demonstrated that the 

mismatch between responsibility and capacity and the ongoing 

separation of services related to climatic risks in the Danish 

municipality context need to be critically considered. The findings 

highlight that the complex challenge of compound events cannot 

be solved by one (scientific) discipline alone. Thus, the study 

advocates a broader inclusion of scientific practices and increased 

emphasis on local focus within compound event research to foster 

creative thinking, better preparation, and subsequently more 

effective management of their risks. 

[20] The purpose of this article is to present a hybrid project 

management approach that uses not only traditional project 

management approaches, but also agile and pure approaches and 

seeks to promote change, strengthen customer interaction and 

increase project value by using it. Component of agile approach 

to increase the probability of success of construction projects; 

And to eliminate waste by visualizing the component of the pure 

approach. This paper thoroughly reviews the existing literature on 

different project management approaches and proposes a hybrid 

project management model for construction projects, and 

presents and discusses key traditional, agile and pure methods. 

[21] This paper presents a framework for solving a risk response action 

selection problem by considering: 1) the impact of risk events on 

the project objectives, 2) the interactions between risk events, 3) 

management criteria and preferences. To full these purposes, a 

framework is developed by combining an optimization-based model 

with a Multi-Criteria Decision Making (MCDM) approach. First, in 

the optimization-based model, Ant Colony Optimization (ACO) is 

used to   

nd the best combination of response actions with greater elects on 

time, cost, and quality. In addition, in this model, to overcome the 

imprecision situation resulting from lack of knowledge or 

insouciant data, risk parameters are determined using the fuzzy set 

theory. Moreover, the Design Structure Matrix (DSM) is used to 

capture the erect of interactions between risk events. Second, the 

Fuzzy Technique for Order Preference by Similarity to Ideal 

Solution (FTOPSIS) method is used to analyze the obtained 

solutions by ACO based on other management criteria. Finally, the 

cinchy of the proposed framework is examined by its 

implementation in a real building construction project. Discussions 

concerning the case study show that decision makers can evaluate 
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more aspects of response actions by using the proposed 

framework. 

[22] An innovative integrated model aimed at flexing the existing gap, 

supporting a structural decision-making process, and facilitating 

the integration of two disciplines characteristic of different 

approaches and competencies, but with one common goal: the 

great success of the model's validity with an average of a. The items 

identified on one of the EPC contractors were cost / benefit analysis 

on four items. 

[23] This study examined the critical risk factors in GPC and provided 

relevant suggestions for managers to reduce risk and ensure the 

correctness of the process. First, 18 risk factors were summarized 

along four dimensions: the certification institution, the entrusting 

enterprise, the certification business, and the implementation of 

the certification. Second, the Delphi method was used to determine 

the formal research framework, and the decision-making trial and 

evaluation laboratory (DEMATEL) method was applied to analyze 

the causal relationships among the risk factors to identify the ones 

driving risk and those representing the outcomes of GPC  .This was 

used to construct a causality diagram of the risks related to green 

certification. Finally, the analytic network process (ANP) method 

was used to calculate the weight of each risk factor, and the 

weighted prominence of each is calculated to identify the critical 

factors. The results showed that the working life and experience of 

the certification institution were the critical driving risk factors in 

GPC. Corresponding countermeasures were also proposed to 

mitigate these risk factors 

 
As mentioned in the research method, three coding steps 

were performed on the summarized texts. The first stage was free 

coding, in which the texts and summary phrases that were important 

in this field of study were transformed into meaningful citations, and 

each was then labeled and concepts and specifications were formed. 

When the initial tagging was completed, 60 original tagged quotes 

were obtained. 

By examining the initial codes and comparing them with 

each other, the overlap between them was determined and the 

overlapping items were merged under one label. With the 

publication of this work, the number of codes in this step reached 
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39, and these codes are listed in Table 3. To have meaningful 

classes, the original codes had to be placed in more abstract classes. 

This process is called axial coding. Classes are also associated with 

subclasses during this process. First the main floor is selected and 

then the coding is done around the main floor. The result of axial 

coding is shown in Table 3 (class). 

 

Table 3. The result of axial coding 
 

N Code Classification Total 

1 Specialized personnel Familiarity of 

employees with 

project control 

2 

2 Proper trainability 3 

3 Lack of infrastructure 3 

4 Avoid financial loss Financial 

burden 

imposed 

2 

5 
Identify and track costs incurred 

2 

6 Exact project risk Initial 

miscalculation 

and incomplete 

definition of 

stakeholder 

needs 

1 

7 Accurate and accessible tools 2 

8 Determine the scope of the project 2 

9 
Use of previous project data 

3 

10 Intra-organizational relationships Internal 

processes of 

organizational 

culture 

2 

11 

Creating organizational culture 

2 

12 
Non-continuity in project 

implementation 

Organizational 

risk 

1 

13 Lack of strong supervision 2 

14 Lack of pursuit of rights 2 

15 Insufficient information 2 

16 
Poor flow of information transfer from 

senior managers to colleagues 
1 

17 Lack of transparency of information 1 

18 

Creating inconsistencies due to 

management styles between project 

partners 

2 
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19 

Lack of mutual understanding due to 

the difference in organizational culture 

between recipient and donor 

 

1 

20 
Wrong way of transferring technical 

knowledge 
2 

21 Lack of regulatory and legal system 2 

22 
Poor decision-making process in the 

organization 
2 

23 Complex and ambiguous contracts 2 

24 Low efficiency of specialists 

Individual risk 

2 

25 
Insufficient commitment of the senior 

manager 
2 

26 
Manager's ignorance of potential project 

risks 
3 

27 Weakness in teamwork 2 

28 Weak social and communication skills 3 

29 Behaviors contrary to professional ethics 3 

30 Weaknesses in outsourcing 3 

31 Weakness of specialized manpower 3 

32 Political risks 

Environmental 

risk 

2 

33 Change in the rules 2 

34 Environmental laws 3 

35 Exchange rate fluctuations 4 

36 Dangerous technology 3 

37 Informal communication 

Interpersonal risk 

4 

38 Weak communication relationship 3 

39 Lack of mutual trust 1 

40 Lack of teamwork spirit 2 

41 Insufficient experience of employees 1 

Total 17+7+6+3+11+6+15+16  81 
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Figure 2. Dynamic model of project management risk-taking 
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Conclusion 
 

Project management and project risk-taking have so far 

attracted the attention of many researchers in this field, and each 

study has sought to clarify its various aspects; But in this study, a 

holistic model was introduced in which the dynamics of project 

management can be seen; a model that combines project risk-taking 

with the nature and process of project management, cognitive 

aspects, and the context and environment of the project. Existing 

models of project management and risk-taking were examined and 

their summaries were coded in three stages of free, axial and 

selective coding. Based on this integrated model, it was found that 

risk-taking also remained an option among all options. It is 

important to note that the risk selection and analysis process is 

informal and personal in the beginning and becomes a formal 

process with cognitive processes and reduction of uncertainty due 

to the completion of available information.  

It takes an analytical form the results showed that some of 

the factors of internal processes are called organizational culture, 

preceded by risk-taking and are as follows (organizational 

relationships, creating organizational culture). This study showed 

that the temporal aspects of risk-taking should also be included in 

the model. These codes had a sequence time load that was, as it 

were, an information step; the stage of risk assessment and selection 

and the stage of risk design and implementation. The last floor was 

a new floor that was added to the common models extracted from 

the three coding steps. Although many researchers want the 

evaluation of the model to be more empirical, considered it in detail, 

but no holistic model to consider in-house culture, organizational 

risk, individual risk, interpersonal risk for project management, and 

there is no risk. The present project introduces a framework for 
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such a model; however, it is suggested that future research evaluate 

the components of the model and the relationships within it 

empirically in order to achieve stronger results. The findings of this 

study revealed the strategies that project managers use in the risk-

taking process and can be useful in preparing hybrid approaches. 

Research streams determine the factors influencing the 

risk-taking process. But these studies ultimately limit risk-taking to 

cost-benefit calculations to determine the actual output of projects. 

This stream ignores non-monetary costs and benefits. The 

consequences and strategies of risk-taking, as revealed in this study, 

largely fill the gap, but there is an urgent need to separate these 

factors and separate their relative effects on risk-taking. Future 

research should focus more on non-monetary considerations in 

project risk-taking. Project risk research is a process that includes 

studies that begin mostly with the minds of project managers and 

follow the steps until the final choice of risk. These studies should 

further consider the internal and external environmental factors and 

the context and consequences of risk that became clear in the 

present study. More empirical studies are needed to determine the 

relationships between project managers' minds and underlying 

factors. Also, political, cultural and social environments can be 

introduced as an impact on project risk, which itself requires 

empirical studies. 
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EVALUATION OF THE EFFECTIVENESS OF COMMUNITY 

CONSOLIDATION USING AN ECONOMETRIC MODEL 
 

The process of community consolidation was almost 

completed by 2021. Elections to local self-government bodies of 

enlarged communities were held, as a result of which the number 

of communities became 79. In this context, there is a need to assess 

the effectiveness of the consolidation of communities, to identify the 

factors affecting them and the degree of their influence, to present 

methods of quantitative assessment characterizing the relationship 

between these factors. As part of the study, a survey was conducted, 

the results of which were summed up and evaluated by the least 

squares method, as a result of which a linear relationship was 

revealed between the effectiveness of community enlargement and 

factors affecting it. 

Keywords: consolidation of communities, efficiency of 

consolidation, participation of residents, financial independence, 

linear regression model, survey 

In 2011, by the protocol decision of the Government of the 

Republic of Armenia No. 44, the concept of consolidation of 

communities and the formation of intercommunal associations was 

approved․ According to the concept, a new stage of administrative 

and territorial reforms in the Republic of Armenia was launched, 

which was to significantly affect the capabilities of communities, 

become the basis for the socio-economic development of 

communities [1, pp. 3-4]․ 
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Prior to the start of the process of community consolidation, 

there were 915 communities in the Republic of Armenia․ So far, 5 

stages of community consolidation have been carried out. The 

enlargement of communities began in 2015, and by the end of 2021, 

the largest number of communities were included in the 

enlargement program. In general, the number of communities has 

increased to 79, including the capital Yerevan․ There are 

communities that have not yet been included in the consolidation 

process (communities inhabited by national minorities).  

From the point of view of assessing the effectiveness of 

community enlargement, it is important to choose a model for 

evaluating the effectiveness of enlargement by residents. The 

chosen model should answer the following questions: how positively 

the residents consider the enlargement of their community, by what 

indicators it is possible to assess whether the enlargement had the 

same effectiveness for residents of the center and adjacent 

settlements. The main purpose of the conducted research is to find 

an answer to such questions.  

In order to conduct the study, a survey was conducted in 6 

enlarged communities of Gegharkunik region. The survey was 

conducted online (on the principle of voluntary sampling). 

To determine the optimal sample size, a Sample Size 

Calculator was used. According to the population of Gegharkunik 

region, the confidence level is 95% and the confidence interval is 

5%. The sample size required to meet the conditions is 384 [2]. 

419 residents took part in the survey. The sample is 

presented according to the gender  community of the respondents. 

The sample is also presented according to education, age  

employment. 196 of the respondents represent the center of the 

enlarged community, and 223 - the adjacent settlements. 
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This indicator is more than important, since the survey 

results indicate that residents of the center and the adjacent 

settlement have significantly different ideas about the effectiveness 

of enlarging their community. 

To the question "Please indicate how you assess the process 

of enlargement of your community as a whole", the majority of 

residents of adjacent settlements gave a negative answer, while only 

12% of residents of the center believe that the enlargement had a 

negative result (figure 1). 

 

 

Figure 1. Effectiveness of community enlargement at the 

center and adjacent settlement 

In addition, it is also interesting that the assessment of the 

effectiveness of the enlargement of residents also differs from the 

answer to the question when the community was enlarged. 

Residents of both communities enlarged in 2021 and residents of 

previously enlarged communities took part in the survey. 

It became clear from the study that 44% of residents of a 

previously enlarged community negatively assess the enlargement, 

52%

19%

12%

64%

36%

17%
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Community Center

Adjacent settlement

I find it difficult to answer Negative Positive
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and in the case of an enlarged community in 2021, this figure is 

32%. It turns out that many residents have positive expectations 

from the enlargement of the community, while residents of an 

already enlarged community believe that these expectations were 

not met, and the enlargement did not give the desired result. 

The main principle of the choice of questions was to identify 

the factors that determine the effectiveness of consolidation. The 

questions were chosen precisely with the assumption that the 

attitude of residents to enlargement depends on their answers. 

The answers to the questions were multilevel. There were 2 

to 5 possible answers to each question. The Likert survey scale was 

chosen for the survey. 

A survey scale represents a set of answer options either 

numeric or verbal

always part of a closed-ended question (a question that presents 

respondents with pre-populated answer choices) [3]. 

Then the different levels were converted to the same scale 

in order to include them in the model. The Likert scale conversion 

method was used for the conversion. The transformation was 

carried out according to the following formula [4]․ 

Y = (B - A) * (x - a) / (b - a) + A 

To summarize the results of the survey, we will try to build 

a linear regression model. The efficiency of consolidation was 

chosen as a dependent variable, and the other variables were 

chosen as independent variables. We believe that there is a linear 

relationship between these variables. 

Below are all the independent variables selected for the 

model (Table 1). 
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Table 1. Independent variables included in the model 

Q7 
Have you participated in the local government 

elections in your enlarged community? 
Q18 

How you assess the effectiveness of the provision of services by 

local authorities in your community․ 

Q9 

Please note whether you have ever participated in the 

activities of local self-government bodies of your 

community․ 

Q19 

Please note how the consolidation of communities has affected or 

how it will affect the quality and availability of services provided 

by local authorities․ 

Q10 
Please note whether you have made suggestions 

during public discussions․  
Q20 

Has the administrative head of your settlement effectively solves 

the issues you have raised? 

Q11 
For what reason you did not participate in the activities 

of local self-government bodies․? 
Q21 

Has the income of your community will increase as a result of the 

consolidation of communities? 

Q12 
Have you ever read your community's budget or the 

five-year community development program? 
Q22 

As a result of income growth after the consolidation of 

communities, will all settlements benefit equally or some 

communities will gain an advantage? 

Q13 

How the enlargement of communities has affected or 

how it will affect the level of participation of residents 

in the activities of local governments? 

Q23 

Please note how the consolidation of communities has affected or 

how it will affect the level of financial independence of 

communities․ 

Q14 
How you assess the level of transparency of the 

activities of local governments in your community? 
Q24 

How the fact that the head of the enlarged community is not a 

resident of your settlement may affect your settlement․ 

Q15 

How the consolidation of communities has affected or 

how it will affect the transparency (be accountable to 

the public) of the activities of local governments․ 

Q25 

Please indicate how the distance between your adjacent 

settlement and the community center may affect the effectiveness 

of solving the problems that you raise․ 

Q16 

Please indicate will the performance of garbage 

collection in your community improve as a result of 

the consolidation of communities․ 

Q26 
Please pay attention to how you evaluate the activities of local 

authorities after the consolidation of communities․ 

Q17 

Please indicate whether the organization of preschool 

education in your community will improve as a result 

of the consolidation of communities․   
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The least squares method was used to assess the influence of 19 

independent variables presented in the table. The model was compiled 

and evaluated using the software "Eviews 12". 

As a result of the preliminary evaluation of the model, it turned 

out that some variables are not significant and their influence on the 

dependent variable is minimal. The preliminary model is shown in the 

figure 2. 

 

Figure 2. Initial econometric model 

The insignificance of some variables was due to the existence of 

outliers, as a result of the exclusion of which variables become significant. 

In addition, all variables whose coefficient F (Prob) is less than 0.05 after 

the exclusion of outliers are removed from the model, as a result of which 

the quality of the model changes significantly, and the independent 

variables are significant and explain the dependent variable. 
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For a linear regression model, it is important that the data have a 

normal distribution. After removing the non-essential variables of the 

model, the normal distribution check looks like this (figure 3) ․ 

 

Figure 3. Result of normality test 

 

In order for the data included in the model to have a normal 

distribution, it is necessary that, as a result of checking the normal 

distribution, the Skewness is equal to 0 (in the model-0.01), the Kurtosis 

is 3 (in the model-3.32) [5], and the Jarque-Bera coefficient in the model 

is 1.84. For comparison, we note that at the level of significance of 0.05, 

the critical value of the Jarque-Bera coefficient is 5.99 [6]. 

In general, we can say that with the exception of outliers, the data 

included in the model has a normal distribution, and there is a linear 

relationship between dependent variables and independent variables. 

The next important indicator evaluating the quality of the model 

is the absence of autocorrelation, which is checked by the Durbin-Watson 

coefficient. In order for there to be no autocorrelation between the 

variables, it is necessary that the Durbin-Watson coefficient be 2 [7]. In 

the model, as we can see, it is equal to 1.54. 

There are many methods that allow you to correct autocorrelation 

between variables and eliminate its influence on the model. Therefore, we 

have included a false variable (Efficiency (-1)) in the model, which 
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neutralizes autocorrelation. As a result of entering a false variable into the 

model, it received the following form (figure 4). 

 

 

Figure 4. Final econometric model 

 

As you can see, the Durbin-Watson coefficient has become 2.05, 

which means that there is no autocorrelation in the model. 

Among the important characteristics of the model based on panel 

data are the criterion Akaike info, Schwartz and Hannan-Quinn. They allow 

you to compare which of the two models given better explains the 

dependent variable [8]. The values of these criteria in the initial and final 

form of the model are presented in the table 2. 

Table 2. Initial and final values for evaluating the quality of model 

Criterion Initial value Final value 

Akaike info criterion 0.29 0.20 

Shwarz criterion 0.47 0.31 

Hannan-Quinn 

criterion 

0.36 0.24 
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From the table it becomes clear that the quality of the model has 

significantly improved and it can well assess the dependent variable (the 

effectiveness of community consolidation). 

The last important indicators of the model evaluation are the 

coefficient of determination (R2) and the adjusted coefficient of 

determination (Adjusted R2) [9]. In the model, they are equal to 0.69 and 

0.68, respectively. 

The coefficient of determination shows which part of the resulting 

indicator is interpreted by the behavior of independent variables. If the 

adjusted coefficient of determination is almost equal to the coefficient of 

determination, then it can be argued that the behavior of the independent 

variables included in the model clearly explains the behavior of the 

dependent indicator. 

Generalizing the model, let's imagine what relationship exists 

between the assessment of the enlargement of communities and the 

selected independent variables. The results of the model are presented 

according to the following formula: 

Efficiency = 0.07*Q9 - 0.13*Q11 + 0.12*Q15 - 0.05*Q20 - 

0.08*Q22 + 0.14*Q23 - 0.06*Q24 + 0.16*Q26 + 0.28* Efficiency(-1) 

It turns out that the effectiveness of community consolidation is 

highly appreciated  if a resident begins to participate in local self-

government (Q9, Q11), if the transparency of the activities of local self-

government bodies increases (Q15), the administrative head or the head 

of the community (in the case of the center) solves the problems of 

concern to residents (Q20), if after consolidation the incomes of all 

communities increase evenly (Q22), if the level of financial independence 

of communities increases (Q23), etc. 

If we generalize the variables that affect the effectiveness of 

consolidation, then it can be argued that the effectiveness of the 

consolidation of communities depends primarily on the following 3 

components: 

✓ Participation in local self-government, 
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✓ Transparency and accountability of the activities of local self-

government bodies, 

✓ Financial independence. 

However, it should also be considered that months have passed 

since the consolidation in a number of communities, and we can only rely 

on subjective assessments of residents to assess the effectiveness. 

 

Conclusion 

However, it becomes clear from the conducted research that: 

✓ Residents of the center positively assess the consolidation of 

communities, 

✓ The opinion of residents of a previously enlarged community differs 

significantly from the opinion of residents of communities that were 

enlarged only recently, 

✓ The evaluation of the effectiveness of community consolidation is 

linearly dependent on the indicators included in the model, 

✓ Participation, accountability of local self-government bodies, financial 

independence are the main indicators characterizing the effectiveness 

of community consolidation. 
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ISSUES OF ENTERPRISES BANKRUPTCY RISK ASSESSMENT 

 

Abstract: For each Company during its activity it is very important 

to have financial sustainability, which is very important as to attract new 

investments and to create new partnerships rankings. Nevertheless, 

companies often faced with the insolvency problem, which brings to a risk 

of bankruptcy, and as a result the company may cease to exist. There are 

different methods and ways of bankruptcy risk assessment. In our 

research is reviewed two-factor and the five-factor model of Altman and 

the Model of Toffler. 

Keywords: insolvency, bankruptcy risk, financial condition, 

liquidity 

JEL code: G 17 

Research goals: comparative analysis of enterprise bankruptcy 

risk assessment approaches 

Research novelty: in case of assessing the risk of bankruptcy of 

organizations, should not be guided by only one model and it is necessary 

to apply differentiated analytical approaches, creating an opportunity to 

interpret the types of solvency risks and ways of their prevention in the 

field of comprehensive assessment. 

 

Introduction 

In the current situation of the Republic of Armenia, when the 

development of the economy is highly dependent on internal and external 
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factors, the problem of financial management of enterprises in a crisis 

becomes especially relevant. In the process of ensuring real conditions 

and sustainable economic growth, it is crucial to achieve the desired level 

of financial stability of economic entities, which is important for attracting 

new investments and for forming a rating in partnerships. However, in 

practice, there are very often cases when enterprises, for various reasons, 

find themselves in a financial crisis, which in most cases is the cause of 

insolvency or bankruptcy. Therefore, the factors associated with 

identifying unfavorable trends in the development of an enterprise, 

predicting a crisis situation and bankruptcy, are of interest to many 

specialists and managers of an enterprise. In this regard, it is currently 

considered relevant to solve the problem of methodological improvement 

of business risk assessment 

 

Research results 

The definition of the term "bankruptcy" does not cause disputes 

and is interpreted unambiguously. The legislation gives a clear definition 

recognized by the court or declared by the debtor to fully satisfy the claims 

of creditors for monetary obligations and fulfill the obligation to make 

 

 The reasons leading the enterprise to a crisis state can be 

different. At the same time, there is no single generally recognized 

classification of the causes of the insolvency of an enterprise. The 

deterioration of the financial condition of the enterprise may be the result 

of an insufficient amount of own funds of the enterprise and the refusal 

of credit institutions in further financing, inefficient asset management, 

and a decrease in the competitiveness of products. Such consequences 

are caused by management errors made in the conduct of business 

activities. Bankruptcy issues are especially important in market economies, 

where each business entity is responsible for its financial decisions. 
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  Bankruptcy is a state in which a company is unable to meet its 

long-term obligations. The lack of confidence on the part of investors does 

not allow attracting funds to refinance their obligations. But bankruptcy 

ultimately cleans up the market environment - removing weaker 

participants from the market and leaving strong, competitive ones. Thus, 

we can say that there is an "evolution" of the market economy [2]. 

 Obviously, bankruptcy does not appear immediately, and the first 

sign of this is the poor financial condition of economic entities, resulting 

in bankruptcy.  In all cases, enterprises with financial difficulties, as 

partners, create a number of difficulties for the implementation of a 

sustainable economic policy in the country. In general, in the Republic of 

Armenia, insolvency relations are regulated by the Civil Code of the 

 

In the process of entrepreneurial activity, economic entities are 

aimed at ensuring the desired level of financial stability, which is necessary 

to attract investment and to form the necessary rating in partnerships. 

Bankruptcy is a documented inability of a business entity to pay its debt 

obligations and finance current core activities due to lack of funds [3]. 

The prerequisites for bankruptcy are diverse - this is the result of 

the interaction of numerous factors, both external and internal. They can 

be classified as follows. 

 

External factors: 

1. Economic: the crisis state of the country's economy, the general 

decline in production, instability of the financial system, rising prices for 

resources and other factors One of the reasons for the insolvency of 

business entities may be the wrong fiscal policy of the state. A high level 

of taxation can be unbearable for an enterprise. 

2. Political: political instability. 

3. Strengthening international competition in connection with the 

development of scientific and technological progress. 

4. Demographics: 
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Internal factors: 

1. Deficit of own working capital 

2. Working capital turnover ratio (turnover rate) 

3. Growth of overdue receivables 

4. Lack of commodity markets 

5. Attracting non-targeted bank loans, etc. 

 

Bankruptcy, as a rule, is the result of the combined action of 

internal and external factors. Considering the above factors, the company 

should coordinate its planning activities. An important component of 

planning is bankruptcy forecasting. The calculation of the relevant 

indicators allows company executives to receive notifications of possible 

bankruptcy. The correct interpretation of these indicators and the 

appropriate steps can save the company from bankruptcy. 

 Before talking about the insolvency of an enterprise, it is 

necessary to calculate two components of the indicator: the current 

liquidity ratio and the ratio of own working capital, and to recognize the 

insolvency of the company, one of the following conditions is required. 

✓ The current liquidity ratio at the end of the reporting period is below 

the standard. This coefficient in Russia is 2, in the Republic of Belarus 

- 1.7, in the Republic of Armenia it is not registered by law. Just to 

note, the Accountants Union guarantees a minimum value of 2 for 

audit purposes [4]. 

✓ The adequacy ratio of own current assets at the end of the reporting 

year is below the standard (in the Russian Federation - 0.1, in RA - 

0.1). 

The calculation of insolvency indicators was made on the basis of 

the balance sheet data for 2020-2021 of the following companies. 
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Table 1. Assessment of the solvency of enterprises 
 

## Indicators  
m-

pany 

Mi     

company 

Nor- 

ma- 

tive 

2020 2021 2020 2021 

1. Current liquidity ratio 

(current assets / current 

liabilities) 

 

5.12 

 

3.06 

 

0.072 

 

0.1597 

 

2.0 

2.            Interest coverage ratio 

(characterize the financial 

risk the firm's ability to 

respond on its external 

obligations 

own property) 

 

0.8 

 

0.67 

 

-12.83 

 

-5.26 

 

0.1 

 

Calculation sources: www.audit-it.ru/finanaliz/start/,  www.azdarar.am 

 

The given data indicate that in the studied companies, the 

 

Bankruptcy risk assessment is a very urgent problem for 

organizations around the world to plan their activities and to achieve an 

effective and desirable result. The risk of bankruptcy is present at all 

stages of the life cycle of an organization. 

Altman proposed a simple method for predicting the probability 

of bankruptcy - a two-factor model for assessing the bankruptcy of a 

company. 

Z= a0 + a1x1 + a2x2 

where` 

a0 - measurements of the influence of other factors on bankruptcy, 
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a1, a2 - weight coefficients of influencing factors 

Conventionally, the bankruptcy risk coefficient is assigned the 

letter Z, the range of which varies -0.3< Z<0.3: 

In addition to the two-factor model, Altman also proposed a five-

factor Z model for predicting the bankruptcy of economic entities, which 

is expressed in weight coefficients. 

Z=1.2y1 + 1.4y2 + 3.3y3 + 0.6y4 + 0.999y5 

where` 

y1= (current assets, current liabilities) / total assets, 

y2= accumulated (retained) profit /, total assets 

y3= Net income (before taxes) / total assets 

y4= (Market value of common and preferred shares)) / current and 

long-term liabilities, 

y5 = Net sales income / Total equity (assets): 

  If Z<1.8 - the risk of bankruptcy of this business entity is quite 

high. 

  If 1.8< Z <2.7 - the risk of bankruptcy is at an average level 

  If 2.7< Z <2.9 - the risk of bankruptcy is not so high 

  If Z > 2.9 - the risk of bankruptcy is very small or there is no risk 

of bankruptcy 

To obtain a complete picture of the bankruptcy of the surveyed 

companies, it is necessary to use the Lees and Toffler models. The results 

of bankruptcy evaluation are shown in the following table. 
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Table 2. Comments on assessing the risk of bankruptcy of 

enterprises 

Enterprise 

bankruptcy 

assessment 

coefficient by 

models (Z) 

 

company 

 

company 

Actual 

indicator  

Normative 

indicator 

Actual 

indicator  

Normative 

indicator 

Two-factor Altman 

model 

-4,7 

The risk is 

low 

-0,3<Z<0.3 

 

-0.4577 

The risk is 

low 

-0,3<Z<0.3 

 

Five -factor Altman 

model 

2,81 

The risk is 

low 

2,7<Z<2,9 

 

-1,3194 

The risk is 

high 

2,7<Z<2,9 

 

Modification of 

Altman's five-factor 

model for 

enterprises that are 

not JSCs 

2,463 

According to 

the model, 

no risk was 

identified 

Z>1,23 -0,829 

According to 

the model, 

there is a 

fairly higher 

risk 

Z>1,23 

Liss model 

 

0,0282 

According to 

the Liss 

model, there 

is a risk of 

bankruptcy 

Z<0,037 0,022 

According to 

the Liss 

model, there 

is a risk of 

bankruptcy 

Z<0,037 

Tafler model 3,156 

According to 

the Tafler 

model, the 

firm has 

fairly good 

prospects. 

Z>0,3 0,092 

The firm is 

more than 

likely in 

bankruptcy 

Z>0,3 

 

Calculation sources:  www.azdarar.am 
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Conclusion 
 

Summarizing the above coefficients for evaluating bankruptcy 

based on models, we can say that Sharm Holding LLC has opportunities 

and development prospects, and other things being equal, Mir 

Molybdenum LLC has the probability of bankruptcy. In our opinion, any 

methods for assessing the prediction of a possible bankruptcy of an 

enterprise should identify in advance the emergence of a crisis situation 

of a legal entity, even before the appearance of obvious signs of absolute 

insolvency. 
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