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PECULIARITIESOF HIGHER EDUCATIONAL ESTABLISHMENTS
FUNDING ACCOUNTING: NATIONAL AND FOREIGN EXPERIENCE

Abstract. The atide actualizes issues of funding
for efficient scientific, ressarch and deveopment,
educational activity during the reform period. The focus on
integration of science and education, based on the
education quality improvement, requires implementation of
new modds for the scientific and educationa process
funding. For the purpose of deve opment of such modds,
we offer to compare foreign experience of leading
educational inditutions, represented by the Harvard
Univerdty, and Taras Shevchenko Nationa University of
Kyiv. The majority of higher educational establishmentsin
Ukraine are funded from the dtate budget within the
governmental  order. The money, provided to the
educational inditutions for the doate-funded places,
essentialy form the universties profit. At the same time,
the comparative anaysis of the budgets of the leading
world's univergty and a nationa inditution of higher
education with the privileged funding shows incomparable
dlocation of funds. The difference in the practice of
planning, accounting, control and anayss of financidl,
informational and materia flows generates principa
diginctions in the obtained results. The problems of higher
educational inditutions economy and management are
directly rlated to financia assurance of the educational
process. The modds and approaches to funding higher
educational establishments in the mode and forms they
function now require reforming. It is suggested to apply
financia leversdue to ther interconnection with the factors
of efficiency, taken as a bads during the educational
establishment’s activity assessment. In terms of scope, there
emerges a necessity for eaboration of higher educational
ingitutions devel opment strategy, focused on the needs of
society and economy,.

Keywords: scientific research funding, sources
of funding, university, budgeting, endowment, funding
model, higher educational establishment.

Literature review. Having reviewed the
national and foreign sources that highlight the issue
of higher educational establishments funding, we
discovered an interesting trend of higher education
funding description. When the scientists consider

the issue of the higher education funding, they
normally focus on deepening the existing models,
stressing on the budget foundation of funding.

Government agencies have dlightly different
approach to the issue of funding. Considering the
financial aspect, they focus on the issues of
education reform, de-centralization, the concept of
the new Ukrainian school, including higher
education school. Thus, after the round-table
discussion of “Priority Directions of Activity in the
Sphere of Education and Science”, within the
frames of considering the project of MiddleTerm
Plan of Priority Actions of the Government for
2017-2020, they took the decision to increase the
budget funding of research activities with the aim
to form a new research management and financing
system and to create conditions for technological
breakthrough [1].

In genegad, the issues of funding higher
educational establishments were discussed in the
works of the leading Ukrainian and foreign researchers
and public officials, among them being G Becker [2],
L. Hrynevych, T. Bohadlib, V. Heyets and others.

Modern researchers emphasize the fact that
the resource support from the government and
private sector in conducting scientific research will
allow increasing the rating of the national higher
educational establishments, and this envisages
implementation of the policy, which would
stimulate research of the world level [3].

The objective is to study and compare
financial support of research and educational
activities of the leading Ukrainian and foreign
higher educational institutions at the present stage.

Materials of research. The focus on
improvement of the quality of education, declared
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by the Cabinet of Ministers of Ukraine, implies
integration of science and education, creation of
technological science parks, transition to project-
based financing of research [4]. Each of these
components provides for securing appropriate
financial ingtruments that ensure its implementation.

The state uses financial-credit and tax
instruments to create the economically favorable
conditions for effective carrying out scientific,
research and development activities in accordance
with the legislation of Ukraine, ensuring by 2025
the increase in science funding from all sources to
3 percent of gross domestic product — the figure
determined by the Lisbon Strategy of the European
Union [5]. The Law of Ukraine On Scientific,
Research and Development Activities also provides
for budget funding of the scientific, research and
development activities in the amount of minimum
1.7 % of the GDP of Ukraine. The law defines the
forms and methods of state regulation and
management of scientific as well as research and
development activities.

The dynamics of funding higher educational
establishments in Ukraine has its regularities, caused,
firgt of al, by the stat€'s internal situation. We will
focus on the public higher educational ingtitutions as
they make the basis of the higher education system in
the country, and they altogether manage to perform
the reasonable tasks they are sdt.

At present, Ukraine is trying to find the best
modd of financia support for the system of higher
education, thus fordgn experience of the world's
leading higher educational institutionsis very relevant.

According to the Times Higher Education
World University Rankings (THE WUR), compiled
annually since 2004, the 2016-2017 list of twenty
world's best higher educational establishments
includes 15 educational ingtitutions from the USA. It
should be mentioned that the ranking compilers focus
gpecifically on the quality of the education received.

Rating of the world's universities, compiled
each year, is based on 13 indicators reflecting the five
pillars of universities: education (30 %), research
work (30%), quoting (30 %), internationalization
(7.5 %), involvement funds from industry (2.5 %) [6].

The list of leaders permanently includes
Harvard University — the most famous and
prestigious US educational institution, whose
history dates back to 1636. It is therefore
appropriate to refer to the experience of building
financial security schemes of the institution.

The components of financing received by
Harvard University are as follows. The total annual
income of the university is 3billion USD, the
largest source of financing being private donations
(31%), and students tuition fees (minus
scholarships and grants they received) constituting
21%. The next important components of the
university financing are the actual incomes from
intellectual property and its business activities
(20 %) (“Other incomes’), the incomes from state
grants and contracts (17 %), gifts to university
(@bout 7 %), the funds from non-governmental
grants and contracts (4 %).

An important role in funding different
university programs — both educational and
scientific — is played by endowments that are
donations made by various institutions and
individuals for the university development
purposes. The market cost of endowments,
formalized as non-profit funds managed by
Harvard University, is about 40 billion USD.

Given the available university budget, the
expenses areallocated in the following way. From the
overall amount of 3 billion USD, the biggest amount
(26 %) is spent on financing the educational process.
Second in priority are the expenses for scientific
research funding (19 %); ingtitutional expenses are
third in importance (18%); 12% of funding is
alotted for additional services maintenance 12 %
goes for the scientists support; maintenance of
libraries takes 6% of the budget; expenses for
scholarships to students and scientists take 3 %, and
the cost of student infrastructure support congtitutes
3 % of thebudget [7].

Distribution of incomes and expenses by
itemsis provided in Table 1.

According to the results of the world QS
Higher Education System Strength Rankings 2016,
Ukraine occupies the 45™ place among the
countries with the best higher education system,
having received 16.6 points out of 100 [8].

The ranking of the top world universities
includes two Ukrainian higher educational
establishments: Taras Shevchenko  National
University of Kyiv and V.N. Karazin Kharkiv
National University. Funding of Taras Shevchenko
National University of Kyiv is privileged. Thus this
university financing can be taken as a model. Let
us consider the items of income and expenses of
Taras Shevchenko National University of Kyiv
budget taking data of the 2016 financial year.
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Table 1
Items of I ncome and Expenses of the Harvard University Budget
Items of income Items of expense
Amount, Amount,
[tem name million [tem name million
UsD UsD
Private donations 930 | Educational process 780
Studentstuition fees 630 | Scientific research 570
Intgl I_e_ctual property and business 600 | Inditutiona expenses 540
activities
Governmenta grants and contracts 510 | Additiona services maintenance 360
Giftsto University 210 | Support to scientists 360
Non-governmental grants and contracts 120 | Maintenance of libraries 180
Scholarshipsto students and scientists 90
Support of student infrastructure 20
Tota 3000 2970

According to official data, in 2016 the
funding of Taras Shevchenko National University
of Kyiv was 1,132.5 million UAH. Funding of the
common fund constitutes 765.9 million UAH, or
67.6 %, and of the special fund — 366.6 million
UAH, or 32.4 % of the overall funding.

The receipts from the State Budget of
Ukraine (general fund), according to all the budget
programs, were directed to payment of wages with
benefits — 577.7 million UAH that is 75.4 %;
payment for utility services — 15.67 million UAH
that is 2.15% of the total funding; payment of
scholarships and other payments to people make
20.6 %, or 158.05 million UAH; business trip
expenses constitute 280 thousand UAH (0.04 %));
expenses of purchasing food products -
8.56 million UAH, or 1.1 %; use of goods and
sarvices — 3.3 million UAH (0.4 %); costs of
purchasing equipment and products of long-term
use— 2.27 million UAH (0.3 %); costs of arranging
conferences — 70 thousand UAH (0.01 %)).

In fact, in 2016 the receipts of the special
fund by all the budget programs (educational and
scientific activities, tuition in vocational schools
and colleges) constituted 366.6 million UAH.
Revenues to the special fund for training
specialists were 344.1 million UAH. Incomes to

the special fund to the item “ Research, scientific
and R&D projects, scientific activities” were
18,531.0 thousand UAH. Receipts from funding
grant agreements for the period amounted to
775.7 thousand UAH.

The money of the special fund from the
incomings for training of specialists was directed to
wages — 176.4 million UAH (59.74 %); utilities —
68.7 million UAH (23.3%); food products —
16.2 million UAH (5.5 %); current repairs, capital
repairs, reconstruction, construction — 4.6 million
UAH (1.6 %); household goods, materials for
current repair works — 5.07 million UAH (1.72 %);
facilities, materials, equipment and inventory —
3.1 million UAH (1.05 %). Each of other expense
items does not exceed 1 %.

The money of special fund, received for
research, scientific and R&D projects in the
amount of 12.95 million UAH, was spent on
wages — 8.2 million UAH (63.3 %); purchase of
materials — 0.6 million UAH (4.9 %); payment for
utility services and energy supplies — 0.2 million
UAH (1.7 %); payment for services of the
associate contractors in research and devel opment
projects — 1.6 million UAH (12.1 %); taxes —
1.9 million UAH (15.1 %); equipment for research
and development projects — 0.2 million UAH
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(1.3 %); travel allowances — 0.05 million UAH
(0.3 %); payment for services and participation in
exhibitions and conferences — 0.2 million UAH
(1.3 %) [9].

As it is obvious from the data provided, the
system of funding and its spending is characterized

by the clearly defined trends stipulated, first of all,
by the government regulation of the process.

The list of income and expense items
according to the common and special fund of Taras
Shevchenko National University of Kyiv is
systematized in Table 2.

Table 2
Items of I ncome and Expense of the Budget of Tar as Shevchenko
National University of Kyiv in 2016
Items of income Items of expense
[tem name Amount, [tem name Amount,
million million
UAH UAH
Total revenues in the common fund: 765.9 | Expenses from the common fund: 765.9
—wages 577.7
- Al rd_4th
- trammg of specialists of the 3°—4" level of 612.47 | — utility services 15.67
accreditation
- Al s_ond ;
—trai ning of specialists of the 1°-2™ level of 1948 | = scholarships and other paymentsto 158.05
accreditation people
— provision of general and enhanced B
education by boarding schools 16.49 | —travel allowances 0.28
—research and R&D projects 74.91 | —food products 8.56
- mternatl(_)nal research and devel opment 0.07 | — use of goods and services 33
cooperation
— purchase of equipment 2.27
—holding conferences 0.07
Total revenuesin the special fund: 366.6 | Expenses from the special fund:
— wages 185.9
— training of specialists 344.1 | — utility services 69.92
- d0|_ng research, scientific and R&D 18.53 | —food products 175
projects performed
— funding grant agreements 0.78 | —current repairs, capital repairs 4.6
—household goods, materials 5.07
— equipment and inventory 31
— taxes 19

Most revenues of the university’s special

fund are received from training students — 67.8 %
of the total amount. The receipts from research,
scientific  developments, and research and
development projects, as well asscientific activities
constitute 5.05 % of the total amount earned. The
charitable contributions, grants, gifts, payment
orders congtitute 5 % of the total amount, and in

the consolidated budget of the institution this figure
isabout 1.5 %.

If we compare the same items of income and
expense of the leading US university and the
leading Ukrainian university, we can note the
difference in the ideologica and legidative
foundations on which the budgets of these
educational  institutions are based. This
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demonstrates the impossibility of direct borrowing
or copying budgeting forms of domestic
institutions of higher education from the experience
of world leaders in higher education.

Since the main evaluation criteria are an
international student and teacher mobility, the
number of international scholarship programs, the
level of research, contributions to innovation,
citation of scientific articles, level of educational
services, it is just in these areas that it is
appropriate to concentrate when forming the
budget, thereby stimulating the growth of these
indicators due to financial reasons.

It should be mentioned that there are no
financial factors of impact, directly stated in the list
of ranking criteria, but they are implicitly present
in every, if not most, of them. Thus, the criterion of
“ratio of students and the number of faculties’,
which is assigned 20 % of the ranking factor, takes
into account a measure of the number of teaching
staff to the number of students. In the absence of an
international standard, this index aims to identify
universities that are able to provide training to
small groups and a good leve of personal control.
[10]. It is clear that this factor is directly related to
the salaries and the number of teaching staff.

The criterion of academic reputation, which
takes 40 % of the ranking factor, is measured using
a global survey, in which a group of scientists is
asked to identify the educational institutions,
where, in their opinion, the most productive work
in their field is carried out. It is clear, that the work
effectiveness is greatly dependent on ensuring
adequate conditions for research, including
material and technical base, assurance of mobility,
and other factors that directly depend on funding.

Therefore,  financial  instruments are
interrelated with the factors of effectiveness that
aretaken as abasis for evaluation of an educational
institution. This suggests the need to build a model
of financing that even with limited supportive
environment would provide a maximum evaluation
figure. However, the figure itsdlf is not a goal but
rather an indicator of success in progressive
development, and sustainability of an educational
institution in a competitive market.

At the stage of reforming higher education,
there is proposed a new system of governance and
financing of science that involves the formation of
National Council of Science and Technology,
National Research Foundation, the formation of the

legal framework for the establishment of state key
laboratories and other innovations. The emphasis is
on grant funding for research and developments.

Following the results of independent
audit performed in 2016 by the experts from the
EU in the framework of Horizon 2020 project,
there were provided the recommendations,
under which scientific and technological
innovation system of Ukraine, the principles of
its financing and activities need changes and the
availability of sound development strategy; and
science should focus on the needs of society and
the economy [11].

Conclusions and perspectives for further
resear ch. The research presented in the article is a
component of the comprehensive study on the issue
of financing higher educational institutions of
Ukraine, and displays the picture of financing at
the samples of the leading national and foreign
educational ingtitutions. Increase of budget
financing of scientific activities, declared by the
government [12], provides for developing the
rdevant plan and determining time limits for
bringing such financing to the statutory level. This
proves that the research is topical as taking
appropriate decisions implies performing relevant
calculations, taking into account many factors of
influence that, taken together, will ensure the
efficiency of financial investments.

The deveopment of the regulatory
framework should take into account the effective
factors able to bring Ukrainian universities in the
category of leading internationally. Which
programs exactly require priority funding should be
determined by thorough research. The subject will
be further developed in the subsequent
publications.
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THE CONDITION OF THE POLISH RESIDENTIAL
HOUSING MARKET IN 2015-2016

Abgract. The building sector is one of the key
sectors of the nationa economy. The aticle presents a
generd condition of the residentid building market in
Poland. In the course of the discussion it is emphasised that
the sector depends on the absorption of the EU funds as wll
asthedirection st out by the concept of sustainable building.
Among other things the atide dso provides the data
regarding the development of resdentid housng in the
specific voivodeships, the number of building permits issued
and the (PMR) Congruction Climate Index. Findly, the
influence of the building sector on the development of the
Paolish economy isexplicitly marked.

Keywords: building market, economic situation
of the building sector, congruction-assembly production,
residential housing, devel oper market.

Formulation of the problem

The building sector is experiencing changes
related to the problem of competitiveness (unstable
market, unpredictable future economic situation),
the implementation of modern, *“sustainable’
technology as well as the need to ensure the quality
of the building objects at all stages, i.e, design,
construction and exploitation.

The building market in Poland, including the
residential housing sector, is one of the key sectors
of the domestic economy and, as such, is often
used as a yardstick to measure against in the
discussions regarding its present conditions and
prospects for development. The dynamics of this
sector is strictly contingent upon the absorption of
EU funds as well as the most recent trends related
to the implementation of the concept of sustainable
development present in al EU member states.
Therefore, an analysis of its condition is crucial not
only for economists, but also engineers, in both the
micro- and macroeconomic aspect.

Analysis of recent research and publications

The condition of the building market is
frequently discussed in the academic literature. At
the same time, the building industry, considered a

macroeconomic spinning wheel for the Polish
economy, is often taken as a litmus test for the
analysis of its economic condition in general.
Scientific reports focus predominantly on the
trends and directions of development of sustainable
building, which, according to L. Czarnecki and
M. Kapron, congtitutes “the building industry of the
future’ [1, p. 72-73]. Theissueis also discussed by
Z. Paszkowski [2, p. 194], M. Piasecki [3, p. 34], or
A. Pabian, the author of an interesting concept of
sustainabl e building process [4, p. 50].

Problems relating to the economic condition
of the Polish building sector, specifically,
residential  housing, although seemingly less
popular, are discussed, among others, in “ Materiaty
Budowlane’, (a monthly journal, articles by
M. Kowalska or J. Koblyarz), or “Inzynier
Budownictwa” (published by the Polish Chamber
of Building Engineers, articles by M. Wielgo).

The purpose of the article is to carry out a
consolidated analysis of the economic condition of
the residential building sector in Poland in the
period 2015-2016.

Presentation of the main material

According to the statistics of the Main
Statistical Office, in 2015 140.710 flats were
commissioned, which is 3.2 % more than in 2014.
However, the ostensible growth is a consequence of
the falls experienced in the two previous years,
compared to the results obtained in 2012. In order
to have a more objective picture, one should
consider the fact that in 2014 143, 2 thousand flats
were commissioned, which is 1.4 % less than in
2013 (145.1 thousand) which, in turn constitutes a
fal by 5.1 % compared with 2012 [5, p. 66]. The
detailed statistics are provided in Table 1.

The forecast for 2016 looks optimistic,
as the number of flats under construction is
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168,4 thousand, i.e.,, 14 % more than in 2015
[5, p. 66]. However, this single fact does not
constitute a sufficient basis for any predictions
concerning the future economic condition.
Crucially, it is the building permits issued in a

given period that should be considered the most
telling indicator, as they underlie future
investments. The analysis of therelevant datain
this respect will be presented here in the course
of the chapter.

Table 1
Residential housing in period Jan. — Dec. 2015 in selected voivodeships
Flats Usable space Averageusable | Number of
Voivodeship absolute | I =XII I — XIl|  spaceof flat flats under
values 2014 = [m?] 2014 == [m?] construction
=100 100
1 2 3 4 5 6 7
Total (level A)
POLAND 147 710 103.2 14 797 089 102.5 100.2 168 403
dolnoslaskie 13 959 100.0 1243300 99.0 89.1 16 860
kujawsko-pomorskie 6 715 107.5 669 114 106.9 99.6 6 631
lubelskie 6 248 109.7 659 020 105.5 105.5 7 653
[ubuskie 3230 96.3 312 394 100.5 96.7 4 000
todzkie 7167 110.2 815 622 10.6 113.8 7498
matopolskie 14723 94.2 1572593 98.6 106.8 19373
mazowieckie 29 095 94.9 2 664 364 94.9 91.6 34 964
opolskie 1731 89.5 224523 92.1 129.7 1613
podkarpackie 7 645 118.8 830814 110.7 108.7 7159
podlaskie 4772 113.7 4381 082 108.1 100.8 4746
pomorskie 13123 120.5 1140337 111.6 86.9 13925
Slaskie 10138 104.0 1219811 103.5 120.3 11 066
Swigtokrzyskie 3355 95.0 37384 102.9 111.4 3168
warminsko-mazurskie 4351 100.6 417 884 100.8 96.0 4 300
wielkopolskie 16 168 1105 1661073 109.9 102.7 18715
zachodniopomorskie 5290 97.7 511304 98.5 96.7 6732
Individual housing (level B)

POLSKA 79731 104.7 10 815 836 103.0 135.7 78 855
dolnoslaskie 5762 101.1 760 097 98.6 131.9 5404
kujawsko-pomorskie 3986 105.0 16 200 104.5 129.5 3595
lubelskie 4 407 104.2 553 624 102.1 125.6 4 406
lubuskie 1814 103.2 231587 104.0 127.7 1711
todzkie 4917 104.3 666 851 101.0 135.6 4933
matopolskie 8 385 98.9 1212 353 100.9 144.6 8 626
mazowieckie 11 975 106.2 1647 596 100.6 137.6 10717
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Continuation of table 1

1 2 3 4 5 6 7
opolskie 1400 99.2 203 737 96.3 1455 1292
podkarpackie 5373 107.1 706148 1054 1314 5 066
podlaskie 2139 99.7 335642 101.1 156.9 2281
pomorskie 5083| 106.7 694835 104.6 136.7 5438
slaskie 7282 106.5 1036 793 105.7 142.4 7675
Swigtokrzyskie 2454| 1029 323994 1065 132.0 2495
warminsko-mazurskie 2302 98.2 304 373 99.1 132.2 2289
wielkopolskie 9355 1136 1238093 110.8 132.3 9 496
zachodniopomorskie 3097, 1018 383913 99.1 124.0 3431
Cooperative housing (level C)
POLAND 2052 58.8 115876 58.2 56.5 1285
dolnoslaskie 60 56.1 5073 82.8 84.6 136
kujawsko-pomorskie - - - - - -
lubelskie 108 46.6 5924 48.4 54.9 299
lubuskie 131 72.0 6399 65.4 48.8 123
todzkie 91 69.5 6 451 95.5 70.9 113
matopolskie - - - - - 25
mazowieckie 528 39.3 30181 35.9 57.2 70
opolskie - - - - - -
podkarpackie 375 69.8 20 445 68.5 54.5 249
podlaskie 69 - 3367 - 48.8 -
pomorskie 225 88.9 12 303 94.1 54.7 -
$laskie 80| 3333 5474| 416.6 68.4 57
$wietokrzyskie 39 85 2076 8.7 53.2 50
warminsko-mazurskie 156, 421.6 7501 489.6 48.1 -
wielkopolskie 72 66.7 3812 63.9 52.9 36
zachodniopomorskie 118 157.3 6 870 149.5 58.2 127
Premisesfor saleor lease (level D)
POLAND 62448 105.7 3702108 105.2 59.3 86 498
dolnoslaskie 8022| 109.8 473114| 108.0 59.0 10810
kujawsko-pomorskie 2201 103.7 126 547 107.5 57.5 2874
lubelskie 476 1325 88937, 1373 60.3 2808
lubuskie 1201 98.6 69602 104.3 58.0 2131
todzkie 1980 138.3 133211 154.7 67.3 2349
matopol skie 6 185 87.3 354 694 90.6 57.3 10 645
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End of table 1
1 2 3 4 5 6 7

mazowieckie 16 163 94.2 966 722 92.8 59.8 24082
opolskie 327 85.4 20 626 87.8 63.1 321
podkarpackie 1729 2194 95 410 208.4 55.2 1818
podlaskie 2460 127.6 137 421 127.5 55.9 2438
pomorskie 7 408 133.3 415 613 126.1 56.1 8281
slaskie 2558 96.9 168 503 90.5 65.9 3210
Swigtokrzyskie 742 1435 42713 156.4 57.6 615
warminsko-mazurskie 1815 101.7 100 683 102.4 55.5 1966
wielkopolskie 6423 106.7 404 913 108.0 63.0 9025
zachodniopomorskie 1758 875 103 399 90.7 58.8 3125

Source: [5, p. 66-67]

The analysis of the data provided in Table 1
leads to interesting conclusions with respect to the
“regionalisation” of the economic condition
concerning the main categories, i.e, individual
building, cooperative building, as well as
construction of abjects for sale or lease.

Theanalysis of Leve A based on the aggregate
numbers of commissioned flats in 2015 reveals that
the leading building regions in Poland are the
following voivodeships: mazowieckie (over 29
thousand commissioned flats), wielkopolskie (over
16 thousand commissioned flats), matopolskie
(14.7 thousand commissioned flats) and slaskie
(10.1 thousand commissioned flats). It is possible to
observe significant disproportions  between  the
gpecific regions, eg., the three voivodeships with the
smallest number of commissioned flats, significantly
bdow the results obtained by the abovementioned
ones, are Ilubuskie (3.2 commissioned flats),
Swigtokrzyskie (3.3 thousand commissioned flats)
and warminsko-mazurskie (4.3 commissioned flats).
The smallest real number of commissioned flats was
noted in opolskie (1.7 thousand), ye, given the size of
the voivodeship, the results are hardly comparable to
the biggest ones.

In terms of market dynamics at Level A
(Table 1) — general dtatistics, voivodeships
pomorskie (20.5 %), podkarpackie (18.8 %) and
podlaskie (13.7 %) fared the best.

As for Level B (Table 1) — individual
building sector, the leading regions were

mazowieckie (11.9 thousand commissioned
flats), wielkopolskie (9.3 thousand commissioned
flats) and matopolskie (8.3 thousand commissioned
flats), with the dynamics exceeding the level of
13 % noted in wielkopolskie. In turn, at Level
D — building for sale and lease (dominated
by developers) mazowieckie (16.1 thousand
commissioned flats), dolnoslaskie (8 thousand
commissioned flats) and pomorskie (7.4 commissioned
flats) took the lead. At this point, it should
be observed that in terms of market dynamics,
the most noticeable stimulation was noted
in podkarpackie (119.4 % growth with respect
to 2014), swictokrzyskie (43.5% growth),
todzkie (38.3 % growth), pomorskie (33.3 %
growth) and lubelskie (32.5 % growth). Leading
regions aside, the data seem to suggest that the
most significant agitation was felt in the
developers’ sector. A conclusion along these
lines may also be drawn given the so-called
low-base effect.

The structure of the market in 2015
considering the main forms of residential housing
is presented in Table 2. Its major segments are
individual housing (54 %) and building for saleand
lease (42 %). The share of other forms noted and
registered by the Main Statistical Office, i.e,
cooperative building, public building society
construction, municipal building or workplace-
related building is marginal (1.4 %, 0.9 %, 1.2 %,
0.3 %, respectively).
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Table 2
Number of commissioned flatsin period Jan. — Dec. 2015
Forms of residential Jan. — Dec. 2015r.
housing Absolutevalues | Structure[ %] | Jan.-Dec. 2014 = 100 | Average flat space [n¥]
Total 147 710 100.0 103.2 100.2
Individua 79731 54.0 104.7 135.7
For saleor lease 62 448 42.2 105.7 59.3
Cooperative 2052 14 58.8 56.5
Building society 1300 0.9 75.8 49.2
Municipal 1735 12 79.7 40.5
Workplace-related 444 0.3 75.3 65.4

Source: [5, p. 68]

The statistical data concerning the issuance of
building permits constitute one of the key factors in
the analysis of the current condition of the entire
construction market (not only the residential housing
sector). According to the gatistics of the Main Office
of Building Supervision (GUNB), 183.766 building
permits for the construction of 209.687 objects were
issued in 2015, which congitutes a decrease by
amost 4.9 % in comparison to 2014 and indicates a
negative, downward trend in the period from 2010 to
2015 [6, p. 136]. The detailed statistics presented in
diagram 1 look far from impressive and call for a
thorough analysis of the present situation and
prospects for the future of the construction market. In
the period under consideration, the biggest number of
permits was noted in 2011 (221.033, i.e, over 20 %
more than in 2015) [6, p. 136]. The fall is significant
and cannot be explained away by using simple
arguments, such as amendments to the construction
law allowing some investors to operate on the basis of
notification and not solely upon building permits
(which formerly used to be the case).

On 28 June 2015, revised regulations of the Act
of 7 July 1994 — Construction Law (Official Journal of
Laws 2013, item 1409, as amended) took effect. As
reported in the Factsheat of the Main Statigtical Office
of Building Supervison, pursuant to article 29
paragraph 1 points 1a, 2b and 193, ,,detached single-
family buildings whose impact zone is limited to the
plot or plots on which they were designed, detached
one-storey transformer station or container transformer
station buildings with the space up to 35 n?, aswell as
water supply, sewage, heating, tdecommunications
and dectrical energy (rated voltage max. 1 kV)
networks may be constructed on the basis of
notification” [6, p. 136].
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Y, in the second half of 2015, the number of
singlefamily building construction natifications was
only 4.868, which does not make up for the negative
image of the datigtics presented. At this paint, it
should be noted that the legidator expected the number
of permitsto reach approximatdy 30.000 annually [4].

A dgignificant number of the abovementioned
building permits, i.e., the total of 78.994 in 2015,
concerns residential buildings, which alowed
preserving a minimal increase tendency for the
period 2014-2015, reaching the level of 3.3 % and
1.8 %, respectively.

In turn, in 2015 more building permits for
the construction of multi-family residential
buildings were issued compared with the period of
2010-2015, the number being 3,936. Detailed
information concerning the number of building
permits for the construction of single- and muilti-
family residential buildings issued in the period of
2010-2015is provided in Diagram 2.

The dtatistics regarding the multi-family
residential buildings plausibly indicate not only the
market dynamics, but also a specific shift in
consumer trends from the construction of
traditional, single-family buildings in the economic
system towards the purchase of apartments on the
developer market. This section of the market has
experienced record growth in recent years.
According to the information collected by Dziennik
Gazeta Prawna, in 2015 developers in Poland
started the construction of 86,500 flats, compared
with 2014 — 69.700 and 2013 — 51.300. The
progress is thus noticeable, and the statistics
indicate an unprecedented growth, which is why
the market has seen the stabilization of offer prices
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accompanied simultaneously with the growth of
transaction prices. Based on the data provided by
Narodowy Bank Polski, M. Kwiatkowska reports
that an average transaction price in the 2nd
quarter of 2016 increased by 1.6 % compared
with the analogous period of 2015, which, given
the unchanged offer price levels, served to
decrease the difference between offer and
transaction prices to 3.7 % in mid-2016 (the
analogous difference in 2015 was 5.2 %)

According to the author of the quoted text, offer
prices stabilized due to a significant number of
flats, while the level of transaction prices
depends on the growing production costs as well
as the fact that the developers include finishing
works in their offer to meet their clients
expectations [8, Al13]. The number of flats,
which the developers started to build in between
January — June, January — December 2010-2016,
is presented in Diagram 3.

250000
217694 221033
207142
500000 192278 193172 183766
150000
100000
50000
0
2010 2011 2012 2013 2014 2015
Diagram 1. Building permitsissued in 2010-2015
Source: [6, p. 136]
120000
97847
100000 36186
83530
20000 75042 73248 75058
60000 W BUDYNKI
JEDNORODZINNE
40000
B BUDYNK
WIELORODZINNE
20000
3040 3038 2686 491 148 3936
0
2010 2011 2012 2013 2014 2015

Diagram 2. Number of building permitsfor the construction of single-
and multi-family residential buildingsissued in the period of 2010-2015.

Source: [6, p. 136]
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Diagram 3. Flats under construction in 2010 - 2016 (in thousands)

Source: [8, p. AL3]

Despite relatively good economic conditions
characterizing the first half of 2016 (economic
growth, low interest rates, i.e. cheap credits, the
approval of the EU budget till 2020) [8, A13], the
overall assessment of the market dynamics gives
rise to concern, especially when the current
situation and the nearest future are taken into
consideration. The analysis of the trends over the
period of a few years as well as the image of
political instability in the international arena force
rather conservative forecasts for the future of the
construction market and put the current statistics in
the center of attention. According to the statistics of
the Main Statistical Office for the period of January —
September 2016, the sale of building — assembly
production (measured in fixed prices) of enterprises
with more than 9 employees decreased by 14.9 %.

This seems to be the continuation of the annual
trend, as the downward tendency was noted in both
the 1st and the 2nd quarter of 2016 (13.3 % and
11.9 %, respectively). Decreased dynamics was
noted in all sectors of the building industry, the
most severe fall experienced in civil engineering
(18.9%), resulting directly from delays in the
organization of procurement procedures for these
investments. A conspicuous decrease also affected
companies rendering specialist  construction
services (14.3 %) as well as those that specialize in
the construction of buildings (11.3 %). Here,
companies specializing in the erection of
residential and non-residential buildings, the most
numerous group in the sector, suffered the most
(9.7%) [9, p. 163]. The detailed statistics are
presented in Table 3.

Table 3

Sales dynamics of building-assembly production in enter prises with more than 9 employees
in the period from January to September 2016 (measured in fixed prices)

2015 2016
Details = [ =vE A T ax [ = ] Ax [ IX
anal ogous period in the preceding year = 100

Total: 1035 | 101.0 | 102.0 | 975 | 86.7 | 88.1 | 85.1 84.7
Including:
investment construction works 98.8 | 98.6 99.2 | 942 | 874 | 884 85.1 | 85.6
repair / renovation works 113.6 | 105.7 | 107.3 |1035| 855 | 876 85.1| 831
Sections:
congtruction of buildings 99.6 | 99.7| 102.1| 920| 91.4 | 923 88.7 | 914
congtruction of civil engineering facilities 1085 | 102.2 | 1009 | 99.7| 79.3| 83.0 811 | 775
specialist building works 103.8 | 101.3 | 103.4 |1008 | 88.4 | 88.8 85.7 | 88.9

Source: [9, p. 163]
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The data presented are unequivocally
negative. According to B. Tomczak (Market
Research and Analysis Center), in 2016 the
volume of investments turned out to be most
disappointing, since it is investments, not
consumption, that guarantee constant GDP
growth. According to the Market Research
and Analysis Center, investments fell by 1.8 %
in the 1st quarter and 4.9 % in the 2nd quarter
of 2016 as a consequence of delays in public
procurement, which is financed from the EU
new budget perspective for 2014-2020. Market
analysts consider the decrease to be indicative
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of the fact that the Polish economy heavily
depends on the EU funds [10, p. 64].

While considering the current condition
of the building sector, it is interesting to analyse
the so-called Construction Climate Index, run
for years by PMR. In order to compile a report
entitted “The building sector in Poland -
2" half of 2016. Analysis and forecasts for
years 2016-2021", a sample of 200 biggest
Polish  construction companies (specialist
managerial and operational level) were
surveyed. The results of the survey are
presented in Diagram 4.

7,7

201 2014 2015 2016

Diagram 4. PMR Construction Climate in Poland Index,
39 quarter 2004 — 3 quarter 2016 (data in points)

Explanation: The value of the index for July 2014 is calculated based on five variables and does not allow for
the estimate of the order portfolio. The index is theoretically delimited by values -100 (extremely bad climate) to
+100 (ideal condition of the construction market). In practice, the index values may fluctuate within the range of
-60 to + 60. In case the index is above 50, the market situation may be considered to be very good, whereas value
-50 is indicative of a very bad situation. The index is based on the estimate and predictions of big construction
companies regarding their own financia stuation as well as the situation on the market asawhaole.

For August 2016, opinions of 114 respondents were taken into consideration. The mean values for the specific
guestions congtituting the index were cal culated except areas where no data were available.

Source: [11, p. 56]

The value of the Construction Climate Index
in September 2016 was 7.7 points, which, compared
with the 3 quarter of 2015 (19.9 points), indicates
bearish economic mood. The Index value in
September 2016 is comparable to the values of
2010 and marks a change of trends in comparison
to those in 2014 and 2015. It should be pointed out
that given the methodology assumed by PMR, the
value of the index discussed here was worse in all
the three segments of the construction market, i.e.,
residential  housing, non-residential construction
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and engineer construction. The falls were noted
both with respect to 2015 and 2014.The detailed
data are represented in Diagram 5.

The analysis of Diagrams 4 and 5 indicates
the beginning of falls of the Construction Climate
Index. It is hard to predict whether this tendency
will continue or whether, as the PMR analysts
suggest, it is a ‘transitional technical correction”
which is going to change with the inflow of the EU
funds related to planned, yet delayed investments
[11, p. 56].
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Diagram 5. PMR Construction Climate Index in Poland, 3 quarter
of 2013 — 3 quarter of 2016, divided into segments of construction market (data in points)

Source: [11, p. 56]

Conclusions and perspectives for further
research

According to the analysts of the Market
Research and Analysis Centre (CBiAR), the falls
noted in the first three quarters of 2016 will not be
made up for given the delays (also mentioned
here). Unless the market situation changes, one can
expect the improvement of the economic
conditions on the construction market no earlier
than in 2018. Yet another factor pointed out by
analysts is the increase of prices of building
materials, which may drive a number of companies
taking part in tenders bankrupt should they
overlook this aspect in their tender bids. The
CBIiAR analysts aso indicate that the rdiability of
the forecasts of the development of the economic
conditions of the construction market in Poland is
further affected by the domestic economic and
political situation. Finally, they point out that any
potential rise in the value of the indicators in 2017
will rather be the consequence of the lowering of
the reference base for 2016 [10, p. 65].

Further study of the development tendencies
of the economic conditions of the construction
market should focus on the level of implementation
of the objectives of sustainable construction,
realisation of government initiatives in the sphere
of residential housing as well as long-term analysis
of the residential needs in Poland in comparison to
the standards noted in other EU member states.
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CONCEPTUAL MODEL OF ADAPTIVE BALANCE SHEET
FORMAT OF CORPORATIONSIN POSTINDUSTRIAL ECONOMY

Abgract Financia reporting is one of the main
tools for providing information to market agents about
business performance and financial position of
corporations. The current format of financia reporting
envisaged by the intenational and national
standardization systems and other mandatory documents
limits the possibility of complete and objective
representation of corporations’ economic potential. The
major deficiencies of the current format of financial
reporting include the inability of faithful representation
of intangible factors of corporations’ economic potential,
as well asignoring capital obsolescence due to the high
level of dynamism of economic development.

The article presents the conceptua and
methodological approaches to address the above
problems. The application of intellectua capita
maintenance concept in financial reporting framework
permits to formulate methodological guidelines for
adequate representation of intangible component of
corporation economic potential on the balance sheet.
The methodological approachesto moral depreciation of
fixed capital disclosure in financial reporting, based on
the provisions of organic balance sheet theory, are
substantiated.

Keywords: financial reporting, format of
financial reporting, concepts of capital maintenance,
economic potentia of corporations, moral depreciation.

Formulation of the problem. Financial
reporting is traditionally considered to be the
main public formalized information tool for
disclosing financial position and operating
results of business entities. However, the format
of public financial reporting being used in
modern practice is not able to meet the
information needs and demands of users,
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especially regarding the identification of the
long-term devel opment potential of corporations.

The low level of reporting format
consistency with business conditions in post-
industrial economy is caused, primarily, by the
theoretical and methodological limitations in
representing the key factors generating economic
benefits, among which the factors of intangible
(information and intellectual) type play a
determining role. Overall, in the last 8 years the
market capitalization of the leading high-tech
corporations has increased by 3-7 times (Apple
Inc. — from 76.83 hillion USD to 596.99 hillion
USD, Alphabet Inc. — from 95.31 billion USD to
514.92 hillion USD, Facebook — from 56.13 billion
USD to 326.36 hillion USD), while this indicator
for corporations of other sectors has the declining
trend. The NASDAQ index of stock market, which
specializes in high-technology stocks, even did not
respond to the crisis of 2008. On the contrary,
during 2008-2009 it increased by 4 %. Analysis of
the market capitalization of the leading high-tech
corporations (postindustrial type companies) has
shown that almost 70-90% of their value is
formed by intangible factors, which aren't
presented in the system of accounting and financial
reporting. The reports also do not reflect the moral
depreciation of fixed capital that is a substantial
flaw in conditions of highly dynamic technology
development and technol ogical aging.

Nowadays the system of indicators of public
financial reporting, the balance shest, in particular,
remains the only tool for information support,
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which complies with the common principles of its
formalization. However, the reporting format must
be adjusted to the users’ needs in order to restore
confidence in reporting as an instrument of
informing the public about financial position and
performance of market entities. This requires

substantial  revisson and improvement  of
methodol ogical basis of its formation.
Analysis of recent research and

publications. The issues of the theory and
methodology of financial reporting of corporations
and its adaptation to the current conditions of the
economy have been studied in the works of many
Ukrainian and foreign scientists. Significant
contributions have been made by M. Bondar,
O. Bradul, F. Butynets, Z. Hutsaylyuk, V. Zhuk,

S. Zubilevych, L. Kindratska, H. Kireytsev,
M. Koryahin, V. Kostyuchenko, J. Krupka, P. Kutsyk,
S. Lehenchuk, L. Lovinska, N. Lokhanova,
N. Malyuga V. Parkhomenko, O. Petruk, W. Sopko,
P. Homyn, Y. Tsa-Tsako, L. Chyzhevska,
M. Chumachenko, V. Shevchuk and others.

Methodological and organizational issues of
financial reporting were the subject of dissertation
study of such Ukrainian scientists as J. lvakhiv,
O. Koraobko, V. Kulyk, T. Kucherenko, M. Luchko,
A. Meysh, A. Ozeran, |. Sadovska, |. Semchuk,
O. Kharlamova, J. Sheverya, V. Yudenko etc.

Fundamental theoretical principles  of
financial reporting were disclosed in the balance
sheet theories — static (H. Simon), dynamic
(E. Shmaenbach), organic (F. Schmidt) and
econometric (P. Chompa). The existing problemsin
theory and methodology of financial reporting
formation, analysis and verification were
investigated by the following foreign scholars:
N. Antill, J. Baetge, M. F. Van Breda, S. Di Piazza,
R. Ecclz, V. Kovalyov, B. Lev, V. McKenzie,
M. Matthews, V. Palij, M. Perera, Y. Sokolov,
E. Hendriksen, K. Tsygankov.

Despite the considerable amount of research
done into the corporate financial reporting
development, the problem of its adequacy to
current business conditions remains insufficiently
investigated.

The purpose of the article is to substantiate
the conceptual model of the balance sheet adaptive
format, capable to satisfy the information needs of
postindustrial companies stakeholders.
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Presentation of the main material. It would
be reasonable to look at financial reporting as a
model, which, through the abstraction of
accounting and reporting methodology paradigm,
reflects statics and dynamics of company’s capital
size and structure. Formal and informative
presentation of the company’s capital with the
account of its components interrelation in financial
reporting determines the reporting format.

The format of financial reporting is not just a
list of items and their groups (sections) placed in
different statements. It is a projection of capital
accounting methodology on the requests of society
for information. The results of the research [11]
have proved that the conceptual model of the
format of postindustrial corporations public
financial reporting should be based on the
emphasis of key criteria, dominating in users
information requests (Fig. 1). Such substantiation,
with the account of the subject of financial
reporting, covers the concepts of capital
preservation in its various forms (financial,
physical and intellectual) and the theory (paradigm)
of capital augmentation — accounting income
concepts (accounting interpretation of capital
increase from the standpoint of the owner, entity,
residual equity, enterprise and fund theories). The
theoretical basis of financial reporting format is
formed, first of all, by the fundamental balance
sheet theories (static, dynamic, organic and
econometric) and content accounting theories
(economic, sociological, ethical, institutional and
others).

Development of the corporations balance
sheet format being relevant to post-industrial
economy has been redlized by improving the
existing balance sheet formats with consideration
of their shortcomings described above. The
proposed format has been elaborated on the basis
of the balance sheet format (Fig. 2), established by
the National Regulation (Standard) of Accounting 1
“General Reguirements for Financial Reporting”
[3], which declares the compliance with the

International  Financial Reporting Standards.
International  Financial Reporting Standards,
including 1AS 1 “Presentation of Financial

Statements” [9], do not contain direct descriptions
of the balance sheet content. The standards
determine only the information (line items) to be
presented. So the domestic form of balance sheet
has been taken as a basis.
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Given the geopalitical circumstances, in
particular  The  Ukraine-European  Union
Association Agreement and, in this regard, taken
by the government commitment to harmonize
legislation and regulations, improvement of the
financial reporting format should be done with the
consideration of EU regulations in this area. At
present, the actual imperative that regulates the
financial reporting format of the EU economic
entities is Directive 2013/34/EU of 26 June 2013
[13]. This Directive implies two alternatives: the
horizontal and vertical layout of the balance sheet.
Since according to NR(S)A 1 the balance sheet has
horizontal layout, the analysis of the balance sheet
format according to Directive 2013/34/EU was also
done by horizontal layout (Fig. 3).

The andysis of the balance sheet format in
accordance  with the Directive 2013/34/EU
immediatdy draws attention to “unconventional”

Recognition and measur ement of income — income accounting

position of unpaid capita. The discussions on the
position of unpaid capital on the balance sheet have
been carrying on for along time. The unpaid capital of
corporation, by its economic essence, is a shareholders
receivable on the shares issued by the corporation.
Perhaps it is due to this consideration that the item
“Subscribed capital unpaid’ is shown in assets side of
the balance shest regulated by the Directive
2013/34/EU. However, gpplication of the method of
gross representation of the balance of equity (share)
capital, in our view, is unreasonable. Unlike other types
of recdvables arising from the assats and capita
circulation, the shareholders debt is a short-receved
means of share capital. Such share capital has no
productive energy, it exists only legaly (formaly),
while economically (actually) it does not exist.
Therefore, we consider that it would be correct to
reflect unpaid capital as a regulator of subscribed
capital in Liabilities of the balance shedt.

concepts:
Company ! p proprietary theory; i
capital i I ncome — a;lded VZII ueo entity theory: |
i Invested capit residual equity theory; :
! enterprise theory; !
i fund theory. i
i Reporting format |
e :\‘ : i /,: l: :
% FTToTTC Y i Financial reporting — information A
8 T o interpretation of company’s capital i o
% E | e value and structure : ceeetT
£ T b
o] 1 :
E S
T | B AR
= (] [ ,I -
g | B -
= ! -
B | I
n
‘g- Theoretical principles of corporations financial reporting format
2 Fundamental balance sheet Content accounting theories
S @ theories (static, dynamic, (economic, sociological, ethical,
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o

Information requests of users

Fig. 1. Conceptual basis of financial reporting format of postindustrial corporations
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BALANCE SHEET
(Satement of financial position)

Assets

Owners equity and liabilities

I. Non-current assets
Intangible assets
Capita expendituresin progress
Property, plant and equipment
Investment properties
Long-term biological assets
Long-term financial investments
Long-term receivables
Deferred tax assets
Other non-current assets

I. Owner s equity
Registered (share) capital
Revaluation capital
Additiona paid-in capital
Reserve capital
Retained earnings (Non-covered |0ss)
Unpaid capita
Withdrawn capital

Il. Current assts
Inventories
Current biological assets
Receivables for products, goods, works and services
Receivables for settlements
Other current receivables
Current financial investments
Cash and cash equivalents
Prepaid expenses
Other current assets

II. Long-term liabilitiesand provisions
Deferred tax liabilities
Long-term bank loans
Other long-term liahilities
Long-term provisions
Earmarked financing

[11. Current liabilitiesand provisions
Short-term bank loans
Current payables
Current provisions
Deferred revenues
Other current liabilities

II1. Non-current assets held for sale
and disposal groups

1V. Liabilitiesrelated to non-current assets held
for sale and disposal groups

Total

Total

Fig. 2. The form of the balance sheet in compliance with National Regulation (Sandard)
of Accounting 1 “ General Requirementsfor Financial Reporting”

Note: source[3]

BALANCE SHEET

Assets

Capital,
reserves and liabilities

A. Subscribed capital unpaid

B. Formation expenses

C. Fixed assets
I. Intangible assets
II. Tangible assets
III. Financial assets

D. Current assets
I. Stocks
II. Debtors
III. Investments
1V. Cash a bank and in hand

A. Capital and reserves
1. Subscribed capita
I1. Share premium account
I11. Revaluation reserve
IV. Reserves
V. Profit or loss brought forward
VI. Profit or loss for the financia year

B. Provisions

C. Creditors

D. Accruals and deferred income

E. Prepayments and accr ued income

Balance sheet total

Balance sheet total

Fig. 3. Horizontal layout of the balance sheet
in accordance with the Directive 2013/34/EU

Note: source[13]
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One more drawback of the balance sheet
form in accordance with the Directive 2013/34/EU
is the absence of liabilities separation by their
maturities that complicates the analysis of the
balance sheet liquidity and corporation solvency.

The advantage of this balance sheet is the
possibility to recognize intangible assets created by
the entity itself, provided that the national law
permits such an opportunity. However, the
principles for recognition and measurement of
internally generated intangible assets remain
unclear.

Directive 2013/34/EU actually contains only
a description of the financial statements and certain
concepts of their presentation and disclosure, but
does not reveal integrated methodology for their
preparation and therefore has fragmentary content.
In particular, this Directive does not solve the
abovementioned important problems of capital
obj ective representation in financial reporting:

— concerning intellectual potential — under
the current balance sheet format there can be
proposed two options of reflecting intellectual
potential: 1) to reflect it only in Assets side of the
balance sheet in “Intangible assets’ item line at
historical cost, but in this case, the balance sheet
total would be underestimated; 2) to present it in
Assetsin “Intangible assets’ item line at the market
(fair) value and in Liabilities with revaluation
surplus in the line “Revaluation reserve’. Yet in
this case the leve of informativeness of
“Revaluation reserve’ item regarding risk analysis
would be significantly reduced (for this item it is
also necessary to present revaluation reserves for
non-current tangible assets as well as for intangible
assets and financial instruments);

— concerning methodological dualism in
assets and capital assessment Directive
2013/34/EU provides for the possibility of applying
the accounting technique of revaluation does not
solve the problem because the indexation (which is
the most common method of revaluation) is aimed
only at eliminating the effects of inflation, but it
could not ensure the reproduction of company
assets and capital, capital preservation in all its
forms with the account of physical and moral
depreciation of assets.

All these limitations have been considered
while developing the adaptive balance sheet format
of corporation (Fig. 4).
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The proposed format of the balance sheet of
the corporation has several fundamental
characteristics different from other types of
structural constructions, in particular:

1) all the capital, which, from the corporate
and legal standpoint, belongs to shareholders, is
grouped in the section “Shareholders capital”.
Besides the direct contributions of the shareholders
(total nominal value of shares — shareholders
(subscribed) capital, adjusted for shareholders' debt
and the value of withdrawn shares), it includes
components of the corporation’s equity not subject
to distribution, namely, additional capital (formed
as share premium, revaluation of assets in
accounting procedures of physical capital
preservation, revaluation of financial assets and
liabilities in hedging transactions etc.), reserves of
capital (reserve capital formed in accordance with
the statutory and mandatory requirements and
accounting reserves for the shareholders capital
insurance), intellectual capital, as well as the
component that can be distributed among the
shareholders — income capital — retained earnings
of the previous periods and the earned income of
the reporting period,

2) athough it is not quite clearly visible
from the layout of the balance sheet, but proposed
format is built on the fundamental dualistic
approach to financial and physical capital
maintenance. The overall change of the section
“Shareholders capital” total amount reflects its
augmentation for the reporting period that actually
represents the total economic income of the
corporation  (excluding payments to the
shareholders). However, only a part of it is subject
to a possible distribution among shareholders. This
is income capital and, in exceptional circumstances
(the lack of income capital for dividends on
preferred shares payment), reserve capital;

3) 3) adong with financial and physical
components, it contains a representation of
intellectual component of the corporation economic
potential in accordance with the concept of
intellectual capital maintenance. Such
representation implies the reflection of intellectual
assets in the Assets side of the balance sheet at fair
(market) value, and in Liabilities in section
“Shareholders  capital” there is presented
intellectual capital according to the methodological
principles described in [11];
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BALANCE SHEET OF CORPORATION

Assets

Capital, reserves and liabilities

I. Non-current assets
Intellectual assets
Property, plant and equipment
Investment property
Capital expendituresin progress
Long-term biological assets
Long-term financial investments
Long-term receivables
Deferred tax assets
Other non-current assets

I. Shareholders’ capital
Subscribed capital
Unpaid capital
Withdrawn capital
Additional capital
Reserve of capital, including
— Reserve for moral (technological) depreciation
of fixed capital
Reserve capital
Income capital
Intellectual capital

Il. Current assets
Inventories
Current biological assets
Receivables for products, goods, works and
services
Receivables for settlements
Other current receivables
Current financial investments
Cash and cash equivalents
Other current assets

II. Long-term liabilities and provisions
Deferred tax liabilities
Long-term bank loans
Other long-term liabilities
Long-term provisions
Earmarked financing

[11. Prepaid expenses

ITI. Current liabilities and provisions
Short-term bank |oans
Current payables
Current provisions
Deferred revenues
Other current liabilities

Total

Total

Fig. 4. The layout of the balance sheet of the corporation (own devel opment)

Note: proposed by the authors

4) it takes into consideration such an
important part of post-industrial corporations
assets as prepaid expenses. On the one hand, they
save as the foundation for the formation of
corporation intellectual potential, on the other — it
may contain “toxic” assets that would not yield
economic benefits in the future. From the point of
view of liquidity it is inappropriate to combine
these assets with the current ones in one section of
the balance sheet. However, they do not form the
fixed capital in tems of economic return.
Therefore, it is proposed to present these assetsin a
separate section.

The order of items of Assets and Liabilities
sides in the balance sheet (in ascending order of
liquidity level / descending order of maturity or
vice versa) is not essential for the balance sheet
analysis. Creditors are primarily interested in
highly liquid assets for solvency assessment, while

investors in the post-industrial economy should
first of al focus their attention on intangible
components of assets and capital, which are the
main factor in generating added value and
economic benefits. The American practice of
disclosure of financial information in reporting
implies assets' layout in descending order of
liquidity and liabilities' layout in ascending order
of maturity. European accounting and reporting
regulations mainly determine the reverse order of
the assets and liabilities layout on the balance
sheet.

Conclusions. The analysis of the content and
origin of the deficiencies of current corporate
financial reporting format have showed that their
overcoming requires the development of
conceptual and methodological approaches to
accounting of capital. Following the results of the
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analysis, we proposed to supplement the generally
accepted theoretical basis of financial reporting
with some provisions of the organic balance sheet
theory adapted to current business conditions,
including reproduction value approach to capital
evaluation. The proposed adaptation of the
approach to the reproductive value measurement in
conditions of post-industrial economy involves the
formation of reserves on the balance sheets of
corporations for moral (technological) depreciation
of fixed assets. This will enable to create protective
accounting mechanisms against fixed capital
impairment caused not only by inflation, but also
mainly by its moral depreciation. This also
contributes to a more objective characteristic of
share capital of corporations in their general
purpose financial statements. Applying the concept
of intelectual capital maintenance in the
conceptual and theoretical basis of financial
reporting enables complete representation of
intangible (intellectual and information) component
of corporations economic potential.

Thus, by introducing intdlectual capital
maintenance concept and reproductive value
approach to the assets evaluation into the
accounting and reporting methodology balance
sheet format it was proposed to supplement Assets
side of the balance sheet with the item “ Intdllectual
assets’ and Liabilities — with the items “ Intdll ectual
capital” and “Reserve for moral (technological)
depreciation of fixed capital”. The inclusion of
these items does not just complement the reporting
format, but also improves fundamentally its
representative capacity, allows reducing the gap
between the book and market value of
corporations’ capital.
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PRECONDITIONS FOR INTRODUCING
INTEGRATED REPORTING IN UKRAINE

Abgract. Transformations taking place nowadays
in the global economy require new approaches to scientific
research related to providing the users with the information
on activities of economic entities. Traditiona approachesto
presenting information, which are regulated by legidation,
do not satisfy the users any more. In- modern dynamically
changing business environment, both the enterprise
management and externa users want to possess not only
the actual (dtatic) information about the activities of the
enterprise but also the indicators that reveal the enterprise
potential in  the medium and long terms. For modern
practices, there are also necessary indexes and indicators
characterizing the enterprise activities in the arees that are
not directly reated to its busnes activities and
achievement of profitability, they being activities in the
area of environmental protection, socid sphere and
infragtructure sector.

Ukraine has already created preconditions for
implementing the integrated reporting as a tool for
socially responsible business that provides information
about the impact of the company’s activities on the
development of society, economy and environment. The
andysis of the differences between the existing and
integrated reporting systems shows the role of the
integrated reporting, which provides stakeholders
(companies, contractors, and society) with essentia
information on the organization’s strategy, management
and solution of commercial, environmental and social
issues. The integrated reporting has a certain range of
users, specific components and sources of information
necessary for its preparation and is closely linked with
the existing financid and statistical reporting.

Keywords: enterprise, public  information,
integrated reporting, financia statements, report on
progress, sustainable devel opment, social responsibility.

1. Development of integrated reporting in
Ukraine

In world practice, more and more enterprises
are involved in preparing integrated reporting,
which combines various indexes of financial as
well as other types of reporting, thus creating a

25

systems information base that takes into account
not only the key financial criteria but also
economic indicators and information about the
implementation of social, environmental and other
programs by the enterprise.

In Ukraine, the issues of forming concepts
of the enterprise integrated reporting have been
dealt with by many scientists, including
K. Bezverkhyi T. Davydyuk, R. Kostyrko,
N. Lohanova, S. A. Kuznetsova, L. Pylypenko,
I. Yaremko, and others.

The needs of modern economy in
appropriate information are conditioned by such
global challenges of the modern world as social
networks, brands, virtualization, the future of retail,
corporate social responsibility, the fight for talent,
global computerization, demographic changes, the
dynamic growth of spending on information in
declining economies, the growing unemployment,
new factors of instability in the economy,
information overloads, global supply networking,
global imbalance, increased pressure on markets,
growth of strategies for volatile markets etc [1]. As
it is amost impossible to process the whole array
of existing information flows, different groups of
users prefer certain types of information that is
needed to assess ether the potential possibilities of
the economic activities in general or those of
specific business processes, the performance of the
company, its investment attractiveness, and
innovative capacity.

The presented criteria of assessing the
potential and the level of effectiveness of modern
enterprise  activities are described through
numerous quantitative and qualitative indicators. In
most cases, users get the information to meet their
needs from public financial reporting, which
characterizes the company by formalized financial
indicators. Despite the factor of standardization of
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the indicators presented in public financial
reporting, many scientists tend to suggest the
necessity of reviewing the system of accounting
reporting for the purpose of satisfying the
increasing information needs of the companies of
the third millennium[2].

Ye V. Mnych highlights the inability of
modern accounting reports to satisfy the needs of
management, as, according to sociological
examination, 90 % of the accounting work done at
both business and non-business entities is aimed at
preparing tax declarations and tax control [3]. Formed
at the legidative levd in Ukraing the system of
accounting (financial, tax reporting, statistical) is
focused primarily on satisfying the information needs
of public authorities (state fiscal services, social
insurance funds, statigtical agencies), and therefore it
is of little use for administrative services of the
company itsdf or its make counterparties.
Enterprises have to keep the accountants staff
responsible for the formation of such information,
and, at the same time, try to create the information
useful for the company’s management by involving
additional specialists and spending additional
resources to support their work.

As to its generalized characteristics and
content, the integrated reporting is presented as a
system of interelated and interdependent
indicators of the enterprise activities that combines
elements of both financial and non-financial
reporting. It is believed that integrated reporting
enables the company to identify and understand
more precisdy its strategic advantages and
business models, which significantly affect the
company value. In addition, integrated reporting
discloses the company’s sustainable devel opment
to extena users. Together with business
development, large and medium enterprises face
other problems associated with the implementation
of certain social and other programs for ensuring
sustainable devel opment of society.

At the present stage of the Ukrainian society
development, the role of date indtitutions in the
country’s economy is being reduced and the role of
private business is growing. The state has privatized
the significant number of enterprises, alowing them
to enter adequately the business environment and to
become compdiitive Investments have caused a
significant economic growth of most of them. In
addition, the newly creates business entities occupied
a considerable niche in the economy. Thus, therole of
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big business has increased significantly. Accordingly,
public expectations are directed now not only at
government authorities but mostly at businesses. The
accumulation of huge assets by the enterprises of big
business necessitated their “protection”, heads of
many companies took seats in representative date
bodies: Verkhovna Rada of Ukraine, the Cabinet of
Ministers of Ukraine regional authorities, which
protect the interests of such businesses.

Now the public representatives apply for help
not only to public bodies, which have limited
possibilities of funding, but also to businesses that
have financial resources, and, in many cases, support
community initiatives. The role of business in public
life is no longer reduced to the timely and complete
payment of taxes, but it deals with implementation
and financing of socially important projects as well.
Thus, the devdopment of businesses is closdy
associated with their corporate social responsibility;
and businesses reflect their programs implementation
intheintegrated reporting.

The world models of the corporate social
responsibility have been formed for a long time
and have certain traditions. In America, the
establishment of social responsibility began in
60-70s of the twentieth century and in Europe — in
the mid-90s. The main socia and ecological
programs related to corporate social responsibility
are implemented in the USA through charitable
foundations, in Canada — through implementation
of quality improvement and healthy workplace
programs, in Europe — through targeted social
programs and business projects [4].

The complexity of Ukraine's transition from
administrative-command  system to  market
economy caused the primary problem for survival
and strengthening of its business niche. A humber
of problematic aspects of the domestic enterprises
transfer to “classic’ market conditions as well as
financial difficulties experienced by both privatized
and newly created entities hardly contributed to the
development of corporate social responsibility,
though separate programs have been implemented
by al major companies in the form of charity,
patronage and financing of some social programs
on a competitive basis.

The companies, which comply with the
corporate social responsibility, having to face the
challenges that occur in society (globalization,
resource  scarcity, unemployment, ecological
problems, political impact on business, business
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trangparency etc.), should seek to get progress in
sustainable development to the UN Global Compact,
which declares the basic principles of responsible
behavior of businesses concerning respect for human
rights and freedoms, the environmental protection etc.
The companies, which have joined this agreement,
should strongly support it, implement its principlesin
their activities to be able to achieve strategic, cultura
outcomes corresponding to this document as well as
publish notification of the achieved progress annually
(Sustainable Development Report), which is actually
one of the varigties of integrated reporting.
Natification of the achieved progress is formed
according to the following standards: AA1000 series
of standards of the International Institute of Social
and Ethical Reporting, the Guidance of reporting in
spheres of sudtainable devdopment, the G8
Declaration “Growth and responsibility in the global
economy” and IFRS 1 “Firg-time Adoption of
International Financial Reporting Standards’.

Since 2006 Ukraine has a national network
of companies and organizations that have declared
their commitment to the principles of the UN
Glaobal Compact. The basis of the Global Compact
is made of 10 principles in the areas of human
rights, labor, environment and counteraction of
corruption, which constitute a peculiar code of
ethical corporate behavior, observance of which is
mandatory for the participants in their activities.
Despite the voluntary participation, the provision
of annual reports on the implementation of Global
Compact principles in their daily activities is a
requirement for companies.

During 10 years of its existence, more than
8000 companies and other organizations in more
than 130 countries joined theinitiative. In Ukraine,
the UN Global Compact local network has existed
since 2006 and unites more than 160 participants —
from large international and Ukrainian companies
to medium and small enterprises as well as non-
governmental organizations, academic institutions,
business associations etc. [5]. Based on the
concept, in 2013 there was developed the strategy
of promoting the development of social
responsibility in Ukrainetill 2020 [6].

2. Requirements to the preparation and
submission of integrated reporting

In Ukraine, the integrated reports now are
made and submitted by more than 50 companies,
among them Obolon, Kyivstar, Energoatom, Volia,
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SCM, DTEK, MTS, Mdinvest, METRO, Astdlit
and others. Most of them draw up and submit
reports of forms AA1000 and the UN Global
Compact, in one of the options chosen by the
company: social, environmental, integrated reports,
reports on sustainable development, independently
choosing the reports format and structure. Only
four companies (SCM, DTEK, Metinvest and
Obolon) prepare reports of the GRI3 complex
system.

According to the survey of representatives of
the largest companies in Ukraine, which were
offered to become the founders of the National
Business Council for Sustainable Development, the
issue of preparation of non-financial reports is
rdevant for most of them (86 % of respondents).
According to the staff research of the Global
Reporting Initiative (GRI), 82 % of American and
66 % of European companies believe that the
“transparency” of information has a positive impact
on corporate reputation. [7] Thus, the promulgated
integrated report causes a certain level of respect
and trust in the company, making it socially
significant.

Preparation and publication of the progress
report is useful both for the company and its
stakeholders. The research done by Baker Tilly
distinguishes such benefits of integrated reporting
as a sure way to bring investors the information
about the direction in which the company is
moving, how it creates its own values and what
position it will have in the market and socio-
economic environment in a few years. The format
of such reporting provides an opportunity to get a
concise, information- concentrated version of all
available company’s documents and reports in one
place. The main advantage of such reporting is that
the potential investor receives the information
necessary for making a decision in favor of the
company.

Qualitativdly composed and favorably
presented, integrated financial and non-financial
reporting shows the openness of the company, which,
in turn, improves its business reputation, its
perception as a rdiable partner, strengthening
economic reationships and, consequently, increasing
the company’s capitaization due to accumulated
goodwill and ather intdllectual assets|[8].

Financial reports usually contain a lot of
concentrated (synthesized) data, in many cases,
difficult to understand. In modern practice, many
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investors are more interested in  marketing
approaches used by the company, its corporate
policy and social responsibility. Therefore, it is
important that the integrated report reveal not only
financial indicators, including profit, but also all
the main practices of the company, which help it to
function effectively.

Integrated reports are universal, more
accurately reflecting the interrelation of financial
and non-financial factors that affect the company’s
development. This, in turn, creates a better view of
its competitive advantages and the added value that
the company generates, in addition to direct
revenue. Compliance with international standards
requirements to the integrated reporting enhances
the quality of the reports and improves
communication with their target audience.

The integrated report is useful for the
company’s management because its functional
purpose is to serve as the additional tool to improve
the efficiency of management. While preparing the
integrated report, the company’s management can
evaluate practicaly all aspects of the company's
activities as well as the deep processes that either
strengthen or cause the destruction of the
foundation of the business. In terms of the practical
use of this toal for the company’s management, it
is believed that the better the information in the
report is structured, the easier it is to use it for
making strategic decisions while managing the
company. Research results show that in 71 % of
cases the transition to integrated reporting has a
positive impact on the effectiveness of decision-
making by the company’ s authorities.

From the perspective of internal corporate
management, it is noted that integrated reports
improve communication between employees since
their preparation involves not only financial staff
but also employees from other departments. This
interaction, in its turn, accelerates the decision-
making in the long term and contributes to a
complete satisfaction of the interests of different
groups within the company. The positive dynamics
of employee engagement, on the one hand, gives
them a better understanding of the functioning of
the company as a whole, on the other hand, it
improves the efficiency of the entire organizational
structure.

Integrated reports help to better reveal the
competence and achievements of the company,
both in the immediate areas of its activities and in
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other related areas of functioning as wdl as directly
in the practice of management. Complex
information  disclosure helps customers and
partners realize whether they want to use the
products and services of this or that company, and
it also helps investors understand how profitable
their investment into a certain company promises
to be. Target research shows that in 91 % of cases
the transition to integrated reporting increases
involvement of the target audience (customers,
investors, and partners) into interaction with the
company.

This is because the professionally prepared
integrated report alows estimating business
activities from the inside, identifying strengths and
weaknesses of the company, attracting more
partners, investors and consumers, serving as a
kind of advertising professionalism and publicity of
the company [9].

Considering diversity of information, such a
report provides increased transparency of the
company’s functioning. For example, the report on
progress of SCM company provides the description
of the business in terms of its types (mining and
metal, energy, transport, banking and insurance,
real estate, “Shakhtar” football club, machine
building, tedecommunications, production of clay,
media business, agriculture, retail, filling
complexes), stresses that the company employs
over 300 thousand workers and has more than 100
branches in seven countries. In 2013 the SCM
Group invested about 8 billion UAN in the

sustainable  development, including the
professional  and personal development of

employees, strengthening their health and labor
safety, environmental protection and energy
saving, improving the quality of life in the regions
of SCM activities and developing the business
environment. The report has also formulated the
SCM Group goals for achieving the sustainable
development, they being an integral part of the
company’s strategy, including safety and health of
workers, decent working conditions, improvement
of the quality of education, creation of decent life
conditions and  community  development,
environmental  protection, energy efficiency,
compliance with international standards of business
ethics.

The company aso reports on the
implementation of the ten principles of the UN
Global Compact in its strategy and activities. On
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the basis of non-financial information, the report
discloses the company’s compliance with the
following groups of principles: human rights
(implementation of more than 560 social projects,
the total investment amounted to more than
240 million UAH), labor standards (health and
safety investments amounted to more than
1.6 billion UAH; investments into development of
workers — 112 million UAN), environment
(modernization of equipment, introduction of
SO 14001 and 1SO 50001 standards, development
of wind energy; investments into environmental
protection amounted to about 5.4 billion UAH),
and anti-corruption [10].

In 2013, the International Integrated
Reporting Committee (IIRC) has redeased
“consultative version” of  the principles of
integrated reporting, which is the basis for a new
model of reporting that defines the basic concepts,
guidelines, content components, describes the
procedure of preparation and presentation. In
December 2013, BDO, ACCA companies together
with IIRC conducted a nationwide presentation of
the Standard of Integrated Reporting [11].

The Standard, in particular, implies the
reflection of the following information in the
integrated report: description of the organizational
structure of an enterprise and its interaction with
the environment (what the organization does and
the conditions in which it operates); the impact of
the organization's management structure on its
ability to create value in the short, medium and
long term; description of the opportunities and
risks that affect the organization's ability to create
value in the short, medium and long-term, and how
the organization copes with them; description of
the strategy and resources allocation; directions of
development of the organization; description of the
business modd of the organization and its
elasticity; performance of the organization (to what
extent the organization has achieved its strategic
objectives, and what results it has in terms of
capital, which appeared as a result of its activities);
opportunities, risks, challenges and uncertainties
that may face the organization while implementing
its strategy, and what are the possible outcomes for
its business model and future activities.

The main components of the integrated
reporting are: description of the company activities
and its business model, description of the
environment in which the company operates, the
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company’s strategic goal and the ways to achieve
it, corporate governance structure, sustainability
scorecard, forecast indicators. The information
generated in such statements will ensure the
transparency of the company, which will have a
positive impact on corporate reputation. Integrated
reporting is designed to provide a high level of
trust in relations with employees and investors,
appropriate resource allocation decisions, non-
financial information base. It will provide more
information to investors, government authorities,
general public, regulatory authorities, employees
€tc.

In drawing up the integrated reporting, large
and medium-sized companies should use the
system of state statistical observations existing in
Ukraine, adapting it to international standards. The
system of statistical observations accounts and uses
both financial and non-financial indicators,
particularly those which reflect the impact of
enterprises on social processes (employment,
wages, and gender indicators), the impact on the
environment, energy saving and so on.

Conclusions

Integrated reporting is a powerful tool of
expanding information parameters and content that
is necessary to the external users interested in
different areas of the company’s activities
(investors, suppliers, customers, general public)
and directly to the company’s management. The
importance of such comprehensive information can
be explained by the fact that large and medium-
sized companies have a significant influence in the
society not only due to their being conscientious
taxpayers but also in terms of social responsibility.
Many enterprises joined the UN Global Initiative
and carry out activities related to developing the
territories, ensuring appropriate working conditions
and labor security. They participate in social
programs, programs associated with  the
preservation of the environment, energy efficiency
and so on.

Integrated reporting of companies should be
considered as useful to investors because it
displays not only financial indicators but also
approaches of the companies to marketing,
corporate policy and social responsibility as well as
its strategy. Integrated reporting allows objective
assessing, in a complex, of the reationship
between financial and non-financial factors that
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reveal the development of the company, as well as
the compliance with the structure of such reporting
under the International Standard of integrated
reporting, ensures the quality of the reports and
improves communication with their target
audience.

The practical use of the information base of
such reporting alows the management of the
company to assess practically all aspects of the
company's activities, the underlying processes that
either reinforce or cause the loss of potential for
doing business. Preparation of integrated reports
improves communication between employees since
their preparation involves not only financial
department but also other departments. Adapted to
the conditions and the specifics of the enterprise
activities, integrated reports help to better reveal
the enterprise competence and achievements in
different spheres of its activities and in its adjacent
areas of operation as well as the validity of the
corporate structure and the management efficiency.
Integrated reporting should be considered as a
means of decent representation of the company in
the market, because it allows assessing the
effectiveness of doing business, identifying the
strengths and weaknesses of the company,
attracting more partners, investors and consumers.
In general, it can be stated that the Ukrainian
companies that are joining the process, are
increasing certain  social and environmental
standards and improving their image.
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Abstract. Thearticleis devoted to topical issues
of increasing hryvnia exchange rate potential. There is
presented a description of the main factors causing
decrease of the exchange rate, namely: the negative
balance of payments, galoping inflation, situationa
decline in demand for Ukrainian exports and large
amounts of currency outflow due to shadow economy
agents. Ways of reducing the shadow economy in
Ukraine are proposed. The results of the proposed
measures would reduce the rate of inflation due to
increased state budget revenues; reduce the currency
outflow from the country due to decreased domestic
oligarchs demand for luxury goods. Consequently, there
will improve the balance of payments, depreciation of
hryvnia in its commodity coverage will be minimized,
and hryvnia exchange rate will potentially stabilize.

Keywords. exchange rate, hryvnia, balance of
payments, trade surplus, inflation, shadow economy.

Formulation of the problem

In open market economies the impact of
exchange rate changes on the financial system is
very significant. In Ukraine, more than half of
residents savings (including savings outside of the
financial system) are stored in foreign currency, up
to 50% of residents debt obligations are
formalized in foreign currency. Therefore, research
into the issues of stabilizing the exchange rate,
which serves as a guide on long-term planning of
economic agents activities, is important and
necessary.

Analysis of recent research and
publications

Exchange rate disbalance that exists in
Ukrain€s economy  causes the necessity to
research its aspects and associated problems with
the aim to identify effective levers that can ensure
the stability of the national currency. A number of

domestic and foreign scientists dedicated their
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works to investigation of the exchange rate
fluctuations and its stabilization, among them being
O.Bereslavska, E.Brazhnykova, Ye Vlasenko,
E. Voskresenska, V. Heyes, A.Hoychuk, S. Korablin,
I. Kryuchkova, O. Patsenko, V. Shevchuk,
A. Shulgin and others.

However, in present conditions of the
national economy development there remains
rdevant the issue of using the most effective
regulators, capable of ensuring stabilization of the
exchange rate in Ukraine as well as activating both
domestic and foreign economic activities of the
country.

Most of the publications of domestic
scientists on the conditions and problems of the
hryvnia exchange rate stabilization mostly deal
with monetary measures. At the same time, a
significant impact on the dynamics of exchange
rate is made by the shadow economy. This
article is devoted to the issue of maximum
consideration of all the factors affecting the
exchange rate and finding ways to minimize
their negative impact.

The purpose of the article isto study the
status and dynamics of the hryvnia exchange rate
fluctuations, to identify the main stages and trends
of the currency market and to develop scientific
and practical recommendations on the use of levers
and tools capable of stabilizing the exchange rate
and intensifying socio-economic development of
Ukraine.

Presentation of the main material

On September 1, 2016 the modern Ukrainian
national currency — hryvnia — was celebrating its
20" amniversary. During these 20 years the
exchange rate has undergone significant changes.
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On September 1, 1996, one could buy 62.89
USD for a hundred hryvnias. Twenty years later, on
September 1, 2016 you could buy only 3.70 USD
for a hundred hryvnias. Thus, during twenty
years, the hryvnia has devalued against the US
dollar in 17 times. Such significant negative
changes require a detailed analysis of their causes
and search for the ways to neutralize these factors
of change.

The national money becomes currency since
its use in international payments. Exchange rate is
the price of any currency in terms other currencies.
Thus currency is any instrument of payment that
can be used in international payments.

The exchange rate of any currency is set in
the currency market while trading currencies from
different countries.

The currency price, as any other price, is
directly dependent on the demand and isininverse
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dependency on the currency supply in the foreign
exchange market.

All the factors that affect the exchange rate
are displayed integrally through the balance of
payments. This applies particularly to the trade
balance, which reflects the value ratio of exports
and imports of the country’s goods and services for
a certain period of time. The trade balance consists
of two parts — revenue and payments. Their
comparison creates an export-import balance.
Trade balance is the difference between the value
of exports and imports. The trade surplus occurs
when the value of exports exceeds the value of
imports and the trade deficit is observed when the
value of imports exceeds the value of exports.

The trade balance of Ukrainein the periods of
1996-1998 and 2005-2015 was deficit, the major
reason of the situation being the negative balance of
goods. Itsdynamicsis shownin Fig. 1.
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Fig. 1. Ukrainian trade balance of payments, billion USD

Sources:. https:/bank.gov.ua/control /uk/publish

According to the information in Figure 1,
during 1996-2015 the overall balance of goods of
Ukraine's balance of payments was passive and its
deficit reached 118.5 billion USD [1].

This deficit can be financed by: a) the gold
and foreign exchange reserves of the state; b) a net
inflow of capital from abroad. To ensure a net
inflow of capital from abroad, the government can
borrow from foreigners and sell certain amount of
own assets to foreigners.

Every year Ukrainian emigrants transfer
about 7.5 billion USD [2]. Over the past 20 years
the total amount of currency transfers amounted to
about 150 billion USD. These transfers are main
funds for supporting everyday life, buying housing,
educating children of emigrant families.

A very important factor of stabilizing the
exchange rate of hryvnia is that the net inflow

of capital from abroad in the form of currency
earnings from Ukrainian emigrants during
1996-2015 actually covers the negative trade
balance.

The current situation with earnings and
expenditures of foreign exchange funds by Ukraine
affected the amount of gold and foreign exchange
reserves as well as the amount of borrowings
(debt).

The dynamics of gold and foreign exchange
reserves of the National Bank of Ukraine (NBU) is
shownin Fig. 2.

The most favorable years for gold and
foreign exchange reserves of the NBU were 2003—
2010. During this period foreign exchange reserves
increased from 3.4 billion USD at the beginning of
2003 to 34.6 billion USD at the end of 2010,
having increased tenfold. [3]
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Fig. 2. Dynamics of gold and foreign exchange reserves of the NBU
for 1996-2016, billion USD, at the end of the year

Sources:. https:/bank.gov.ua/control /uk/publish

According to the information in Fig. 3,
during 2005-2013 the national debt of Ukraine was
growing. The problem of the amount of public debt
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in Ukraine has become particularly acute since the
beginning of world financial crisis in autumn of
2008.
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Fig. 3. The public debt of Ukraine during 1996-2015 years, billion USD.
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There are several reasons for the rapid
increase in government debt in 2009-2010. Firstly,
the government conducted an active stabilization
policy including the banking system rescue
(experience of South Korea and Thailand in 1997—
1998, as wel as Latin America from the early
1980s) Actually part of the private debt was replaced
by the state debt. Secondly, the government
borrowings, by their nature, are not long-term
investments, so they do not contribute to sustainable
long-term economic growth and debt repayment;
more so, they even increase the debt burden. Thirdly,
a great part of Ukrainian capital expenditures have
no economic justification, there is no mechanism of
public investments regulation, transparency of their
use, monitoring their efficiency [5].

At the end of 2013 the national debt of
Ukraine reached 73.1 hillion USD. The public debt
of Ukraine has been reducing since 2014. In
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particular, in 2014 the figure decreased by
3.3 hbillion USD and by the end of the year was
69.8 billion USD. During 2015 the national debt of
Ukraine decreased by 4.3 billion USD and by the
end of 2015 amounted to 65.5 billion USD [4].

This negative trade balance of payments had
an adverse effect on the exchange rate of Ukrainian
currency. After all, between the trade balance and
exchange rate there exists inverse relationship.
With the deterioration of the trade balance
(increasing negative balance), the country spent
more money abroad than received it from the sale
of its products. For example, in 2012 Ukraine
bought 19.5 billion USD worth foreign goods that
exceeds foreign sales. In 2013 negativetrade
balance increased to 20 billion USD. Thus during
just two years 2012-2013 due to the negative trade
balance Ukraine “depleted” by 39.5 hillion USD
[1]. This created reasonable grounds for a potential
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reduction of exchange rate in the short term. Since
the demand for foreign currency needed to buy
imports increased on the foreign exchange market,
the currency supply increased as a consequence.
This, in turn, contributed to the potential reduction
of the hryvnia exchange rate.

Active or passive trade balance characterizes
the country’s competitiveness on the global market.
Given the overall passive trade balance of Ukraine,
the competitiveness of domestic products on the
world market is insufficient. Domestic scientists,
including M. L. Danylovych-Kropyvnytska are
paying special attention to this problem and the
ways to solveit in their studies [6].

An important factor of the negative impact
on the exchange rate in Ukraine is inflation.
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According to the information in Fig. 5, in
Ukraine during the studied period of time there
was taking place a significant inflation process
[7, p.31]. This led to depreciation of the
purchasing power of the national currency and as
a result made a potentially negative impact on
the exchange rate of hryvnia.

In view of the above, holders of savings
in the national currency were trying to convert
them into a more stable (hard) currency, such as
USD. This contributed to an even greater
potential depreciation of the national currency
against the US dollar.

Information about the dynamics of the
hryvnia exchange rate against the USD during
1996-2015 is shown in Fig. 6.
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Fig. 5. Inflation (CPI) in Ukrainein 1996-2015, in %
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Fig. 6. Dynamics of hryvnia exchange rate against the US dollar during 1996-2016,

at the end of the year

In the studied period of time exchange rate
was not corrdated annually according to the level
of hryvnia purchasing power. For example, during
2005-2007, the purchasing power of the national
currency due to inflation decreased by 35.3 %
(113.5x1.1x1.1 135.3). At the same time

(according to the monetary strategy of the
government and the NBU) exchange rate in 2005—
2007 remained stable 5.05 UAH / USD [8]. This
disparity couldn’t exist in the long run.

During the period of 19962015 decreasing of
hryvnia exchange rate was not going smoothly, but
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abruptly. Over the past twenty years there have been
three significant abrupt fallsin the exchangerate

The first — from August 1998 to December
1999, when in the course of “Asian” crisis
deployment, the exchange rate of hryvnia against
US dallar decreased from 1.9 UAH/ USD to 5.22
UAH/ USD, that isin 2.75 times.

The second — from August 2008 to
December 2008, when in the course of the “world
financial” crisis the exchange rate of hryvnia
against the US dollar fell from 5.05 UAH/ USD to
7.70 UAH / USD, that is by 52.5 %.

The third — from March 2014 to December
2015, when in the process of deploying the “Russian
Spring” and the Russian occupation of Ukrainian
territory of the Crimeaand Donbas, the exchange rate
of hryvnia against the US dollar fdl from 7.99 UAH /
USD to 24.00 UAH /USD, that isin 3.0 times.

All the three stages of exchange rate decrease
directly rdated to a sharp decline in demand for
Ukrainian products in foreign markes. The
consequence of this situation was a sharp increase in
the negative trade balance. For example, in 2008 the
negative trade balance reached 16.1 billion USD. This
led to: &) reduction of gold and foreign exchange

reserves, for example, in 2008-2009 by 8.1 hillion
USD; b) reduction of exchange rate, including the fall
of 2008 from 5.05 UAH / USD to 7.7 UAH / USD. As
a consequence, the volume of externd debt of Ukraine
increased. For example, with 26.4 hillion USD in
2008, it increased to 39.8 hillion USD in 2009, totally
it increases by 13.4 hillion.

A significant reduction of exchange rate in
the period of 2014-2015 was not only due to the
war with Russia and against the last occupation of
Ukrainian territory in the Crimea and Donbas. This
is the actual limits of the Russian market for
Ukrainian goods, as evidenced by data in Table 1.

In 1996 the Russian market accounted for
38.7 % of exports from Ukraine. In 2015 it was
only 12.7 %. The share of Ukraine's exports of
goods to the Russian market during 1996-2015
decreased by 26.0 percentage points
[7, p. 399-401].

Instead, domestic exporters quickly discover
other promising markets. For example, the share of
exports from Ukraine to Egypt during the analyzed
period increased by 4.8 percentage points; to China
— by 4.6 % percentage points; to Turkey — by 4.5 %
percentage points [7, p. 399-401].

Table 1
The structure of Ukrainian exportsto other countriesin 1996-2015
Volumes Deviation in
No Countries (billion USD) Structure, % structure
1996 2015 1996 2015 % points

1 Belorussia 722.5 870.7 5.0 2.3 -27
2 Egypt 96.8 2079.8 0.7 55 +4.8
3 India 82.3 1444.1 0.6 3.8 +3.2
4 Iran, ISam Republic 116.5 472.5 0.8 12 +0.4
5 Iraq 0.00 533.6 0.0 14 +14
6 Spain 90.2 1979.8 0.6 5.2 +4.6
7 Kazakhstan 90.9 712.7 0.6 1.9 +1.3
8 China 768.1 2399.1 5.3 6.3 +1.0
9 Moldova 237.8 524.3 17 14 -03
10 | Netherlands 99.7 905.7 0.7 24 +17
11 Germany 421.9 1328.7 2.9 35 + 0.6
12 Poland 362.7 1977.3 25 52 + 2.7
13 Russia 5577.4 4827.7 38.7 12.7 - 26.0
14 Rumania 157.3 569.9 11 15 +0.4
15 Saudi Arabia 28.1 761.6 0.2 2.0 +18
16 Slovakia 230.6 468.8 16 12 -04
17 Turkey 408.7 2771.8 2.8 7.3 +45
18 Hungary 371.6 909.7 2.6 24 -0.2
19 France 111.1 497.9 0.8 1.3 +0.5
20 | Check Republic 143.0 541.0 1.0 14 +04
21 Total export 14400.8 38127.1 100.0 100.0 X

Sources Satidical Yearbook of Ukraine for 2015. Sate Satidics Service of Ukraine. — K., 2016. — P. 399-401).
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A considerable damage to hryvnia exchange
rate is inflicted by two major problems in state
governance of Ukraine;

» total tax avoidance by large (oligarchic)
corporations,

» massive theft of state budget resources.

According to the information of the Ministry
of Economic Development and Trade of Ukraine,
the level of shadow economy in Ukraine in 2015
amounted to about 40 % [9]. Considering that in
2015 Ukraine's GDP totaled 1,979.5 billion UAH,
the net profits of the shadow sector in 2015
amounted to about 790 billion UAH (1979,5 billion
UAH x 0.40 = 790 billion UAH). 500 billion UAH
of this amount depends on the corporate sector,
owned by oligarchs.

Along with the above, in Ukraine the scale of
avoiding income tax payments by fraud through
offshore companies is enormous. These transactions
take place “in accordance with applicable law”
because the list of offshore zones is approved by the
Cabinet of Ministers of Ukraine[10].

For this Situation, the Ministry of Economic
Devdopment and Trade of Ukraine points that the
current  Stuation of tax avoidance is caused by
“dignificant tax burden on the corporate sector against
the backdrop of the high cost of credit resources and
the unfavorable external economic conditions in key
commodity markets’. [9] The Ministry says nothing
about ineffective work of fiscal services to reduce the
amount of shadow economy.

The superprofits obtained through offshore
manipulations partially return to Ukraine by
foreign investment. Particularly, by January 1, 2015
the total amount of direct foreign investments in
Ukraine was 45.7 billion USD, 30% of which
(13.7 billion USD) came from Cyprus [7, p. 515].
No other country in the world has invested in
Ukraine as foreign direct investments as much as a
small isand state of Cyprus. For example, by
January 1, 2015 Germany had invested in Ukraine
only 5.4 billion USD [7, p. 515], that is 2.5 times
less than Cyprus.

Unfortunately, Ukrainian ~ government
officials do not lag behind the oligarchs. The scale
of abuse by government officials in Ukraine is
well-known. The evidence provided to the Anti-
Corruption Bureau in 9/12/2016 by oligarch
|.Kolomoyskyi, who accused top management of
the country in extortion and receiving a bribe from
him,110 million UAH [11].
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Ukrainian MPs, having official incomes four
times lower than the incomes of the Polish Sgm
members, declared property, which is on average
five times larger than the wealth of the Polish Sgfm
members. A similar situation is observed with
incomes of the top management of the Cabinet of
Ministers and other government branches in
Ukraine [12]. No member of the Polish Sgm has
income that would allow him to buy the car of VIP
class. [12]

As we have noted above, an important factor
supporting hryvnia exchange rate is the inflow of
currency from abroad from Ukrainian workers-
emigrants. But most of this money is accumulated
by the leaders of the shadow sector and then
withdrawn from the country. In 2015, during very
difficult time for Ukraine, there were imported VIP
class cars in the amount of about one billion US
dollars. There are hundreds of villas and yachts
owned by top officials of Ukraine abroad. On the
acquisition and maintenance of these luxury
“atributes’ there were spent tens of billions of US
dollars. This has definitely a negative impact on the
trade balance of the state.

Due to the current situation, the state does
not fulfill the redistributive social function. The
wedlth, created by the work of the society
members, is not the property of the Ukrainian
people and is concentrated in the hands of
oligarchic clans. Incomes, obtained through the
informal sector, are mostly converted into hard
currency. This increases the foreign currency
demand in the foreign exchange market and the
negative impact on the hryvnia exchange rate.

Summarizing the above, there is reason to
bdieve that during 1996-2015 the main negative
factorsinfluencing the exchangerate of hryvniawere:

a) passive trade balance of payments, which
in total reached 120.0 billion USD;

b) asignificant rate of inflation;

¢) huge amounts of shadow economy in the
country, resulting in the flow-out of substantial
amounts of currency abroad.

To diminate these problems, the Ukrainian
society, non-governmental organizations should
intensify the work of state authorities in two
strategic areas:

1) ensuring real publicity in control over
budget funds;

2) restricting the volume of offshore and
shady frauds of big corporations.
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These tasks have some specifics in their
implementation. The first problem requires
immediate publicity in control over budget funds
and real punishment for guilty government officials
of sabotaging these changes in parliament and
getting shady income.

Among the three branches of the state power
the emphasis should be placed on the judicial
reform. At present it is just this branch of power
that is pushing the country into the abyss because
of frankly immoral and illegal court decisions
legitimize raidering, minimize liability for criminal
offenses. 60 % of the current judges as a result of
judicial reforms should be dismissed. The
relevance of judicial reform and the need for an
immediate initiation of the anti-corruption courtsin
Ukraine are stressed by most influential
organizations, including the leaders of Ukrainian
churches, artists[13], MEPs and others.

Solving the second problem must be based
on the system of gradual changes in the State Fiscal
Service. Twenty years ago, one of the authors of
the given research suggested that UFS need
systematic approach, able to significantly and
gradually reduce the level of shadow economy in
the country [14, 17]. This approach can be applied
even today to the gradual restriction of the shadow
frauds of large corporation owners. For this, the use
of the system main evaluation criterion should be
the profitability of operating activities of
enterprises and corporations to compare it to the
same indicator on average according to the type of
activity of these corporations [15, p. 94-97].Those
enterprises whose profitability ratios of operating
activities will be lower than the average for this
type of activity will have to be the objects of
attention for Fiscal Service. If Antimonopoly
Committee of Ukraine and other controlling
services are involved in this process, management
of the state will ensure that these segments of the
market are working on the basis of competition; it
will aso significantly limit the volume of
operations of offshore trading houses, established
at oligarchs' corporations.

Due to increasing profitability ratios of the
operational activities of the investigated enterprises
there will increase the average profitability ratios
of the operational activity by the type of their
activity. As a consequence, other companies may
emerge where these indicators will be shown below
average. Now these enterprises-outsiders in terms
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of the profitability of operational activities will
become the objects of inspection. And this process
should go on continuously.

Indeed, the current situation in the economy,
where the bulk of the oligarchs corporate sector
works with operational activities profitability of 2—
4% [7, p. 480] is frankly laughable, if not sad.

The main contribution to this process should
be made by Ukrainian parliament. For example,
after “Panama scandal” Great Britain is planning
to introduce criminal liability for the companies
that allow their employees to help others avoid
paying taxes [16].

Conclusions and perspectives for further
research

The research provides characteristics of the
main factors that during 1996-2015 negatively
affected the hryvnia exchange rate and its
dynamics. Attention was focused on the study of
the negative impact of the shadow economy on the
hryvnia exchange rate and the ways of reducing the
shadow economy in Ukraine.

After implementing the proposed measures
the revenues of the state must increase. This should
positively affect the NBU monetary policy due to
reducing the rate of inflation in the national
economy. By reduction of oligarchs shadow
incomes it will be possible to decrease the outflow
of currency abroad, in particular, due to lowering
oligarchs' demand for luxury goods.

As a result, the balance of payments will be
improved, the process of inflationary devaluation
of the hryvnia will be minimized, the national
economy will receive additional incentives for
economic growth through the effective increase in
aggregate demand, and domestic market will
become more stable by reducing dependence on
external demand; gold and foreign exchange
reserves will increase, the national debt will
decrease and the exchange rate will become more
stable.

Further research should take into account the
fact that the current systems of exchange rates are
directly tied to the competitiveness of national
economies. Accordingly, to increase the potential
of the hryvnia exchange rate stability one should
focus on research into the factors of Ukraine's
global competitiveness and systems continuous
improvement of the factors that contribute to its
increase.
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For mulation of the problem

The level of solvency of a company, defined
as its ability to meet its current liabilities, is a
matter of utmost importance to its owners,
investors, lenders, and employees, as well as to
various government authorities. Several liquidity
indices are used to assess the solvency of a
company. An accurate assessment of the company’s
solvency depends upon correct methods of
calculating liquidity indices. Any inaccuracy in
methods will lead to distortion in results and
incorrect assessment of the company’s financial
state. Therefore, decisions made by owners or
lenders on the basis of such inaccurate assessment
may be inefficient. Contemporary studies on this
issue have not shaped a universa systemic
approach to the organization and methods of
company’s liquidity assessment; there are various
inaccuracies and inconsistencies related to the
calculation of liquidity indices.

Analysis of recent research and publications

The theory and methods of liquidity indices
calculation have been addressed in a number of
studies by Ukrainian and foreign scientists.
Important contributions to this issue have been
made by researchers in Ukraine (L. Lakhtionova,
Ye. Mnykh, H. Savytska, Yu. Tsal-Tsalko, I. Blank,
M. Korobov, L. Kovaenko, A. Zahorodnii,
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A. Poddieriogin and others) and internationally
(J. Van Horne, J. Wachowicz, J. Shim and J. Segal,
J. Richard, E. Hefert, E. Brigham and others).
Despite the vast research background, there is a
need for methodological implementation of
theoretical knowledge into practice.

The purpose of the research is to improve
the methodological approach to liquidity indices
calculation by means of grouping assets and
liabilities by the level of their marketability and the
term to maturity, respectively.

Presentation of the main material

Calculation of liquidity indices is one of the
easiest methods of assessing a company’s solvency,
or ability to meet its current liabilities within a
reasonably short period of time. This group of
indices is calculated by comparing company's
current assets against its current liabilities. Due to
this, liquidity indices are used in officia
methodology of government agencies for assessing
a company’s financial state. However, both official
methodology and scientific research papers
demonstrate a number of inconsistencies related to
the methods of liquidity indices calculation as well
astheterminology used. Let us highlight a few of
these.

The Order of the Ministry of Economics of
Ukraine “On Amendments to Methodological
Guidelines for Detecting Signs of Insolvency of
Companies and Signs of Activities Aimed at
Conceal ment of Bankruptcy, Fraudulent
Bankruptcy or Deliberate Bankruptcy” (No.1361 of
26.10.2010) prescribes to calculate the current
(overal) liquidity ratio of a company as current
assets divided by loan capital (current and long-
term liabilities). The document states that “an
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increase in this index signifies a positive trend for a
company”, which is, in our opinion, incorrect [1].

A high current liquidity ratio may also indicate
an excessve and unjustified accumulation of current
assats, compared to the amount of loan capital.

At the same time, the Order of Ministry of
Finance of Ukraine “On Approval of Methodology
for the Analysis of Financial and Commercial
Operations of Public Sector Companies (No.170 of
14.02.2006) names the same ratio, which “reflects
the number of current asset units per unit of long-
term and current liabilities”, as “an overal liquidity
ratio” [2]. The document does not contain any
indication of aregulatory valuefor thisratio.

There is another index reflecting a ratio of
current assets to current liabilities, which is used
in documents mentioned above, under the name
of “coverage ratio”. The regulatory value for
coverage ratio is different in the two documents.
The Methodol ogical Guidelines No.1361 indicate
that “an increase in this index signifies a positive
trend for a company” [1], and the Order of
Ministry of Finance specifies a regulatory value
rangeof 1.0to0 1.5[2].

In scientific studies (A. H. Zahorodnii,
H.l. Kindratska, M. S. Bilyk, O. O. Sheremet,
Ciaran Walsh and others) [3, 4, 5], an index
reflecting a ratio of current assets to current
liabilities is called a “current liquidity ratio”. A
recommended regulatory value of this index falls
within the range of 1.0 to 2.0.

The Methodological Guidelines N0.1361
also suggest calculating a “quick liquidity ratio”
[1]. For this ratio, only a portion of current assets,
namely cash at bank and in hand, marketable
securities, and accounts receivable, are considered
against current liabilities. In scientific works, this
index is aso known as “interim liquidity ratio”,
“critical liquidity ratio”, “operating liquidity ratio”,
and “acid test ratio”. The regulatory value of this
index differs across documents and publications.

Liquidity is defined as an ability of a
company to convert its current assets into money
with minimal loss of value, in order to pay off its
short-term liabilities.

The assessment of the company’s liquidity
includes:

— measuring the balance sheet liquidity,

— calculation and analysis of liquidity indices.

Consequently, to maintain the optimum state
of liquidity, a company needs to continuously

40

maintain an objectively justified ratio of assets and
liabilities on its balance shest.

In order to measure the liquidity of a
company balance sheet, assets need to be
categorized by the level of marketability and
liabilities by the term to maturity.

Based on the levedl of marketability, assets
may be broken down into the following categories:

Assets ready for use (A;) are al amounts of
money and equivalent instruments, i.e., money that
may be readily used for operational transactions.
This includes short-term deposits and securities
considered “cash equivalent” (balance sheet assets,
Section 2, line 1160: Current financial
investments; line 1165: Cash and cash equivalents;
line 1166: Cash; line 1167: Bank accounts).

Assets promptly convertible (A;) are assets
that require some period of time to convert them
into money. This category includes accounts
receivable (balance sheet assets, Section 2, lines
1125 to 1155). However, only receivables that are
expected to be received within 12 months may be
included. Therefore, all contracts with customers
need to be analyzed in order to categorize
receivables by terms of payment.

Assets slowly convertible (A3) are assets that
require a significant amount of time to convert
them into money, with a considerable risk of loss
of value. This category includes inventory, except
for outgoing inventory, and overdue receivables.

Assets not easily convertible (A,4) are assets
required for the company's long-term operations.
This category includes assets from Section 1 of the
balance sheet (“Non-current assets’).

Categorization of certain other types of
current assets, such as “Deferred expenses”, “ Other
current assets’, and balance sheet Assets Section 3:
“Non-current assets held for sale, and disposal
groups’, remains a subject of debate.

Deferred expenses are costs that have been
incurred in the present reporting period, but are
subject to be reported as expenses in future periods.
As benefits are received over time, these costs will
be written off gradually and reported as expenses.
Such expenses include rent payments, pre-paid
subscription for periodicals, license fees, insurance
premiums, costs related to launching new
production sites or new products etc. In the
accounting  process, these expenses are
accumulated by debiting account 39, Deferred
expenses. As benefits are received with time, these
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expenses are written off by respectively crediting the
same account 39. Stll, not all of the deferred
expenses are written off within 12 months. For
instance, costs related to launching new production
sites or new products may be written off over several
years. For the purposes of assessing liquidity of this
kind of assets, they may be categorized by write-off
peiod into short-term expenses (deferred expenses
that will be written off within 12 months) and long-
term expenses (deferred expenses that will be written
off over a period longer than 12 months). 1. V.
Vyhivska, E. H. Mdnyk suggest to record long-term
deferred expenses under account 185. The breakdown
of deferred expenses into short-term and long-term
expensesisillustirated in Fig. 1 [6].

Based on this breakdown, short-term
deferred expenses may be categorized as assets
slowly convertible (A3), and long-term expenses as
assets not easily convertible (As).

There is no unanimous approach among
scientists as to the categorization of “Other current
assets’. Balance sheet line 1190, Other current
assets reflects the value of current assets that
cannot be identified as a separate line by relevance
indicators, nor can they be included into any other
article of the “Current assets’ section. This line
reflects the value of company’s monetary
instruments in national and foreign currencies, as
well as debit record of VAT accounts (debit
balance: 331, 332, 643, 644).

Sub-accounts 331 and 332 are used for
recording the balance and transactions in monetary
instruments (in national and foreign currencies)
kept at the company cashier’s desk: pre-paid
vouchers for health resorts and recreation centers,
post stamps, contract stamps, travel tickets and
vouchers for business travel etc.

DEFERRED EXPENSES

v

Short-term (account 39)

Long-term (account 185)

Pre-paid subscriptionsto

Expenses for purchases of software

periodicals

Phone and radio
telecommunications bills
Expenses for advertising
materias (works or
SErvices)

Expensesfor repairs of
fixed assets used in the
production cycle, which
were incurred unevenly
over theyear

Licensefees

Expenses for conservation
and storage of equipment
and machinery of seasond
use.

Expensesfor trave tickets and vouchers

Expenses rlated to drafting regulations

Expenses related to preparations for mining or
seasond industry works

Expenses related to launching new organizations,
units, production facilities or equipment

Expenses related to rent payments for use of fixed
assets

Expenses for relocation of business units

Expenses for technical and architecturd design of
facilities planned for construction in the following
years

Expenses for renovation and adaptation of fecilities
sarvicing the man construction objects, that are
included in the construction budget

Expenses related to land reclamation and other
environment protection measures

Expenses rdlated to insurance of industrial property

Fig. 1. Categorization of deferred expenses

Sub-account 643 is used for recording the
amounts of value added tax calculated from
advance payments received for products, goods,
intangible assets, works or services that are yet to
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be delivered or performed. In other words, it serves
for VAT payable records.

Sub-account 644 is for recording value
added tax credit, or VAT amounts that are
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deductible under the applicable tax laws in cases
when an advance payment to the seller is the first
event in a buying transaction.

Based on the purposes of sub-accounts
mentioned, we consider it appropriate to include
“Other current assets’ into the second category,
i.e., Assets promptly convertible (A»).

Section 3 “Non-current assets held for sale,
and disposal groups’ reflects the value of non-
current assets and disposal groups that are held for
sale, as identified and regulated by the national
Accounting Regulation (Standard) 27: “Non-
current assets held for sale and discontinued
operations’; these are recorded under account 286
[7]. In accordance with the AR(S)27, a disposal
group is a collection of assets that are scheduled for
sdle or transfer by any other means in a single
transaction, and liabilities that are directly linked to
such assets and will betransferred (paid) as a result
of the same transaction.Pursuant to paragraph 1 of
the AR(S)27 [7], non-current assets and disposal
groups are identified as “held for sale’ if the
following conditions are met:

— economic benefits are expected from their
sale rather than from their use for the intended
purpose;

— they are suitable for sale in their present
condition;

— their sdle is expected to be completed
within one year from the date of their designation
as“held for sale’;

— the terms of their sale are consistent with
regular terms of salefor similar assets;

— their immediate sale poses a high risk, for
example, when the company has a specific plan or
a strict sale contract, they are actively offered on
the market at a price that matches their actual fair
value.

At the same time, the regulation envisages
that “the period to the completion of sale may be
extended beyond one year in case such extension is
mandated by circumstances beyond the company's
control, and the company is continuing to follow
the sale plan”. This means that whenever an asset
remained unsold for longer than ayear, it may have
been improperly classified as held for sale, or it
appeared difficult to sell dueto lack of demand.

At the same time, there may be assets
recorded under account 286, which are very
unlikely to be sold; alternatively, if an asset no
longer meets the criteria set for non-current assets
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held for sale, it should be transferred into the non-
current assets section. If, however, the company
still intends to sell these assets (e.g., some of the
fixed assets that are no longer necessary for
company operations), they may be recorded under
sub-account 117, Other non-current tangible assets,
or sub-account 184, Other non-current assets, of
the synthetic record account 18, Long-term
receivables and other non-current assets. Their
value is then reflected under Assets Section 1 of
the balance sheet [8].

Appropriate identification and recording of
non-current assets held for sale has a significant
impact on company’s liquidity assessment. In
general, Section 3, “Non-current assets held for
sale, and disposal groups’ should be included into
the assets slowly convertible (A3) category in its
entirety. However, there is a possibility that some
of the assets designated as “held for sale’ (and
recorded under account 286) do not, in essence,
meet the criteria for designation as non-current
assets held for sale. If detailed information sources
are accessible, the analyst responsible for
categorization of assets by the levd of
marketability should perform a thorough review of
all items recorded under account 286. Should some
of the non-current assets be identified as non-
compliant with the criteria of “held for salé€”
designation, the analyst should include them into
assets not easily convertible (A4) and suggest that
accountants make appropriate corrections in the
records.

Assets of the first three categories (ready for
use, promptly convertible, and slowly convertible)
change constantly over the course of the present
operational period; therefore, they are classified as
company’s current assets. These three asset groups
(A1, Az, and Aj) are used for calculation of relative
liquidity indices.

Liabilities on the balance sheet are
categorized by the term to maturity.

Immediate liabilities (L) are company's
obligations that require timely payments. These
include: accounts payable with vendors and
contractors, taxes and duties (and other mandatory
payments) payable, wage arrears (lines 1615 to
1650, inclusive).

Short-term liabilities (L) are liabilities
maturing within 12 months.  This category of
liabilities includes short-term bank loans (line
1600), promissory notes issued (line 1605), current
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portion of long-term borrowings (line 1610). In our
opinion, current provisions (line 1660), deferred
income (line 1665), other current liabilities (line
1690), and Section 4, “Liabilities associated with
assets held for sale and disposal groups’ should
also beincluded into this category.

Long-term liabilities (L3) are obligations
under long-term loans and borrowings, and other
liabilities extending over alonger time period. This
category is made up of liabilities with a term to
maturity exceeding one year, which matches
Liabilities Section 2 on the balance sheet.

Permanent liabilities (L4) are obligations
towards capital owners. This category matches
Liabilities Section 1 on the balance sheet.

The balance sheet liquidity of a company is
calculated on the basis of values identified above.
The balance sheet liquidity is a state where the
corresponding categories of assets and liabilities are
matched in a manner that allows the company to meet
its liabilities of different terms to maturity with assets
of appropriate marketability leve [3].

The state of absolute balance sheet liquidity
is achieved if the following conditions are met:

- Assets ready for use are greater than or
equal to immediate liabilities,

- Assets promptly convertible are greater
than or equal to short-term liabilities,

- Assets slowly convertible are greater than
or equal to long-term liabilities, and

- Assets not easily convertible are less than
permanent liabilities.

When conditions one, two, and three are met,
the last condition is also met. This state indicates
that the company has sufficient working capital
throughout the assessed time period. If at least one
of the statements is not true, it means that the
balance sheet liquidity of the company is not
ensured.

Table 1 below summarizes the categorization
criteria for assets and liabilities, their appropriate
balance sheet items, and conditions of absolute
balance sheet liquidity.

Table 1
Criteria and conditions of balance sheet liquidity
Conditions of
Categorization of : Categorization of : absolute
assets Balance shedt line codes lizbilities Balance shedt line codes balance sheet
liquidity
Assts ready for use | 1160, 1165 Immediate 1615-1650 (except for AL
(A) ligbilities (Ly) 1630) ="
Assets promptly 1125 (up to 12 months), 1130- | Short-term 1600, 1605, 1610, 1660, Ao
convertible (A,) 1155 (except for 1136), 1190 | liahilities(Ly) 1665, 1690, 1700 2="2
Assetsdowly 1100, 1110, 1125 (over 12 | Long-term 1595
convertible (A,) months), 1170 (short-term), | liabilities(Ly) As>Lg
1200
Assetsnot eadly 1095, 1170 (long-term), 1200 | Permanent 1495
convertible (A4) (those that do not meat the | liahilities(Ly) A< L
citeria for “hdd for se’ =
designation)
By matching the values of respective hasan opposite sign, it means that the company does

categories of assets and liabilities identified, we now
can assess the current and prospective solvency of a
company. For instance, we can measure the current
liquidity by comparing the sum of two most easily
marketable asset groups (A1 + A,) againgt the sum of
immediate and short-term liagbilities (L, + L,). If the
sum of easily marketable assets is greater than the
sum of immediate and short-teem liabilities, i.e,
(AL + Ay > (L1 + Ly), the company has adequate
liquidity in the current time period. If the statement
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not have sufficient working capital; it faces problems
paying its current bills, and is insolvent in the current
time period. This is a dangerous state that has to be
rectified quickly.

By comparing the value of assets slowly
convertible (A3) against that of long-term liabilities
(L3), we can measure the prospective liquidity.

Additionally, by comparing liquidity balances
over different periods, we can understand the
trends in company’ s financial situation.
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The second stage of company's liquidity
assessment involves calculation and analysis of
basic liquidity indices, which are used to assess the
company’s ability to meet its short-term
obligations.

Conclusions and prospects for future
research. Liquidity indices are intended to reflect
the level of company’s solvency in reation to its
short-term debts. Therefore, maximum accuracy is
important in calculation of these indices, as
company managers, lenders, and investors may
make crucial decisions on the basis of these results,
and the quality of results may have an impact on
their bottom line This further bolsters the
importance of company records as a source of
additional information during the liquidity
assessment process. A proper analysis will, in turn,
enable the company to maintain a rational balance
of assets and liabilities (funding sources), and keep
an adequate amount of cash reserves in order to
meet all of its obligations.

The reliability of liquidity indices
calculated will facilitate ad-hoc assessment of
solvency and understanding of company’s
financial situation in general. We will further
focus our research on systematization of
approaches to the organization of company's
financial stability assessment.
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Abstract. The term “recreation” is specified,
given the different concepts and theories, and its
economic nature is identified. The basic economic
parameters and functions of recreational services are
highlighted. The relationship of recreation with materia
production and indudtrial infrastructure is substantiated.
Structural elements of the recreation system functioning
are formed, their main tasks in the modern period of
state devel opment are identified.
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Formulation of the problem

Social production reforms, the changing
nature of work, increased free time, improvement
of ecological situation, and many other processes
determine the large scale of recreation
development. Thus in the consumption pattern of
residents of industrialized countries, expenditures
on recreation and education are 18 % higher than
those on buying food and 2.3 times higher than
expenditures on the purchase of clothing and
footwear [1]. Recreation belongs to the needs,
which areimpossible to refuse of.

According to O. Beidyk, recregtion is a
necessary condition of life, a kind of stress
compensator.  Reproduction  of  population
efficiency is a rather new area of interdisciplinary
research (economic, geographical, sociological,
mathematical, medical and others). The category
“recregtion” is very popular in the regional
economy. In the scientific literature several
interpretations of the term can be found.
Sometimes the concept “recreation” is identified
with the term “recovery”; other scientists identify it
with the concept “rest”. Besides, thetermis used to
characterize the sector of national economy, which
is related to the development of the territory for
rest, treatment (rehabilitation) and tourism aimed at
personal development, recreation, treatment, and
improvement [3].
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Analysis of recent research and publications

An important contribution to the research into
formation and development of recreational services
sector were made by such fordgn scholars as
|. Endzhejchyk, 2003 [12], V. Kvartalnov [15], 1998,
V. Saprunova, 1998, [18], M. Sokolova, 2002 [19] and
others. The historical agpects of recreation and tourism
development are highlighted in the works of such
domestic scientists as L. Dyadechko, 2007 [11], T.
Tkachenko, 2009 [20], V. Fedorchenko, 2002 [21] and
others. However, the investigation of the modern
recregtional services sector requires clarification and
specification of the term “recreation”; it aso needs
sdection of the main parameters and subgantiation of
its main congtituents.

The purpose of the research s
specification and definition of the term
“recreation”, the selection of its basic economic
parameters and functions, as well as substantiation
of the structure and objectives of the modern
domestic recreation system.

Presentation of the main material

Current understanding of recreation is
significantly different from the original meaning
(recrestion — entertainment, rest, change of
actions). In the research presented in theoretical
works of P. Hudz, recreation is defined, firstly, as
an individual and household activities in the form
of recreational cycles of certain duration, secondly,
as the business of recreational enterprises, the
purpose of which isto provide recreational services
to customers and receive profit. The scientist points
up that, according to their functional activities, the
activities in such spheres as leisure, entertainment,
culture, tourism, health-resorts, social sphere and
environmental protection are referred to as
recreation [7].

The conducted analysis of the scientific
literature allows distinguishing the political and
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economic, medical and biological, activity-based,
geographical, technical and economic, anthropological
and ecological concepts of the theory of recreation.
Due to the existence of different definitions of the
concept of “recreation”, the scope of the analysis
also changes.

According to theoretical research of the
scientists working in this area, in some cases the
development of certain types of recreational
objects is analyzed, in other cases the operation
of certain subsystems is examined, and still in
other ones the state and prospects of a specified
part of recreational facilities and resources are
determined. Although the definition of
recreation in the research literature is greatly
differentiated, all researchers come from the
fact that this concept describes consciously
created general conditions that ensure the
population efficiency reproduction.

The increasing role of the general conditions
of the recreational sector organization has become
the main point for its extensive study. During the
last decade in scientific literature there is expressed
an opinion about the nature of recreation that
natural landscape conditions and material things
should bereferred to recreation. On the basis of the
above said, recreation should be understood as the
holistic natural object, the functioning of which
creates general conditions of social and economic
development. The objects, functioning of which
creates the general conditions of social
reproduction and social activities should be
included to recreation. Moreover, the constituents
of these objects are variable. With the course of
social development these constituents are being
constantly changed and supplemented, because the
role of the general conditions increases.

V. Pavlov specifies such basic social
functions of recreation as biomedical, socio-
cultural, economic and political [17]. The scientist
states that in the economic group the reproduction
of labor takes the main place. Recreation also saves
socially necessary time and is aform of demand for
services, which determines the formation of other
sectors of economic activities.

In the scientific research the process of
specification of the term “recreation” continues.
However, it is methodically clearly revealed
that it refers to the material elements, which
create the conditions for the effective operation
of the social aspects of life and natural
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landscape conditions. Recreation also includes
the objects of accommodation in the private
sector, catering services, consumer tourist
services, transportation, communications, health
care, physical culture and sports, education,
culture and art, which are aimed to meet the
needs of tourists, support their vital activities,
spiritual and intellectual development.

It is important to note that there are many
similarities between the concepts of “recreation”
and “service sector”, they have, for example, the
same functional purpose, that of public services.
But at the same time, there are differences: the
service sector is an industry division, while
recreation is a territorial approach to its
development. In the works of researchers of this
field there is no single definition of these
categories, the process of specifying their structure
and functions continues. But, none of these
categories replaces one another.

In our opinion, recreation also performs
economic functions, including expansion of the
employment  sector; acceleration of certain
territories economic structure devel opment; impact
on the people's money expenditures, growth of
foreign tourism and foreign currency inflow.

V. Paviov makes similar conclusions,
highlighting the following economic parameters of
recreation:

— recreation belongs to the non-production
sector, but includes production (eg. tableware
production etc.). The economic effect of
recreational activities is fdt in health care, rest and
tourism institutions, as well as at the level of the
country’s national economy in the growth of gross
national product;

— recreation is closely related to the natural
environment, it develops at the intersection of
economy and social sphere and ecology. Therefore,
while determining the effect from the development
of recregtional activities along with economic
factors the environmental and social factors should
be also taken into account;

— economic parameters are closely related to
the sort of the recreational resource and, therefore,
to the economic characteristics of the recreational
area conditions. This relationship is expressed by a
system of indicators (potential capacity of
recreational areas, cost of medical resources for
one man-day, load and recreational capacity of the
resort area, level of comfort) [17].
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Focusing on the economic parameters of
recreation, we believe that one more parameter
should be added:
recreation, namely tourism, can be
considered as a form of human capital
development, i.e. human intdlectual, sensitive,
cognitive efforts, which are aimed to acquire new
social experiences.

Of great interest is the issue of recreation
types classification and construction of its
structural models. Recreation division into separate
units allows exploring its role in socio-economic
development of regions and, thereby, identifying its
impact on the expansion and efficiency
improvement of the region’s economic activities.

While doing research into the place of
recreation in the socio-economic development of
regions it is necessary to study all its
components. As O. Hulych notes that the
increased attention to recreational areas is caused
by the overall deterioration of the environment
and depletion of natural resources, which
encourage organizing and conducting the
economic activities that are based on the
sustainable environmental management, being
environmentally friendly and contributing to the
social and economic development of the region
while complying with environmental standards [8].

P. Hudz complements with the similar
statement. He believes that recreation, performing
its reconstructive function, has, as the object of
recreation, first of all, ahuman throughout his/her
life cycle — from birth to transition to other
dimensions rather than a human as part of
workforce, and, secondly, a human as the natural
heritage [7].

The authors consider the classification of
recreational services differently; in particular, they
differently substantiate their division criteria.

In his research, V.Kutsenko emphasizes that
recreation remains in constant relationship with
material  production sphere  and industrial
infrastructure.  This relationship has versatile
character. Sociologists say that sratification in
society is developing. Thus while outlining the
social characteristics of a stratum and stratification
they put a person, his/her interests and needs and
their comprehensive quality satisfaction in the
center [16]. Exactly this shows the social nature
and the character of functioning of each stratum as
well as the place of recreation in it.
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Along with this, |. Berezhnaya notes that
economists follow the principles used in the
division of the economic sector meaterial
production or non-production aress, i.e. recreation
is classified according to the role of its individual
units in creation of the social product [4]. Thus,
recreation relates to the production sphere and its
final product is production of services.

As to classification proposed by specialists
of economic sphere, it should be noted that
distinction and reference of recreation only to the
production sphere, in our opinion, is inappropriate
because all recreation institutions are also related to
the social infrastructure.

As it is known, the concept of human
development is based on four basic principles,
which reflect productivity, equality, sustainability
and person's life-capacity empowerment. The
concept of human development is alternative to the
view, which reduces development exclusively to
economic growth. Economic growth and the
increase in recreational services use are not seen as
anendinitsdf but asameans of achieving goals of
human development by means of tourism. Tourism
allows getting benefits in competition with its rival
under certain conditions. Tourism prevents
emotional collapse of modern man, who lives at an
accelerated rhythm.

M. Birzhakov notes that tourism acts as a
sphere delivering services of psychological relief
and reproduction of new sensory-emotional sides
of man’s inner world. Tourism is a necessary way
to develop intelectual, sensory, cognitive efforts
aimed at gaining new social experiences [5].

Along with this, in classification of
recreation services O. Beidyk distinguishes Green
Tourism and considers it to be a collection of
objects, which create conditions for rest and
recreation of society in the countryside. He refers
private recregtion institutions, organized on the
basis of private housing, to green tourism. In his
opinion, green tourism objects should be isolated in
a separate group, as they are different from other
types of recreation [3].

Today the category “green tourism” is very
common in the scientific literature, athough
different authors give it an ambiguous
interpretation.

We believe that green tourism should be
understood as a system of organizations, businesses
and services that deal with specialized servicing of



M. Olikhovska

tourists in the countryside. We think that services,
which ensure efficient operation, repair and
reproduction of recreational objects, tourists
transportation means and others, should refer to the
service system. In particular, it must also include:
trangport, communications, housing, repair services,
auto-technical and information services. On this
basis, tourist and recreational services can be
divided into production (objects and constructions),
social (residents and staff) and institutional
(information services) parts.

For example, V. Kalytyuk notes that with the
account of specific features of the regional
recreational resources use, recreation should be
divided into two major components:

— constant (based on health centers);

— temporary (based on the objects that are
not included in the official recreation process) [14].

In our opinion, organization of these two
kinds of recreation differs substantially; in
particular, the elements that form the recreational
system are complex structures, such as:

— natural resources and conditions;

—technical infrastructure;

—social subsystem.

Given this, the control system coordinates
the activities of individual components and the
systems in general, providing optimal conditions
for their effective functioning.

The proposed classification of recreation
does not purport to be exhaustive or having no
aternative. Each section of recreation contains the
components that are combined together by
functional purpose. Thus, the communal recreation
component comprises the sphere of everyday life,
catering, trade. In our opinion, its main function is
to meet communal and natural physiological needs
of tourists.

The component of the engineering
construction and  environmental  protection
combines gas, dectricity, water supply and
drainage, roads, environmental  protection
(introduction of the system of control over sanitary
conditions of villages, compliance with sanitary
norms and rules of management). The social
component of recreation should combine culture
and art, places of worship, healthcare, physical
education and sport. Its function is to develop and
meet the cognitive and spiritual needs of tourists,
protection and strengthening of health. The main
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tasks of the structural eements of recreation are
presented in Fig. 1.

Communal, engineering construction and
environmental protection, as wel as social
components of recreation belong to life support
systems, which are developing according to the
requirements of howadays. The functioning of new
forms of recreation contributes to the devel opment
of the sphere of paid services and therefore
increases the tourists demands to their quality.
Here, the role of science grows and its integration
with recreation increases.

It should be noted, that the opportunities
and needs of the region in the areas of
recreation depend on the number of tourists, i.e.
the attractiveness of the region. Due to the large
range of principles underlying organization of
recreation in the region, it is important to find
the optimal ways, which will be determined by
anumber of factors of organizing the recreation.
The need for recreation areas is closely related
to the number of tourists, the nature of
recreation objects and the terms of usage of
recreational facilities.

In conditions of socio-economic transformations
in Ukraine the principles of recreation areas
development have radically changed. This brought
in some peculiarities in the formation of
recreational systems of regionsin general.

In M. Habrd’s opinion, given the present-
day redlities, the role of temporary recreation
objects increases. These aobjects are to be
understood as the objects near the centers of
gravity that meet the intended purposes of
recreation, which can be implemented using
objects or sites. The places for temporary rest are
divided by the period of their usage into short stay
(1 night), medium-term stay (up to 4 days) and
long-term stay (over 4 days) [6].

The principle of zones' organization is
closely related to the research of this issue. It
suggests introducing a variety of areas, including
facilities for parking, with the possibility of
extremely short stay of tourists, with differentiated
payment, depending on the stay duration and so on.
Thus, the tourists stay duration is the main
criterion in determining the area capacity and
substantiating opportunities of servicing a complex
of abjects.
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Tourism and recreation services

Communal services

Engineering construction and
environmental protection

Social sphere

Reforming and
functioning of municipal
services

The development of gas
networks

Water and electricity

Construction and
reconstruction of socia
and cultural objects

Improving settlements u
and street networks

supplies, drainage

Functioning of tourists

Developing modern

Construction of paved
roads

insurance program

telecommunications

system

Developing local
— communities

Introduction of an
effective sanitary
condition monitoring —
system

Development of the
region humanitarian
sphere

Social protection of
local residents and
tourists

Fig. 1. The main tasks of the structural elements of tourismand recreation services

Note: formed by the author

R. Ivanukh and V. Zhuchenko note that
recreational and tourist institutions are divided into
private, departmental and combined [13]. We
believe that this criterion is a key factor in
determining the overall regional strategy of
recreation system development because the
assessment of patterns of recreation sites by the
type of ownership will enable better attraction of
investment. As the analysis of practices shows, the
ownership affects the efficiency of using
recreational institutions; in particular, a private
object is more often used only by one owner, and
this reduces the efficient use of space. In contrast,
departmental and combined properties of the
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ingtitution enable the possibility of using it in a
combined mode.

M. Doalishnii in his studies classifies the
objects of recreation by their capacity into small
(50 seats), medium (50-100), big (100-250), large
(250-500), larger (over 500) [9]. It is interesting
that the capacity of an object affects the choice of
architectural and planning solutions. On the basis
of regulations, it is the object capacity that
specifies the place of the object in a particular area
and defines the distance to the residential buildings,
utilities and so on.

It should be noted that the cost of land is
very different and depends on the conditions of the
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land plot. This greatly affects both the recrestional
system deveopment and the features of each
recregtion object individually, depending on its
location. Thus, high cost of land in the aress close to
the protected complexes and unique landscapes
should activate building on these lands of dite
recreation facilities. That is, differentiation in the cost
of land should lead to degpening the impact of this
factor on the formation of the recreation system.

It may be concluded that in some cases the
indicators of the regulatory norms are not adhered
to; this concerns at least the interaction of
organized and unorganized recreation, short-term
and long-term stay. The reason for this, first of all,
may be the lack of arranged areas suitable for
temporary rest.

Similar conclusion is made by O. Dudkina,
who notes that the distribution of the recreational
places in different zones primarily depends on the
balance of territories belonging to certain
administrative districts and village councils. In
particular, the regions that are situated far from the
rallway are more inclined to contain places of
short-term rest [10]. Therefore, forecasting the
recreation system development, the functional
zoning of the entire region and districts should be
taken into account.

We agree with the opinion of the scientist
that for temporary rest there can be used both
organized and unorganized areas. In particular,
thereis aclear pattern of alocation, in which in the
peripheral regions the areas of short rest are
grouped around specific recreational objects, and
as we approach the center of recreation zones the
capacity of individual objects decreases with the
increase of total capacity (by increasing their
number) and there is observed replacement of the
addressed serviceto complex one [10]. It should be
also noted that the development of recreation has a
distinctly territorial character and it ensures the
development of a particular area or organizes its
communication with other regions.

Conclusions and perspectives for further
research. Thus, recregtion is the system of
organizations and conditions for producing
recreational services, which ensure the tourists
efficiency reproduction without worsening the
living and working conditions of local residents.

Summarizing, we should note that recreationis
one of the major priorities among modern socia and
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economic issues. Given the dgnificant social,
economic and environmental effects, the recregtional
services sector has significant advantages and long-
term prospects for the country during its economic
restructuring and European integration.

Therefore, the key objectives of modern
national recreation should be:

—improvement  of
devel opment;

—formation of a system of servicing people
and tourists with a wide range of high quality
services as well as creation of new workplaces,

—prevention of further degradation of
settlements and territories,

—environmentally sustainable devel opment
of theregion.

In terms of emerging market relations there
appears the necessity of forming and developing
effectively working market of recreational services.
It brings significant peculiarities to the formation
of therecreational system of Ukraine.

social  infrastructure
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Abstract. The economic nature of intangible
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Introduction

Significant changes of views on the
productive power of capital of a post-industrial
company, the growing importance of intangible
economic resources in its effective functioning and
the importance of public representation of this type
of economic potential require an appropriate
adaptation of the accounting system. Accounting
and public financial reporting are an essential
function of the management system, the
effectiveness of which at present is determined by
the cost criteria, they being the estimated
parameters of the equity market value, in the
structure of which an intangible component has
significant value.

Information and intellectual components
such as brand, trademark, goodwill, organizational
structure and so on are of great importance in
evaluating the entity capital (market value) of
trading companies, especially shopping complexes
of a network type This type of the company’s
€Conomic resources “in certain circumstances, may
be considered as the result of intellectual activity,
which implies that their evaluation can be
attributed to intangible assets’ [1, p. 67]. This very
need to represent such type of economic resources
in the reporting of a commercial enterprise is
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clearly expressed and implies the necessity to
transform the existing accounting system, the
content aspects of which should be directed
towards changing ideology and norms of
accounting, its functional role in the management
of atrade enterprise.

The current system of accounting and
financial reporting fails to reflect intangible assets
and intellectual capital. In terms of formalization
and reflection in accounting, the objects of
internally generated intangible assets of any
enterprise, in particular, a trading company, being
the most difficult to identify and evaluate, are the
most problematic. For a number of objective
reasons (problematic evaluation, criteria for
recognition of assets as the objects of accounting),
very often they do not become the objects of
accounting and are not recorded as assets at all.
Since the value-estimated assets characterize the
total value of equity capital, it is clear that in the
accounting system the entity capital of commercial
enterprises is presented at a lower cost. This fact
greatly affects the efficiency of the capital
management and the characteristics of business
reputation of domestic trading companies.

Analysis of recent research and publications.
The issues of objective representation of the
modern enterprise total capital value with
formalized, reliable indicators in public reporting
arewidely discussed in the world economic science
and find various practical appraisals. The main
focus of the problem lies in the formation of
reliable formalized information on information and
intellectual component of the company’s capital in
the accounting system. The basic idea leading to
solution of this problem is associated with the
improvement of accounting of intangible assets.
Some scientists, 1. Yo. Yaremko, in particular,
directly link the completeness of intangible assets
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reflection in accounting with the evaluation of the
company’s capital, stating that “intangible assets
are a form of “representation” of intelectual
capital” [2, p. 27].

Both scholars and practitioners have
common opinion that the availability of only one
type of information about financial and material
resources extremely complicates the possibility of
providing the cost characteristics of the capital of
modern enterprises. In the subject area of
knowledge this view is recognized. Thus, for
example, N.O. Vlasova argues that “the use of
information exclusively about financial sources of
capital in calculations distorts the real conditions of
commercial enterprises” [3].

In general, the topics discussed are
considered the least developed in the world
economic theory and practice. In particular,
scientists [4] indicate that deep and comprehensive
theoretical research in this fiedd with a
comprehensive analysis of both domestic and
international accounting practice are rare ...
insufficient attention is paid to improving the
methodology of accounting for intangible assets.
According to many scientists, the root of the
problem is in the possibility to reflect internally
generated intangible assets in the accounting
system. A. P. Ivanov and Ye. M. Bunina
considering the reputation of the modern company
as immaterial component of productive power of
its capital, note that “qualification and attributes of
business reputation as an intangible asset are
different as to the difficulty of estimating the object
of accounting, the need for a thorough justification
of the criteria of referring this asset to intangible
assats’ [1, p. 69].

The aim of this article is to analyze the
developments on the issues under consideration, to
research into the direction of the paradigms
offered, to systematize them and formulate certain
aspects concerning more coverage of intangible
objects as a component of commercial enterprise
capital by the accounting system.

Presentation of the main material. The
concept of capital components as well as points of
view on the capital cost parameters are changing
together with civilization development of scientific
and technical progress, conditions of business
management and, as a result, production of new

evaluation criteria of the potential of current
functioning and long-term development of modern
trade enterprise. The importance of information and
intdlectual components in the capital of the
modern market entities is great. As an example, ”
business reputation is an important factor of
strengthening the enterprise positions in terms of
its stable development, since it ensures gaining
additional competitive advantages on the markets
of capital, resources, securities c. [1, p. 67].

In the concepts and paradigms of post-
industrial society economic resources of such type
(information, knowledge) are recognized as the
basic factors of competitiveness, investment
attractiveness and  long-term  development
potential. Scientists and practitioners are of the
opinion that in the last years more intensively
“there is beginning to form a new paradigm of
influence of the role of intangible assets in the
growth of the companies’ value’ [5, p. 11]. The
tendencies of increasing the capital by the
companies at the expense of intangible components
are quite obvious from the analytical reviews of
stock markets. That is why the formalized
disclosure of information about such type of
potential is essential for national economy trading
companies, which operate in conditions of global
competition.

Based on the economic nature (economic
meatter) and the nature of intangible assets we can
assert the existence of direct relationship between
their cost and the cost of the total capital of the
enterprise, in particular, its intellectual component.
Arguments that the “intellectual capital” is a term
for intangible assets are quite common and clear [6,
p. 37]. Although it is believed that “the emergence
of the concept of “intellectual capital” in the
scientific community in most cases was caused by
the need to refer to those intangible assets that the
market accepted, but accounting did not recognize”
[7, p. 15]. This resulted in significant differences
between the book and market value of
postindustrial companies’ equity.

The need to develop a new approach to
consider the essence of intangible objects in the
system of accounting and financial reporting is
obvious, given the dominance of value criteria in
assessing the effectiveness (increase of the
company’s value) and potential (productive power
of the capital) of the modern market economy
entities. It primarily concerns the issues of
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formalized extension of thelist of intangible assets,
including objects created by the companies
themselves (internally generated intangible
economic resources). In terms of the definition of
the abjects of accounting “the biggest problem that
arises during identification of an intangible asset is
determining its differences from the goodwill. An
intangible asset can be distinguished from goodwiill
only in case the company can sdll, rent or exchange
it” [4, p. 152].

The improved methodology of the intangible
assets accounting should be oriented towards more
extensive coordinates of considering intangible
economic resources, arranging the process of their
integral reflection in the accounting system. The
methodology of accounting system that is adaptive
to the information and knowledge economy should
first of all solve the problem of identification and
objective evaluation of the internally generated
intangible objects. These assets are mainly directed
to the identification and individualization of a
particular enterprise (product), namely those which
in marketing literature are associated with the term
“brand” or economic “goodwill”. In analytical
reviews, the term “brand” is defined as “a
trademark, which in the eyes of the consumer
possesses clear and meaningful set of values and
attributes’ [8].

For such objects to be introduced into the
accounting system, the determining factor is the
possibility to measure their value, i.e. to have
methodology for determining their value as of an
economic resource in the relevant market segment.
Despite the complexity of such an evaluation,
“ability to display brand in the accounting system
will reduce the gap between the market and the
book value of companies” [7, p. 83].
Representation of the internally generated
intangible assets, such as “goodwill”, is the
identical problem. The existing problems are
confirmed by the fact that “developed concepts of
the methods of evaluation and accounting of
goodwill have passed several stages of
modernization ... there are different options for its
reflection in accounting: as an intangible asset, asa
change in the capital, as expenses of the reporting
period, positioning in other assats” [9, p. 28, 29].

Intangible economic resources of modern
enterprises are very diverse, that is why sometimes
they are articulated by substandard assets. For
example, “the category “business reputation” is
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often equated with “goodwill” as it reveals
essentially similar characteristics, features and
value of these concepts’ [1, p. 67]. In some cases,
such objects may have the documented rights of
ownership of them and the value recorded in the
documents of the enterprise; in other cases, they
have none of these. The first type of intangible
assets of the company is referred to as trademarks,
licenses, patents, copyrights and contracts. These
intangible resources are recognized as asses
because they are “the things owned by somebody”
[10, p. 134], the right of ownership being protected
by law. Fixing the value of this type of intangible
assets in the balance of the company on the basis of
documentary evidence of the ownership crestes the
conditions for their value assessment.

Intangible assets of the second type (the
company’s reputation, its corporate (organizational)
culture, employees knowledge) have no
documentary evidence concerning the right of
ownership, which causes the problem as to their
fixing in the balance and assessing their value.

The generalized definition of intangible
assets as an object of accounting is “assets are the
resources controlled by the enterprise as a result of
past events, the use of which is expected to lead to
obtaining economic benefits in the future’. This
definition reveals the basis for their recognition as
an object of accounting and public financial
reporting. In addition, some specific accounting
rules of standardization impose other criteria for
recognition of intangible assets for the purposes of
their introduction into the accounting system: a
non-monetary asset that has no physical form can
be identified and kept by an enterprise for more
than a year. On the basis of these regulations,
scientists point out that all these rules being
accounted, “it appears that an intangible asset as an
enterprise resource can be neither financial capital
nor any capital at all” [11, p. 116]. However, “the
right” itself is not a resource; it is neither capital
nor labor or natural resource and therefore it cannot
be an asset.

An intelectual product under certain conditions
becomes an intelectual property, i.e thereisthefact of
emerging property rights. Therefore it is concluded
that the sub-accounts associated with “the acquisition
of rights’, “are mistakenly included into intangible
assas’ and al these“extra” objectsin intangible assats
can be unified in one category, that of “deferred
expenses’ [11, p. 116].
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The process of intangible resources
evaluation is used for elaborating the strictly
reasonable value of intangible assets of a certain
category considering all aternative data. The
selection of an appropriate value standard has
direct influence on the estimated value of the
object. The most effective and the best evaluation
standard for intangible assets assessment is
determined by four criteria: the legal admissibility,
physical capacity, financia feasibility and
maximum profitability [12]. The evaluation of
intangible resources cost is conducted using cost,
profitable and market (comparative) approaches.

Conclusions. The efficiency of modern
enterprise management in general and the cost of
capital as one of the most widely used criteria in
modern economy require flexibility of accounting
systems. Development and improvement of
accounting and public reporting as a tool for
management and regulation of the financial and
economic processes should be considered in terms
of opportunities to reflect and display the formal
data about actually existing intangible assets in the
company in relation to intellectual capital.

The practical implementation of the offersto
display internally generated economic resources
(rade name, trademark, reputation etc.) by
domestic trading enterprises will contribute to the
objectivity of the value characteristics of their
potential and will provide formalized data for the
processes of enterprise evaluation. Application of
the probable concept of the internally generated
assets estimation, their reflection in relation to the
capital in any form as a part of the public financial
reporting is significant for the Ukrainian trade
enterprises because it increases their investment
attractiveness.
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the use of information and communication technologies by
enterprises in Ukraine The different impact of digita
technologies on economic development of a number of
countries is conddered. The dynamics of the number of
sdientific as wdl as scientific and technicd dudies in the
gructure of GDP of Ukraineis andysed. The change of the
quantity of indudria enterprises that carry on innovative
activity isconsdered. Peculiarities of the changein volumes
of redlized innovative products of the Ukrainian enterprises
during the period of 2005-2015 areidentified. Key risksand
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the enterprise management systems are determined. There
ae formed priority tasks for management systems of
enterprises in conditions of dynamic deveopment of
information and communicaion technologies as wel as
processes of intellectudization.
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For mulation of the problem

The current economic outlook and management
paradigm are formed through the prism of the
categories of “intdligence’, “knowledge economy”,
“information economy”. This leads to the occurrence
of such terms of management and economic science as
comprehensive globalization, the increasing role of
human factors, the commercialization of the Internd,
large-scale devdopment of the intelectual potential
and capitd of enterprises, the use of degp institutional,
technological and cultural environment.

At the same time the current world is
experiencing the best opportunities for intelectual
growth in space and time due to the largest information
and communication revolution in the history of
mankind. After al, more than forty percent of the
world's population has access to the Internet, and every
day in the nework there are new usas tha
dynamically expands the boundaries of digital
intellectual economy.

So, M. Cagtdls names the modern economy
informational and global. Iformetional, because the
competitiveness of agents in an economy is determined
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primarily by their ability to callect, process and use
information, which is based on knowledge and global
— because the principal economic activities are
organized on a globa scale Iformational and global
gforts for the achievement of a certain leve of
performance and the existence of competition can only
take place within aglobal network [1, c. 81].

V. Heyets bdieves that in the new economy the
decisive factor is the process of accumulation and use
of knowledge: “in economy the knowledge is defining
the intelectual potential of the society on which it
rdies and which is a callection of everyday and
gpecialized knowledge” [4, p. 17].

Under such conditions the task of management
is to ensure the ahility to take advantage of rapid
technological change to overcome the traditional
problems of devdopment, to intdlectuaize
management modd (management system) and provide
the growth of competitiveness.

Analysis of recent research and publications

Investigation of various agpects of the problem
of formation of information economy, impact of
information and communication technologies, online
tools, persondized knowledge and intangible assets in
the determination of competitive advantages of modern
economic processes and management of enterprises
finds its light in the works of such Ukrainian scientists
asL. Fedulova[2], L. Mdnik [6], V. Shevchenko [12],
N. Shpak [13] and foreign researchers G Kolodko [3],
S. Tesyera and A. Rogera [15], T. Steward [14] and
others. However, dudies done by researchers
insufficiently disclosed the interrdation between
implementing the processes of intellectuaization at
national enterprises, on one hand, and obtaining
economic benefits and effective management by these
enterprises, on the other hand.

Infact, a Sudy of the latest trendsin thefidd of
intdlectualization of the economy and their impact on
the enterprise management system will enable us to
comprehend and summarize the key factors of
actualization of management models and the process of
formation of intdlectual-knowledge assets of enterprises
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The purpose of the article is to anayze the
dynamics of using information and communication
technologies, their impact on the implementation of
innovation and the risks and opportunities of the
growing process of intelectudization management
systems of industrial enterprises.

Presentation of the main material

The moden expansion of access to digital
information and knowledge technology brings the staff
of enterprisess a wedth of choice and great
convenience By srengthening the integration of
specidigs and units, increasing efficiency and
implementing innovations, such access opens the
opportunities to  enterprises  management  and
employees of which they were previoudy denied.

For example digita databases and payment
systems, new technologies entering the labour market,
ecommerce, work in the Internet or in the fidd of
business processes outsourcing, dectronic document
management, digital system identification expand
access to public and private services ec.

To provide maximum access to digita
technology and intdectuall-knowledge databases
within enterprises, we need investments in the
devdlopment of  service infragructure  and
intellectualization of processes that will improve the
speed of decision making, subsystem integration,
online planning and forecasting of economic activities,
will sgtimulate the intelectua and professona
partnerships from the research and development aress
and establish effective criteria and forms of motivation
and regulation.

Companies will be able to get the maximum
benefit out of the processes of intdlectuaization of the
management systems and reforms in the information
and communication sector provided they ae
continuoudly stimulating intdlectual activities of the
dtaff, improving business environment in the units,
investing into training and retraining and socio-cultural
sphere, as wdl as improving labor conditions and
safety, and promoting effective governance.

Without this foundation, availability of
individual information  and  communication
implementations will provide ndther the growth of
productivity nor the change of the management modd.

Comprehensive intdlectualization of al spheres
of public life in Ukraine, economic activities of
enterprises and their management systems is spreading
much dower than individual dements of information,
communication and digital technologies. Accordingly,
the achievements of the intdlectual-knowledge
economy — the wider benefits for the development of
enterprises from the use of technologies — are lagging

58

behind in times or whole decades in comparison with
the developed countries of the world. In post-industrial
countries the integration of intelectual potential of the
daff of the enterprisss and information and
communication technologies to ddiver sustainable
economic growth creaste opportunities for the
production of innovative products, increase the
effectiveness of management. However, the combined
effect of the Ukrainian enterprises from the use of these
possibilities, is much lower than expected and is
unevenly distributed in terms of scale of enterprises
and economic activities. To gain competitive advantage
from the use of information and digital technologies,
most of the enterprisess need to overcome the
“intdlectualizing gap” that persists, paticularly in the
area of access to dectronic databases via the enterprise
Internet and in the status of “closed” modes of
management. However, large-scale introduction of
digital technologies is not able to ensure the high
efficiency of the management system of enterprises. To
maximize the potential of the digital revolution, the
country's government and businesses need to
implement systematically the “analog extensions’: to
improve the legidation that ensures competition
between economic entities in al nationa markets,
gtrictly ensure the accountability of public ingtitutions,
alow the qualification of the staff of the enterprisesin
accordance with the requirements of a new intdlectual-
knowledge economy, dynamically upgrade the
management system.

Digital technologies — Internet, mobile phones
and other means of collection, storage, analysis and
exchange of information in digital format — ae
spreading rapidly. In developing countries the number
of households possessing a mobile phone is more than
70%, in Ukraine more than 88 % [19]. Over the last
ten years the number of Internet usersin Ukraine grew
up in almost four times: in 2005 it was 15 %, and at
the beginning of 2016, according to an expert
estimation, reached 62 % of the adult population of
Ukraine (Fig. 1).

The proportion of users among people aged 18-
39 yearsin Ukraine has reached 91 %, thisis according
to asurvey by Kyiv International Ingtitute of Sociology
[16]. According to sociologists, the number of Internet
users continues to grow faster than it was predicted.
The man axes of the differences in Internet
development in Ukraine remain unchanged, it is the
age and type of settlement. As before, thereis a linear
inverse rdationship between age and use of the
Internet. The younger he or she is, the higher is the
Internet penetration. The use of the Internet varies
significantly depending on region of residence. Most
households with a home connection is observed in
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Kyiv (78 %), whilein Kirovohrad region the number is
nearly 2.5times|ess.

On the other hand, among the surveyed
enterprises of Ukraine in 2015 95.2 % used computers
inther activities (in 2011 it was 87.7 %). The share of
enterprises having access to the globa Internet was
98.0 % (in 2011 — 86.2 %) from the total number of
enterprises that used computers (Fig. 2).

Out of the total number of enterprises that
used computers, 62,0 % (60,6 %) used in-house
computer networks, while enhanced internal

computer networks were used by almost every
seventh enterprise. However, the number of
employees of enterprises that used computers in
their work constituted 34.5% (28.2 %).
Comparing internationally, Ukraine is in the
segment of the countries with low GDP per
capita; slightly higher than the world average
index of implementing digital technologies by
businesses — 0.41 (world average being 0.39) and
the index of digitalisation of people — 0.67 and
0.71, respectively (Fig. 3).
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Fig. 1. The dynamics of internet users among the adult population of Ukraine

Note: The author condructed it on the bas's of source[ 16].
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Fig. 2. Dynamics of the use of information and communication technologies
by enterprisesin Ukraine for the period 20112015, %

Note: The author condructed it on the bas's of source[ 17].
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The index of the introduction of digital technologies by enterprises
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The features of the world information progress
indicate that at present communication networks bring
together businesses, staff and individuad specidists
much fagter, more systemically and functionally than
eve before The digital revolution offers opportunities
and benefits not only to individuals in the field of
eficient and convenient communication, information,
freedigital products but also to socio-economic sysems.

However, technology can be a driving force of
entrepreneurship and management transformeation only
when it is pat of a more systematic and
comprehensive process of intdlectualization of the
enterprise activities on the way to their dynamic
competitiveness. It is the sysem of digita
identification of growth of intelectua capital of
companies, combined with mechanisms of mativation
to acquire new knowledge. It allows to solve complex
information and knowledge problems expanding
functional and professional rdationships. And,
therefore, it forms the adequate toals for management
to ensure integration between subsystems, units and
levels of management. The portal of thelocal computer
network of the enterprise integrates with the global
Internet, systems of enterprise eCommerce, recruiting
and training of staff, and payment and stock banking
platforms, financial and fiscal systems. These systems,
combined with the creative ideas of devdopmernt,
significantly reduce coordination costs and thus
continually improve the efficiency of management
systems. Theinformation and communication platform
enables the dficient use of savings from the rapid
exchange of knowledge and experience in space and
time, individuaization of performance objectives and
localization of the workplace, achieved through online
communication and automation. This alows creating
largescale innovations in the operating and
management systems of enterprises.

The creation and transfer of knowledge,
strengthening the integration between management
levels, subsystems, wunits and personnel,
introduction of innovations and comprehensive
improvement of the management efficiency are the
main intellectualization process mechanisms
components to be used by enterprises for building
their competitive advantages.

In fact, as it is rightly noted by scholars [5,
p. 11], qualitatively new role of knowledge in
economic performance has led to “new
organizational and managerial solutions in the field
of acquisition, distribution, storage, and
distribution of knowledge, shaping it to the form
that is suitable and convenient for internal use'.
Thus, a common phenomenon in the modern
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economy is the presence in the enterprise
management structure of such staff positions as
Vice-President on Intellectual Capital Management,
Director of Knowledge Management, Director of
Intangible Assets Management, Intellectual
Assets Manager, head of the department of
Human Resource Development and Knowledge
Management etc. [5, p. 11]. Hence, one of the
new duties of such managers is to bring ideas
and innovations to the company’s personnel who
have no direct contact with the knowledge
community.

These processes, as the scientist beieves, have
led to significant changes in the sphee of
employment, its structure and content: devel opment
of nontraditional forms of employment and work
organization — remote employment; reduction of the
share of workers employed in the manufacture of a
standard mass of material goods and an increase in
those concerned with the provision of information,
advisory and innovative services, increase in the
proportion of workers of new knowledge-intensive
professons, reduction of dandard, massive,
stereotyped operations and increase of the role of
innovative creative work; the growing importance of
physical and mental health of saff, their socio-
psychological and  moral-ethica qualities;
individualization of the economicaly active human;
changes in components of human resource
management [5, p. 12].

At the same time, the dynamic growth and
impact of new knowledge and informetion technologies
on the amount of scientific and technical work in the
structure of GDP of Ukraine, the number of industrial
enterprises engaged in innovation activities, as wel as
the dynamics of sdles of innovative products of
Ukrainian enterprises so far do nat judtify the
expectations from such change (Fig. 4-6).

It should be noted, that despite the significant
strengthening of reationships between enterprises,
scientific organizations, universities of Ukraine, the
rate of productivity growth, intelligence capacity and
innovation in products, the number of researchers, the
number of authors of intellectual property rights at the
national leve have seadily reduced, and some
parameters have shown a dynamic decline.

Despite the fact that the elements of the
knowledge economy and digital technology are
changing the way of thinking and labor there is
observed polarization among enterprises
especially between different economic activities
and markets, but also increasingly among
enterprises with different number of personnel.
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Fig. 4. The proportion of the volume of scientific and technical work in Ukrain's GDP

Note: Congructed by the author on the basisof sources[ 7-11].
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And, although the number of enterprises
engaged in innovation activities is slowly growing,
the proportion of those who spend money on the
acquisition of the scientific research works and
knowledge with product, process and non-
technological  (organizational) innovation is

reduced. Unstable is the number of enterprises
which finance innovation activities from external
sources. These tendencies persist, though not
through deficit of intellectual and knowledge
products or digital technologies, but contrary to
them.

Proportion of innovative products of industrial enterprises

10

2005 2006 2007 2008 2009

2010
Years

2011 2012 2013 2014 2015

Fig. 6. The dynamics of sales of innovative productsin the total volume of indugtrial products, percents
Note: Congructed by the author, based on sources[8-12].

Thus, the process of intellectualization
among the national enterprises is spreading, but the
economic  benefits and the efficiency of
management due to intellectualization is not. Why?
Among the key reasons we can highlight the
following.

Firstly, almost 80 percent of industrial
enterprises employing 61.8 percent of all employed
workers are not so far engaged in innovation
activities and, therefore, can not use or play any
significant role in the process of intellectual-
knowledge and digital economy.

Secondly, many of the anticipated benefits
from the processes of intellectualization are
reduced to nothing by the risks generated by the
oligarchic-clan, non-competitive model of the
national economy and management (Fig. 7). On
the one hand, a number of companies are not
very  active in  the processes  of
intellectualization or innovation, because their
competitive advantage is obtained from such
sources as. a monopoly position in the market;
lobbying regulatory acts; imperfection of
transfer pricing; offshore schemes and corrupt
connections with the authorities and justice and
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the like. And as the economy of the Internet
contributes to the natural and artificial
monopolies, the lack of a competitive business
environment leads to increasing concentration
in the markets. It is beneficial for established
businesses that have the right connections and
minimize their risks due to the economy of
scale, but it restricts the growth of knowledge,
distribution of the gains of the digital revolution
and intellectual development of personnel.

Note that in terms of the types of
economic activities, entrerprises are faced with
the increasing polarization of labour markets
and growing inequality because new knowledge,
technologies and intellectual capital, on the one
hand, complement the available more qualified
work of employees and, on the other hand, they
replace the standard labor operations forcing
many workers to compete for low paid jobs. In
the management systems of enterprises these
processes rapidly maximize individualization of
workplaces in terms of their technological and
functional content, instead of deepening their
integration and expanding their multi-
functionality.
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of intdlectualization of of enterprises management sysems

Note: Formed by the author

In the management systems there is
observed no generated environment of intellectual
creation, effective instruments of accountability
and coordination between levels of management,
sub-systems and units. Under such conditions,
investments in the development of digital
technologies or personnel will increase exclusively
the influence of managerial dlites.

This can lead to the subordination of the
enterprise policies to the interests of the
institutional establishment and to strengthening of
authoritarian control over the personnel. This is
evidenced by great differentiation in payment
between top management and middle level
managers as well as technical and operational
personnel.

Compstitive economic growth is possible
through increasing productivity, intellect-intensive
jobs empowering employees and intel ectualization
of the tools of management technologies. Such
approaches will really motivate to work more
efficiently and organize and coordinate the
processes with better quality. These are the areas of

enterprise  activities where investments in
intdlectualization  will  provide particularly
significant benefits.

To get the most benefits from intdlectudization,
you need a deeper understanding of the nature of
interaction  between the intellectual and
technological component and other factors that are
important for the development of management
designated as “analog supplements’. Intelectual
technologies can make solutions to common
management problems with a large volume of
transactions less costly, much more efficient and
convenient for personnel. But most of the
functions, tasks and tools of management have
aspects that cannot be automated or computerized.

Their implementation requires intelligence,
thought, idea, intuition and discretion of the
manager. If the intellectual technologies are used
for automation of functions without a
corresponding improvement of supplements, they
may not provide a largescale impact.
Intellectualization can generate new management
models, being advantageous for management
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systems and personnel. But this is not possible in
places where the process of management is
conservative due to the absence of intdlectual
environment for creating management innovations.
Intellectual  technologies can increase the
productivity of managers and employees. This does
not concern those who do not have enough skills
and knowledge required for implementation of
these technologies and who are not motivated to
use them creatively. Intellectual technologies help
monitor the presence of managers and employees
in the workplace, monitor operating activities,
electronic paperwork and improve the overal
performance. But this is not rdevant for cases
where there is no accountability of management
systems and units to their higher and lower levels
of management.

Considering the logics of the above said, key
priorities for management systems should be:
formation of intellect-creating
environments where there would emerge platforms
(Internet chat rooms, groups, online sites) for
discussion, creation, and transfer of intelectual
products;

widespread access to the Internet and
open networks and databases of companies for all
theintellectually active personne;

creation of tradition among the
personnel in terms of creativity, intellectual activity
and initiative aimed at dynamic technological
update of operating activities;

formation of mechanism of openness,
collegiality, efficiency of management decision-
making and discussion of the strategic alternatives
on the basis of innovation-oriented thinking of
leaders.

Providing information and technological
capabilities, in paralld it is necessary to develop a
strong ingtitutional and motivational analogous
foundation, which will combine;

— regulatory framework, cresting a dynamic
intdlectual and proprigtary environment that will
alow intelligence media, cregtive intelligence groups,
management systems, and departments to evaluate
legally the created intellectual product, identify the
objects of intdlectua property rights, generate
moativational mechanisms, as well as to fully use the
intdligent products and digital technologies for
competition and future innovations;

— classifier of intelligence competencies
and skills that will allow managers and employees
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to capitalize on opportunities in the fiedd of
intdlectual creation, in particular, to provide
Internet training for personnel devel opment;

— accountable management subsystems that
should be targeted and use intellectual products,
media platforms, Internet technologies to increase
the participation, rights and opportunities of the
staff in corporate life.

Conclusions and perspectives of further
research

These  addational  factors  concerning
favorable knowledge and intdlectual environments,
valuable human capital and effective management
congtitute a solid foundation for the economic and
social effectiveness of the development of enterprises,
ensuring their competitiveness. Therefore, the factors
that facilitate intellectualization, such as integrated
intelligent information services, digital identification
to intellectual property rights, corporate intellectual
and socia networks and open knowledge base data
will spread the benefits to al operational and
business, sociadl and economic activities of
enterprises as well as their stakeholders. At the same
time, they will strengthen the relationship between
intellectual capital and its additions in the Strategic
dimension. These trends will form the basis for the
development of mamagement modes that are
appropriatdly modern and competitive. Further
studies should develop the integration mechanism of
enterprises  management  subsystems  components
based on management intellectualization.
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Abstract. In the article, the authors investigate
the history of economic analysis and the interpretations
of economic analysis, define its subject and object, and
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of economic analysis are described. The classification of
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Introduction

The study of the phenomena of nature and
public life is impossible without their analysis. The
term “analysis’ originates from Greek “analysis’,
which is trandated as “decomposition”,
“dismemberment”. Thus, an analysis in the narrow
understanding is dismemberment of a phenomenon
or an object into component parts (dements) for
their study. It helps “glance’ into the inside of the
explored phenomenon, process, understand its
internal essence, and determine the role of every
element in the abject or phenomenon. For instance,
to understand the essence of the production cost, it
is necessary to know not only of what elementsit is
composed, but also what determines its size for
each item of expenditure. The more the cost
increase is differentiated by elements and factors,
the more we learn about the economic phenomenon
and more effectively we will be able to manage the
process of cost formation.

The phenomena and processes of
environment can not be understood only by their
analysis. Very often the need to use other methods
comes up. The synthesis, most closdy associated
with the analysis, is a method of studying the
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subject in its integrity, identifying relationships and
dependences between different parts of the
explored subject. Analysis and synthesis are
interconnected and interdependent in their unity;
provide the scientific study of phenomena in
multilateral dialectical relation.

Transition from the analysis of facts to the
synthesis is carried out by induction (a way of
transition from knowledge of separate facts to the
knowledge of the whole, from the study of causes
to effects) and deduction (a way of research from
general to partial, from effects to causes).

An analysis and synthesis, induction and
deduction, as the general methods of cognition
make the base of economic analysis.

1. The basic tasks and directions
of economic analysis

Economic analysis, as a scientific discipline,
is the system of special skills, related to research of
economic processes and complexes, rates,
proportions, as well as progress trends, with the
exposure of their degp essence and reasons, which
predetermine different deviations from the planned
indicators, contractual obligations, and with the
obj ective estimation of their implementation.

Every science has the subject of research,
which it studies with the proper purpose by its
peculiar methods. Determination of the subject is
of principle value for independence substantiation
of any field of knowledge.

The subject of economic analysis includes:

— economic processes which occur as aresult
of economic and financial activities;

—causal connections, which determine the
use of all types of resources and outcomes of the
activities;
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—reserves and the ways to increase the
efficiency and to strengthen the competitiveness of
enterprises.

Only by setting causal relationship of various
sides of activity, it is possible to calculate quickly
how basic results of economic activity will change
due to this or that factor, to substantiate any
managerial decision, to foresee changes in the
profit value, break-even sales, financial stability,
unit cost in case any production situation changes.

Objects of analysis, unlike subject, — are
Separate  economic  phenomena,  Processes,
problems, questions, indicators. All objects of
analysis in complex make the subject of economic
analysis. Among objects of analysis, for example,
there can be production and commercial activity,
presence and use of material, labor and financial
resources, products quality and profit, rhythm of
production, financial results of production,
financial state of enterprise and the like.

The purpose of economic analysisis:

1) to provide proper estimation of object’s
state and show how it differs from the planned
state;

2) to identify opportunities and ways to bring
the object from the actual state to the proper one;

3) to determine the size and nature of
reserves to increase efficiency;

4) to prepare materials for choosing optimal
production operational management decisions and

[ Theory of economic analysis }

<@

to plan the further economic activities on the basis
of theidentified reserves.

In institutions of non-production sectors
(health, education etc.) analysis is conducted to
assess the national economic, economic and social
effect that is achieved as aresult of the activities as
well as to estimate these ingtitutions' compliance
with costs saving and the expenditures on their
mai ntenance.

The basic tasks of economic analysis are:

1) estimation of the enterprise economic
activities and implementation of the plan;

2) identification of positive and negative
factorsinfluencing the enterprise activities,

3) control over the process of implementing
the plan, as well as over redlity and validity of the
plan;

4) identification of unused reserves to
improve the product quality, increase production
and sales, as well as speed up the turnover of
working capital;

5) control over production austerity and
efficiency.

Among the major directions of economic
analysisthereare:

—theory of economic analysis,

— business analysis (financial and managerial
analysis);

—analysis by economic activities;

— strategic analysis (Fig. 1).

[

Business analysis
(financial and managerial analysis)

The major directions of economic
analysis

/\

[ Analysis by economic activities 1

Strategic analysis

[

Fig. 1. The major directions of economic analysis

The theory of economic analysis is an
integral component of economic analysis as a
science, which is a sat of generalized scientific
statements (a system of principles, ideas) that
summarize the practical experience and reflect laws
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of economic phenomena and processes in an
analytical context.

Analysis of economic activities is an
economic analysis of enterprise activities results, in
which there is conducted a comprehensive
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estimation of their compliance to the aim and
objectives set. Such an analysis is an essential
element of management. Its aim is to identify the
value of economic indicators characterizing
production, consumption of products, goods and
sarvices, resource dficiency, quality of manufactured
products and see how these indicators are changing
over time. During the analysis there are identified
causes and possible effects of the factors that are
observed and studied.

Strategic analysis is a comprehensive study
of internal resources and capabilities of enterprises
aimed at evaluating the future state of business, its
strengths and weaknesses.

2. The establishment and development of the
analysis of economic activities

It is necessary to distinguish between general
theoretical economic analysis, which examines
economic phenomena and processes at macro level,
and specifically economic analysis at micro level,
i.e. analysis of economic activities, which is used
to study the economics of individual enterprises.

Formation of the analysis of economic
activities was caused by general objective
requirements and conditions that accompany the
emergence of any new field of knowledge. Firstly,
this is satisfaction of a practica need. An
intuitional analysis, approximate calculations and
considerations are insufficient for large production
units. Without complex comprehensive analysis of
economic activities it is impossible to manage
complicated economic processes and make optimal
decisions. Secondly, it isrelated to the devel opment
of economic science in general. As it is known,
development of any science leads to differentiation
of its branches.

Analysis of economic activities was formed
as a result of differentiation of social sciences.
Earlier the functions of economic analysis (when
they were not so considerable) were performed
within the limits of the then existing scientific
disciplines, such as record-keeping, accounting,
finances, and statistics. Later the first simplest tools
of analytical research appeared.

The founder of systematized analysis as a
component of bookkeeping is considered to be
Jacques Sapary (1622-1690), though the use of
some elements of economic analysis was observed
in other countries, including Italy, at the same time.
Thus Angelo Di Pietro promoted the methodology
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of comparison of budget allocations to actual
expenses; Bastian Venturi analyzed dynamic series
of indicators of the economic entity for ten years.

Inthe late XIX — early XX century there was
gradually formed the original direction in
accounting — that of balance studies. There was
also actively developing the science of business
(financial) calculations, which became the basis of
financial analysis.

In the history of establishment and
development of business analysis as a science such
stages are distinguished: pre-revolutionary (1917),
the post-revolutionary period, the period of
transition to market economy.

Before the revolution, business analysis
consisted mainly in analyzing and assessing the
balance of assets and liabilities. There did not exist
any specialized literature or unified schemes of
economic analysis, there were used just brief
instructions for commercial banks on how to check
the creditworthiness of customers.

After 1917 economic analysis developed in
accordance with various phases of socialist
economy and the needs of the administrative-
command system. The development of methods of
analysis originaly was due to the necessity of
evaluating the accounting records. For a long time
the development of methods of analysis was
carried out by specialists in accounting and the first
and sometimes the only practical workers who
conducted the analysis of enterprises were the most
experienced accountants. At that time there was
analyzed only the company’s balance sheet, and
hence the first name of the course was “Analysis of
the balance”. Later, when the volume of reporting
expanded, and thus, the amount of data increased
and significantly changed the content of the
information that was studied, the course got the
title “Accounting Analysis’. Thus we can assume
that analysis comes from bookkeeping or
“accounting”. During the period of New Economic
Policy, enterprises transferred to the principles of
self-sufficiency, and therefore there appeared the
desire to study and analyze the consequences of
their economic activities; there was actively carried
out analytical work on economic activities of
consumer cooperatives. The need for implementing
economic analysis in practice of industrial
enterprises defined the course on industrialization
of enterprises. Hard work on adjusment of
accounting and control necessarily resulted into the
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elaboration of special methods of studying accounting
quality and business activities outcomes, being often
based on summary reports of enterprises.

In the 30s analysis was introduced to the
curricula of universities of the USSR in the form of
the final section of the course “Accounting’. There
were printed the first textbooks and manuals
(by N. R. Weizmann, S. K. Tatour, M. |. Bakanov and
others) concerning analysis of balance These books
had methodological nature and therefare they can be
considered to be the beginning of business andysis. It
was just in the 30s that analysis established as a
science. This was due to the following reasons:
liquidation of the capital market, centralization of the
banking sysem and liquidation of the redal
independence of enterprises. All this resulted in
weskening the role of commercial calculations. The
preference was given to the analysis of deviations of
the actud indicators from the planned ones. Therole
of the balance sheet asatool of financial management
was reduced; the control function of analysis was
strengthened.

In the 40s, they began to use normative,
planned, technical and other types of information
for performing analysis. The course got the titles
“Technical economic analysis’, “Anaysis of
economic activities’, and finally, “Economic
analysis’. It was widely used in practice with the
purpose of carrying on complex systems studies of
the enterprise economics and finding resources to
increase production. In future the role of economic
analysis grew in accordance with the cost of error
in performing economic activities.

The post-revolutionary period can be
characterized as a period of thorough devel opment
of theoretical analysis. A specia significance is
given to analyzing individual sectors of the
economy, studying the work of self-supporting
enterprises and their divisions, developing methods
of analysis of consolidated reports. Gradually there
are developed independent areas of economic
analysis, such as comparative, technical, economic,
operational,  economic and  mathematical,
functional and cost analysis and others. A great
work has been done to develop the economic
analysis and improve its methods, prepare the basic
provisions for the implementation of economic
analysisin the transition to market conditions.

Now economic analysis can be described
as the science being sufficiently developed
theoretically but at the same time being in the
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state of constant development. Research is
conducted in relation to more wide application of
mathematical methods, computers, which allow
optimizing administrative decisions. Theoretical
achievements of national and foreign science are
being implemented in practice.

The prospects of economic analysis
development in theoretical direction are closey
associated with the development of related
sciences, first of al, mathematics, statistics, record-
keeping and others. Besides, the analysis
development depends on the requests from
practice. As to the perspectives of its practical
application, analysis of economic activities is
gradually becoming the key factor in the
management system of any enterprise.

With the transition to market economy
economic analysis is gaining importance at all
levels of production. Using economic analysis it
is possible to solve economic, organizational
problems, make managerial decisions such as
strategic decisions concerning planning and
tactical decisions in operational management of
the production process. Such analysis has an
active character, as managerial decisions
concern a particular economic entity and are
aimed at improving the efficiency of its
economic activities.

3. Factor s’ classification in economic analysis

Any production depends on its provision
with appropriate resources. Their prudent use is an
everyday anxiety and duty of every enterprise.
Reducing unit cost of resources per unit of output
contributes to social production efficiency,
improves al indicators of manufacturers.

There are many types of resources. Among
them there are natural, production, intellectual,
financial, currency resources and others. For a
production such classification of resources is
suitable: labor resources, basic labor facilities and
tools. An important production resource is space
(land area) and time. Resources can be initial
(natural) and derivative (artificial). Derivative
resources include commodity, informeative,
financial, scientific and other resources.

In the process of production resources begin
to interact with each other. Such interactions take
the form of factors.

A factor is a motive force of any process or
phenomenon, which determines their character and
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result. Otherwise speaking, a factor is a cause,
which brings certain effect (consequence). In
production many causal relations (factors) are
formed, and consequently, their identification,

measurement and study constitute an important
task of economic analysis.

Factors are classified according certain
features (Table 1).

Table 1
Factors classification in economic analysis
The feature of classification Factors' types (groups)
The degree of influence on work results primary and secondary
Places of origin external and internal
The degree of dependence on the activities of | objective and subjective
individuals and legal entities
Time permanent and temporary
The nature of the impact extensive and intensive
Leve of coverage general and specific
Internal content guantitative and qualitative
Thelevel of detailing simple and complex
Thelevel of subordination of thefirgt, second, ... n-th order
Primary are those factors that affect the In terms of the factors impact on

results of the enterprise and secondary do not
significantly affect the enterprise performance.

External and internal factors are the factors
that depend and do not depend on the enterprise
activities.

Objective factors are independent of the will
and desires of the people, while subjective factors
depend on the activities of businesses and
individuals.

Permanent factors influence the phenomenon
continuously during all the time. The impact of
temporary factors appears periodically (new
technology, development of new technol ogy).

Extensive factors are related to the
guantitative growth of the effective indicator, such
as increasing production volume by increasing the
number of workers, the number of days worked,
duration of shifts. Intensive factors characterize the
degree of effort, labor intensity in the production
process, such as increased productivity, return on
assets and others.

Genera factors are those which take place
throughout the economy. Specific factors are
operating in terms of only one sector of the
economy or business.

Quantitative factors measure the quantitative
characteristics of phenomena, and qualitative ones
determine the internal quality features of the
objects studied.

Complex factors, as opposed to simple,
consist of several elements.
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economic phenomenon or process (level of
subordination) there are distinguished factors of
the first, second and ... n-th order. The factors of
the first order are those that directly affect the
effective indicator. All other factors affect the
effective indicator indirectly, through factors of
a higher level.

A factor always has not only a size but also a
direction of action. That is why there are
distinguished positive and negative factors. The
last factor is often associated with production
reserves. Thus appears one more definition: a
factor is a predecessor of production reserves.

4. Reservesfor increase in production efficiency

Under the influence of labor or power factors
production resources begin to move, interact and,
eventually, they transform into new things —
material wealth, products. But part of the resources
remains unused or is used inefficiently, lost,
deteriorated and accumulated as wastes, is
evaporated, weathered or dissolved in water. In this
connection there turns out the issue of production
reserves.

While studying this category it is necessary
to realize that the concept “reserve’ has two
different definitions.

1. Reserve is a stock of resources, which is
not used consciously and is supported at certain
level as a means, which provides reliability and
continuity of operation of any system.
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2. Reserve is an unused or lost opportunity
of something, for example, growth of production,
improvement of products quality, profitability
increase and so on.

In the first definition reserve characterizes any
resarve stock. Remember currency reserves of the
National Bank (stocks), insurance and reserve funds of
the country and enterprises, standby power grids ec.

The second understanding of reserve is
associated, first of all, with different losses of

resources  (spoilage, loss, shortage, and
depreciation), fines and penalties payments as well
as other losses. Those are obvious, unquestionable
reserves. However, there are such reserves, which
are predetermined by the increase of resources
consumption norms, payroll over-expenditure and
SO on. Some reserves are irrecoverable losses of
resources or profits, others can be used in the next
periods of time Classification of reserves is
presented in Table 2.

Table 2

Classification of reservesto increase production efficiency

Features of grouping

Types of reserves

By sources of improving production efficiency (factors
of the [abor process)

— labour reserves
— reserves of using labor facilities
— reserves of using labor tools (material resources)

By place of emergence (sources of formation)

— external

U industry

U regiona

U nationwide
— internal

By the nature of impact on the results of activities

— extensive
— intensive

By final results, which are affected by reserves

— increasing the volume of production;

— improving the structure and assortment of products;

— improving product quality;

— declining the unit cost by cost elements, by items of
expenditure, by centers of responsibility;

— improving production profitability;

— gstrengthening  financia  position  and
profitability.

increasing

By product life cycle stages

— pre-production stage

— manufacturing stage

— operationa stage (exploitation)
— stage of product recycling

By period of use — current

— perspective
By means of detection — obvious

— hidden

The main feature of classification of
production reserves is classification by sources of
improving production efficiency, which embrace
three main groups (simple moments of the labor
process): purposeful activity, or work itsdf, the
subject of labor and the means of labor. By this
feature, there are differentiated three groups:
material resources reserves, production reserves,
and labor reserves.

From the position of the company,
depending on the places of emergence (sources of
formation) they distinguish external and internal

reserves. Depending on the levd of management,
externa reserves are divided into industry, regional,
and nationwide The use of external reserves affects
the level of enterprise economic indicators, but the
main source of savings for enterprises is, as a rule,
internal production reserves.

By the nature of impact on the results of
enterprise activities reserves are divided into
extensive and intensive. Extensive reserves include
those, the implementation of which requires
involving additional resources. Intensive reserves
are considered to be most fully associated with
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complete and rational use of the production
possibilities of the company.

Reserves are also classfied by fina results,
which they affect. There are distinguished the
following reserves. of increase of production output;
improvement of the structure and assortment of
products, product quality improvement; reduction of
unit cost by cost eements, by items of expenditure, by
responsibility centers;, improvement of production
profitability; strengthening of financia position and
increase of thelevd of profitability.

For rational organization of reserves search a
great vaue has ther grouping by dages of
reproduction process (supply, production and sales), as
wdl as by stages of creation and usage of products, i.e
the product life cycle (pre-production stage — design
and technological preparation of  production;
manufacturing stage — development of a hew product
and new technologies in production; operational stage
(explaitation) — consumption of a product, utilization
stage—+emoval of aproduct from manufacture).

Onthe basis of the period of use reserves are
divided into current (implemented during a year)
and perspective (which can be realized in the
longer term).

By means of detection reserves are classified
into obvious (liquidation of obvious losses and cost
overruns) and hidden, which can be detected by a
deep economic analysis, its particular methods,

such as inter-economic comparative analysis,
function-value analysis and others.

In the process of calculating reserves it is
necessary to consider thefollowing rules:

1) resarves should count only the negative
impact of factorsthat may be affected by the company;

2) during calculation of production output
increase reserves.

—from one moment of work (use of the
objects of labor, means and efficiency of labor) —
thereis calculated the total reserve;

—from all three moments of labor there is
calculated a complete reserve, that is the smallest
of three groups of reserves, provided with all kinds
of resources.

The company should reinforce all identified
reserves with the necessary means that allow these
reserves mobilization and implementation into
practical activities.

5. Basic principles of economic analysis

Analytical research, its results and their
application in production management should meet
certain requirements. These requirements have
their impact on the course of analysis and must be
obligatory met during analytical research design,
organization, conduction and practical use of
analysis results. Major principles of analysis are
presented in Fig. 2.

Principles of economic analysis
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Fig. 2. Principles of economic analysis

State approach consists in estimation of
certain events of economic life with the account of
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the state economic, social, ecological, international
policies and current legislation.
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The principle of scientific nature is based on
the ideas of dialectical theory of cognition, takes
into account the requirements of economic laws of
production development, and draws on scientific
achievements, as well as innovative progressive
methods of economic research.

A complexity includes maximum structural
subdivisions and directions of activity. It
comprehensively studies causal dependences in
organization development.

The systems character consists in the fact
that an object which is studied is examined as a
difficult dynamic system, which contains elements,
linked between themselves and with an external
environment. All internal and external links must
be taken into account, as well as interdependence
and inter-subordination of certain dements.

Objectivity is based on the verified
information which rdiably shows the objective
reality. Conclusions must be substantiated by exact
analytical calculations. This requires the permanent
improvement of the organization' accounting
system, systems of audit, revision and control, as
well as methods of analysis to increase accuracy
and reliability of calculations.

Effectiveness implies the ability to impact
actively on the results of production, to identify
shortcomings in time and promptly inform the
enterprises management about them. This principle
induces practical use of analysis results in the
system of enterprises management for developing
concrete measures on substantiation and correction
of the planned figures.

Planned character implies conducting analysis
according to a plan, systematically and regularly. This
causes the necessity of analytical work planning in the
organization, distribution of duties between executors
and control after its conducting.

Operational efficiency is the ability to
quickly and accurately conduct the analysis of
situations, make proper managerial decisions and
implement them at the enterprise.

Democratic character foresees participating
of a wide range of workers in conducting analysis,
provides a comprehensive study of good practices
and the use of internal economic reserves.

The efficiency is based on the fact that the
cost of performing analysis should be appropriate,
timely, and give a multiple effect.

These principles must be observed in
performing economic analysis at any levd of
management.
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Conclusions and prospects for further research

Economic analysis was formed at the
intersection of many sciences by integrating some
of their elements. This formation occurred
following the urgent need for enhanced scientific
development of issues associated with the necessity
to clarify the impact of an increasing number of
reasons and factors that determine the effectiveness
of economic entity activities in market conditions
and competition. First of all, a direct connection of
economic analysis with the development of other
economic sciences, particularly, economic theory
should be emphasized. The laws of economic
development formulated by this science form the
theoretical basis of economic analysis. Since the
general laws of economic development differently
manifest themselves in individual industries, the
analysis of their economic activities should be
based on the indudtrid economy. And as a
consequence, economic analysis is connected with
the economics of industry, agriculture, construction,
trangport and so on. Economic analysisis very closdy
linked with accounting and statistics. Materias of
accounting, tax, managerial, datistical reporting,
sample observations are the information base for the
anaysis of economic phenomena and processes
occurring in the enterprise

Statistical techniques and methods of
economic information processing are very widdy
used in analysis as a dtatistical science develops
methods for groupings, indices, corrdation,
regression and so on, essentialy updates the
arsenal of analytical methods and techniques.

Economic analysis is closdy reated to the
audit. The audit cannot be considered an effective tool
of dudying activities of economic entities, if
inspection and audit of economic activities do not
include eements of analysis. Analysis and forecasting
of the financia conditions of the company, its
profitability, and financid stability should be
considered as the ultimate goal of the audit.

Economic analysis makes extensive use of
mathematical science achievements; the ability to
picture a particular economic phenomenon using
economic and mathematical models of economic
analysis opens up endless possibilities for
improving techniques, methods and tools of
analysis and organizing analytical work.

Economic analysis is related to management
due to the necessity to make managerial decisions.
Taking optimal managerial decisions has turned
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into a major problem nowadays. Economists are
developing the theory of manageria decision-
making, which is one of the sections of
management science. Decision-making theory
should account multiple choices, uncertainty and
influence of factors on every single option. In these
conditions economic analysis is urgently needed.

Marketing and economic analysis imply the
analysis of macro and microenvironments,
opportunities, competitors, market prices, market
conditions and as a result, the development of
marketing programs.

Financial and credit disciplines also have a
connection with the economic analysis. This
connection implies applying methodical principles
of analysis to studying financial possibilities, the
ways of strengthening financial position, justifying
the amounts of loans to be taken etc. In market
conditions such a connection is a necessity.

Thus economic anaysis is a synthetic
science, which was formed on the basis of
differentiation and integration of many sciences.

With the help of economic analysis it is
possible to check whether planned assignments are
substantiated, whether all the possibilities to
improve the enterprise economic activities by
increasing production capacity, labor productivity
have been used, i.e. whether the plan is intense
enough. Using economic analysis it is possible to
identify the unused possibilities of increasing
efficiency of the enterprise economic activities —
rising production and sales volumes, cutting prime
costs, improving financial results and financial
state of the enterprise.

An economic analysis is directed toward the
improvement of performance of enterprises yet at
the stage of developing plans, when the intensity of
planned tasks is estimated. At the same time,
economic analysis alows controlling plans
fulfillment by the enterprise as a whole and by its
structural units — shops, sites, teams €c.; it helps
discover drawbacks and identify the contribution of
every unit into the overall results.

In the process of analysis the level of
responsibility of every worker for economical use
of resources is determined. Production, financial
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and investment activities are analyzed, that allows
identifying factors, which influence al directions
of enterprise activities.

An economic analysis is based on the
objective estimation of the use of resources
which an enterprise uses for achieving the best
financial results with minimum expenses. It
allows defining real production possibilities of
an enterprise, its scientific and technical
potential, as well as the ways to mobilize the
identified resources for work improvement.
Besides, economic analysis helps to quickly
adapt to the changing market environment, to
predict possible changes of partners’ behavior,
to avoid unnecessary economic risk.
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Formulation of the problem. The key
problem of modern economic development of the
country is finding the way out of the protracted
economic crisis. Thus, structural and technical
modernisation of industry is considered as a
strategic vector of future economic growth that
must become the basis for future positive changes
in the economy. Hence, the industrial potential
becomes the foundation for structural improvement
of national economy, and its development will
assist the rapid accumulation of scientific and
technological innovations that will lead to the
formation of innovative economy as a transitional
period to post-industrial type of devel opment.

With the account of the grategic role of
industrial  potertial, there arises the necessity of
efective doate adminigration able to provide
progressive changes in its devel opment. Formation of
management mechanism, sdection of its basc
elements and adjustment of the balanced interrdation
between them will increase the management quality,
effective use of present potential and achievement of
strategic vectors of economic devd opment considering
the processes of European integration and world
globalization on thewhole.

Analysis of recent research and publications
Conceptual principles of state administration
are widdly highlighted in works of native and
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foreign researchers. According to the well-known
American philosopher F. Fukujama, it was just the
reduction of the role of the state during the last
years that resulted in world crises [1, p. 20].
O. V. Raevneva states that the most active element
of a management system is a mechanism [2, p. 225].
O. Korotych believes that “a certain management
mechanism is the tool for realization of purposeful
transformations’ [3, p. 25].

A considerable contribution to the deve opment
of a toolset of management mechanism has been
made by O. Kuzmin and O. Menyk who suggested
distinguishing five general functions of
management: planning, organizing, motivating,
controlling, and regulating, which are performed
with the account of specific features of the
management object [4, p. 58]. However, most
current scientific research focuses on the
development of management mechanism at the
local level (an economic entity — an enterprise [2—
11]), while the issues  forming the state
administration mechanism of industrial potential
development at higher hierarchical levels remain
poorly studied.

The objective of the research is to justify
the content of the mechanism of state
administration of industrial potential development,
and to identify its structural elements as well as
develop methodology of its formation.

It is worth noting that scientists and
practitioners interpret the concept of “mechanism”
differently. It is believed that this term appeared
due to the development of engineering sciences.
Taking into account the content of this concept as
an economic category, it is possible to distinguish
three basic approaches to its determination:

—asameans, an instrument of influence;

—asasystem of interrdated € ements;

— asa sequence of processes.

Zh. M. Balabaniuk states that a mechanism
is “the system, which determines the order of any
type of activity [5, p. 190]". Compliance with the
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order is achieved due to the clearly defined

purpose, which is a basic dement of the
mechanism. Besides the purpose, there are
identified  functions,  methods,  principles,

instruments and levers as eements of mechanism,
the application of which allows achieving the
defined purposes. Using the subject-object
approach it is possible to divide al the e ements of
the system into the elements of a managing
subsystem and the elements of a managed system.
The authors of thework [6, p. 178] suggest dividing a
mechanism structurally into two blocks: a
management system and a target subsystem, within
the limits of which it is possible to determine
management effectiveness. Such a division allows
separating clearly the key elements and arranging
the relations between them. This makes the system
more balanced and improves the quality of
management.

In the context of our research, it is the
development of industrial potential that is
considered to be the managed subsystem, which,
under modern conditions, requires the immediate
interference of the state in order to regulate the
structural  disproportions and to establish the
balanced interaction within the system. As to the
subject of management, it should be examined at
some hierarchical levels: international, national,
regional, and local. Levels of management are
characterized by certain subordination related to
the differentiation of functions and identification of
various areas of responsibility.

O. Fedorchak defines the management
mechanism as a system having a certain structure,
methods, leverages and instruments of influence on
the object of management [8]. The purpose is
achieved just through the functional elements of
the mechanism, which are shown in their general
forminFig. 1.

It is worth pointing out that though the
mechanism’s division into elements is typical, the
internal content of these elements considerably
depends on the essence of the object. So, taking
into account the specific features of the abject
being managed, we suggest distinguishing the
following elements of the mechanism of state
administration of industrial potential devel opment
(Table1).

Mechanism, as a whole, is a harmonious
combination of eements accounting specific
features of modern stage of economic devel opment
of the country and its strategic goals.

78

First of all, it is possible to estimate the scale
and possibility to use resources on the basis of
formation of the system of input and output growth
indicators. The input parameters answer the
question what we have, while the output
parameters — where it is better to use the available
resources.

A macro-environment is characterized by
considerable changeability and causes changes in
the size of industrial potential by input and output
criteria. Thus, components of industrial potential
are variables dependant on the factors of influence,
which are to be reasonably united into groups
depending on the nature of changes they cause, that
will allow creating a by-element structure of macro
environment with the effective system of relations.
Under these conditions, development of industrial
potential is the result of joint influence of
integration of institutional and legal, economic,
social and cultural, geopolitical, scientific and
technological, natural and ecological environment.

Optimization of industrial capacity should be
oriented to the needs of the internal market, taking
into account the requirements of the industrial
modernization and global integration processes
with the aim of entering foreign markets with the
domestic industrial production. As Kindzerskyi
Yu.V. states, “tactics of structural changes should
be extracted from the need to focus on specific
segments of domestic and foreign markets”
[12, p. 533]. Thus, both current state of industry and
future targets should be taken into account now.

There was a considerable increase of
research concerning spatial economy during the
last decade. Space is no more limited only to the
territorial aspects; it gained complexity with regard
to the allocation of its structural elements. Based
on the systems approach, the modd of
multidimensional space, offered by M. M. Gabrid,
includes five constituents (person, function,
conditions, geometry, time) [13, p.533]. The issues
of spatial organization of industrial production are
more often reduced today to creation of industrial
clusters as an innovative form of organizing the
national economy. M. Porter characterizes
industrial clusters as groups of interdependent
enterprises, institutions, organizations that can
cooperate and are geographically concentrated
[14, p. 149]. The cluster mode of industrial potential
development will allow to get a synergistic effect
as a result of integration of interests of different
participants with a common goal.



[TT-2] Jo siseq ay) uo Joyirte ayy Aq peubseq
awdo ersp fenualod [ersnpul JO WS iLeydsiu Uo e IS IUUpe 8y} JO [ppow [enjdaouo) T 614

110ddns [eoruyoo I, IeMos 1oddns uoryewaojuy 1oddns aane[sigo]

l !

renuajod [ernsnput Jo juowdo[oadp Judtonge apraoid o3
JUIWISRURA] JO WY

Formation of Mechanism of Industrial Potential Development Sate Administration

L N e N =
2IMyMo “3Iew ‘AYoIeIdNY :S)udWNIsuy [« N N —> AT ToAST (Fuossat [Ea9]
q pue [eorsAyd :sjuoSe OIIOU009) [9AJ] [BIOT]
q
W
W q .
Ayoaerary ‘vonenums ‘Furuueld ‘ssoungoesodmnd ‘wsIjoy |4 qd O +—» ] [oAOT i
‘Anpiqrxey “Anpewndo  “Koustorye  ‘Aoudisisuod :sapdrourig D A4 (S10A9] TedioTUNW PUE [BUOISAT JUSWIULIDAOS
v N Jo suopmmsur Jeuonouny pue Ansnpur “uowrdo[ossp
. \4 v ssoursnqg pue Ansnpul jo juouniedop) [9AJ] [eu0ISOY
[eInsnpul ‘[eo1307099 ‘[BID0S “OTWOU0I? :SAI[oJ |€ W N
d N T e ———— d ]
> oure o sjuoumIedd
UOTIB[NOTE) [RIOIDUIWOD ‘FUI[[DPOW [BINBUWYIEW-OIUOU0D |« 0 O d L pue  SOLNSTUTWI  [oueIq wc%mo“%woo dcaih
‘uonjeniead x9[dwoo ‘uvonorpaid ‘sisA[eue  10J0v] :SPOYIIIA L J0 %u__om :.Sbm:cﬁ Jo \QEES ‘Qurenyn jo o.@mbh
L o) pue Judwdo[aAd( STWOU0I JO ANSIUIIA) [9AJ] [BUODEN
o)
(uonexe) Funrpard ‘Furorid) orwouods ‘(wdsAs [« q mm
juowamooid orgqnd jJo uoneziue3io) [BUOHBZIUBSIO :SIIAIT] [ D e TTPEPVEPPPTEPETTErErrrertestepeers
q n > 119A] (aoao) yowdorarsg
oyads ‘(Suneanow ‘SuIZIuesIo |« 0 S pue uoneradoo) ommouooy Ioj uoneziweSio ‘(NF)
‘Suijjonuod  ‘Supengor  ‘Suruued)  [e10ULS  :suonduny uortun ueadomy “(OINMN) uoneziueli juswdooAd(]
[eLnsnpuy  SUOTIEN  PANU()) [9Ad]  [BUODIBUIdUL

79



N. Sanasyuk

Table 1

Specific Elements of the M echanism of State Administration
of Industrial Potential Development

Elements of the mechanism

Essence of the mechanism e ements

Formation of input and output
indicators of industrial  potentia
development

Determination of indexes, which characterize input and output
indicators in order to fulfil complex evaluation of the level of industria
potential devel opment

Analysis of the factors influencing the
development of the industrial potential
development

Establishment of cause and effect relationship between the indicators
that represent the factors of influence and the indicators that
characterize the development of industrial potential

Structuring the industrial potential

Optimization of structural development of the industria potential

Spatial  organization of industria
potential

I dentification of industrid clusters and analysis of their influence on the
development of industrial potential

Introduction of innovations

Assessment of possibility of certain type of activity to produce science-
intensive products

Development support

Formation of the support system (infrastructure, information, marketing,
logigtic) to ensure functioning of basic potential € ements (industrial and
economic, social and labour, financial and investment and innovative
components)

Establishment of relationships between
management bodies

Allocation of local, regional, and national prioritiesin development and
differentiation of powers

Means, ways, and sources of attracting
resources

Methods and techniques of state administration: preferential bank loans,
tax benefits, organization of public contracts, investments attraction etc.

Effectiveness A comparison of the actual performance with the planned one
(predicted)
Efficiency Comparison of the results obtained with the resources used
Improved by the author

Taking into account rapid development of
scientific and technical progress as a basic factor of
production  of
scientifically-intensive goods is the guarantee of
successful economic development of the state. As a
result, one of the main tasks of state governance is
formation of the national innovative system, in the
scopes of which realization of specific functions
involves taking into account requirements of the
economy of knowledge Just its eements provide
promotion of the innovative idea to the market, cause
technological changes in the structure of industrial
potential in order to form higher technological modes
by increasing the share of high- and medium

forming innovative economy,

technology industrial manufacturing.

Distinguishing securing elements is, first of
al, connected with the necessity of creating
suitable conditions for functioning of the basic
components of the industrial potential. It is worth
noting that development of industrial potential
today is not possible without formation of the

objects  of market and

infrastructure.

social,

According to the common aim, subjects of
management realize administrative influences
through the system of regulators. Elements under
their influence change their state, acquiring more
perfect forms. In case of finding out negative
deviations, the role of regulators is reduced to their
removal and regulation in order to achieve the
desirable result. That is, there is a feed-back
between regulators and the objects of management
that involves taking into account the reaction of
other mechanism constituents to changes in the
system of regulation.

Interrelation  between the management
bodies is based on chain dependence and provides
direct as well as indirect influence. The essence of
interrdation is reduced to setting the only
development vector both on national and on
regional and local levels.

The expected results of the mechanism
realization are increase of industrial production
capacity, expansion of markets, removal of
structural disproportions of the development
and creation of progressive technological

innovative

80



Formation of Mechanism of Industrial Potential Development Sate Administration

structure of industrial potential in order to set
up the innovative development model.
Efficiency is the mechanism implementation
quality criterion and is determined by the
possibility of obtaining added gross output per
unit of spent resources.

Taking into account the conceptual approach
to the process of management based on a program-
aimed method, we suggest specifying the following
stages in the process of forming the mechanism of
state administration of industrial potential
development (Fig. 2).

Stage 1

A\ 4

Research of indexes of industrial potential development in dynamics,
finding out main tendencies of the devel opment, carrying out complex

evaluation of the development level

L

Stage 2

Diagnostics of functioning of state administration mechanism of industrial
potential development, determining the weak points, finding unproductive links

A\ 4

Stage 3

Estimation of possihilities of improving of state admini stration mechanism of
industria potential development and drawing up the proper program document

A 4

A 4

Stage 4

Working out of events directed at program tasksrealization, their step-by-step
introduction on various hierarchical levels of management

A\ 4

Stage 5

A\ 4

Estimation of effectiveness and efficiency of the conducted reforms asto the
improvement of management quality and achievement of the planned indexes

of industrial potential development

Fig. 2. Sages of forming the mechanism of state administration of industrial potential devel opment
Improved by the author

Conclusions and perspectives for further
resear ch

Summing up the defined conceptual basis
and paradigms done by scientists, the mechanism
of state administration of industrial potential
development should be referred to as a multi-
component system of influence formed by subject-
object approach through balanced combination of
functional blocks united by a common purpose that
provides the achievement of the desirable resuilt.
The distinguished blocks are interdependent, that
means that occurrence of changes in one block
unavoidably leads to changes in another one, it
being a component of a single system. Keeping to
the sequence of the defined stages of forming the
state administration mechanism of industrial
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potential development will allow implementing the
“resource-result” model that will promote the
improvement of the management quality.

Improvement of the mechanism must be
carried out towards setting up social responsibility
of the authority for the consequences of the
conducted reforms, establishing a control
ingtitution that would monitor implementation of
the set tasks; introducing a quarterly accounting
statement about the results; increasing informative
awareness of population. These directions will be
expanded in further scientific research.
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Abstract. The paper outlines the methods of
transfer price formation and their law and Satutory
regulation in Ukraine, considers peculiarities of methods
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application of transfer price formation methods in
Ukraine on the basis of the amendments introduced into
the legidation.
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Formulation of the problem. Extension of
economic processes on the basis of international
cooperation of Ukrainian enterprises leads to an
ever bigger number of such agents of the global
and national market as transnational corporations
(TNS). The problem of research and application of
transfer price formation, which is one of the most
important management instruments in the structure
of separate enterprises operating in different
countries, deserves special attention in the
development of such international relations. The
main problem of transfer price formation is the
policy of reasonable price setting, which has a
direct influence on the amount of profit from the
sdler to the buyer. Therefore, the selection of
transfer price formation method should meet
certain selection criteria. Therules of transfer price
formation in Ukraine are determined by the Law of
Ukraine “On Amendments to the Tax Code of
Ukraine on Transfer Price Formation” No. 609-
VIIT of 15.07.2015 [20] and the Tax Code of
Ukraine [19]. However, taking into account a
relatively recent time of legislative establishment
of transfer price formation rules, a sustainable
practice of their application has not been devel oped
yet, and, therefore, there is no single methodol ogy
for determination of the method of transfer price
formation in a controlled transaction.

Analysis of the recent research and
publications. The foundations of transfer price
formation in economic theory and practice were
laid by the famous German researcher
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E. Schmalenbach in 1903 [1]. The method of
transfer price formation is in the focus of attention
of international researchers, such as A. Wagenhofer
[2], J. Dearden [3], C. Drury [4], H. Kupper [5],
D. Pfaff, U. Stefani [6], W. Schon, K. A. Konrad [7],
M. Baro [8], R. Moller [9], J. Wrappe, M. Levey
[10], Ch. Horngren [11] and others. Ukrainian
authors writing on the issues of transfer price
formation and focusing on comparison of its
methods are: M. Romaniuk [12], T. Savchenko,
M. Makarenko [13], O. Katliarevskyi, V. Onishchenko
[14], O. Teresnchenko [15], L. Napadovska [16],
T. Karpova [17], V. Len [18] and others. Still,
considering the great extent of research into
transfer price formation and improvement of the
regulatory system by the state, the issue of practical
application remains important and topical for
Ukrainian enterprises.

The purpose of the article is to highlight
the peculiarities and practical application of the
tranfer price formation methods at Ukrainian
enterprises, their law and statutory regulation, and
to determine main advantages and disadvantages of
their application.

Presentation of basic material of the
research. Intensification of international business
in Ukrainian economy, as well as stabilization of
the national economy by means of state regulation,
is manifested in the necessity to develop and
improve the mechanism of transfer price formation.
To avoid capital flow from the country and to
ensure proper tax payment, as well as improve the
efficiency of the tax system and control over
transfer prices, Ukraine adopted the Law of
Ukraine “On Transfer Price Formation” and
amended the Tax Code of Ukraine. These
legislative acts on transfer price formation are
based on the international experience of practical
application of transfer price formation method, the
main standard of control being the “long arm
principle’. This principle is based on the state
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control through its tax authorities over transfer
pricing by adjusting tax liabilities of the taxpayers.
In Ukrainian tax legislation, the “long arm
principle’ is formalized in article 39 of the Tax
Code of Ukraine, which stipulates that the tax
control over transfer pricing envisages adjustment
of tax liability of a tax payer calculated on
condition of correspondence of commercial and
financial conditions of a controlled transaction to
commercial and financial conditions that existed at
the moment of conducting comparative
transactions stipulated by this article, the parties to

which are unrelated persons. Article 39 “Transfer
price formation” of the Tax Code of Ukraine [19]
determines the rules of setting regular prices of
goods (works, services) in controlled transactions,
the total amount of which equals or exceeds
50 million UAH (less VAT) for a respective calendar
year. To determine the price, as well as to control
transfer price formation of controlled transactions,
the following methods are stipulated: comparative
uncontrollable price (comparable sales); resale
prices; “costs plus’; profit distribution; net profit.
These methods are described in Table 1.

Table 1

Char acteristics of the transfer price formation methods according to the TCU [19]

Methods

Characteristics

Comparative
uncontrollable price
(comparable sales)

is a comparison of the price gpplied during a contrdled transaction with the price in
compared uncontrallable transaction(s), which were actuadly performed by the taxpayer
(other persong), or on the basis of the information about prices applied during the anadyzed
period, paticularly the information about the prices on the day closest to the date of the
contradled transactions (artide 39 par. 39.3.3.1, par. 39.3.3.3)

Resale prices

is a comparison of the gross profit margin from resale of goods (works, services)
purchased in a controlled transaction with a gross profit margin from resale of goods
(works, services) received from comparative uncontrollable transactions (article 39
par. 39.3.4.1)

Cost plus

is a comparison of the gross margin of the saf cost of sdling goods (works,
services) in a controlled transaction with a similar indicator of cost effectivenessin
comparative uncontrollable transactions (article 39 par. 39.3.5.1)

Profit distribution

isallocation of a part of the general profit (or 10ss) received as aresult of controlled
transaction(s) to each person participating in such controlled transaction(s); this part
of the general profit (or loss) is equa to the one an unrelated person would receive
as aresult of a comparative uncontrollable transaction(s) (article 39 cc. 39.3.7.1)

Net profit

is a comparison of the respective financial indicator of cost effectiveness in a
controlled transaction (net profit on the respective basis (costs, sales, assets) or the
indicator of operating costs effectiveness) with the respective cost effectiveness
indicator in comparative uncontrollable trandation(s) (article 39 par. 39.3.6.1)

Ukrainian tax legidlation (the Tax Code of

due to the lack of statistical information for

Ukraine) and rules of the Organization for
Economic Cooperation and Development (OECD)
determine the rules of application of the transfer
price formation methods. In selection of a certain
method of setting the transfer price in a controlled
transaction, the main criterion is the feasibility of
adjustment, which is done to ensure comparability
of controlled transactions. It is allowed to use two
and more methods which a company may deem
acceptable and grounded at its discretion. However,
if there is a possibility to apply the method of
comparative uncontrollable price (comparable
sales), it is given preference over the others.
Practical application of this method is complicated

determination of prices during the controlled
transaction, which is necessary to compare market
prices of similar goods (works, services) in
comparative transactions. The information on
market prices used is taken from the generally
available official sources, like the State Information
and Analytics Center for Monitoring International
Commodity Markets, the Agricultural Stock
Exchange, official publication of the State Fiscal
Service of Ukraine and others over a certain period
of time. However, in fact, market prices may
change every day, therefore such data become
obsolete and make it impaossible to compare prices
in controlled transactions and comparative
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transactions, as it is required by the Tax Code of
Ukraine. In practice, conditions of transaction
performance include also the scope of sales, the
currency of payment etc.,, and these conditions
should be identical, i.e. to be such that do not make
a significant influence on financial result.
Fulfillment of all abovementioned conditions to
determine the market price in controlled
transactions using the comparative uncontrollable
price method is complicated and, usually, one of
the mentioned conditions is violated.

The method most widely used to analyze the
cost efficiency of intermediaries with limited risk
and to determine the price in regard to transactions
in which goods are purchased from arelated person
and then resold to unrelated persons without
significant modification of the goods is called the
resale method. However, taking into account the
conditions of application of this method, it is
possible to state that there are certain obstacles to
its application, particularly, the difference of the
gross profit margin indicators of the selected
companies and gross profit margin of the taxpayer,
which is caused by differences in accounting policy
of the companies. Some costs, such as
transportation, warranty maintenance, insurance and
others can be included in the current period costs or
into the sdlf-costs of goods. The discounts given can
also be considered as either decrease of praofit or asa
part of sales codts. Such discrepancies can
significantly influence the gross profit margin of a
company. Meanwhile, specialized commercial
databases do not contain any information on
accounting policies of the companies, which could
alow for making the appropriate adjustments and
ensuring comparability of the gross profit margin
indicators of the sdlected companies with the similar
indicator of the taxpayer. Considering the
abovementioned, application of this method using
the gross profit margin indicators of comparable
companies is not possible. It is possible to claim in
this case that the accounting policy in controlled and
uncontrolled transactions is the same and does not
influence the gross profit margin of the transaction.

Determination of the price using the cost
plus method is possible if certain conditions are
fulfilled, in particular: performance of works,
provision of services between two related persons;
sdle of goods, raw materids or semi-finished
products under the agreements between related
persons; sale of goods (works, services) under long-
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term agreements between reated persons. This
method focuses on assessment of the gross profit
margin and thus its application has the same
limitations as the resale price method (adjustment of
costs does not seem possible). Correspondently, the
cost plus method cannot be applied in case of absence
of internal transactions. In practice, this method is
often applied to transactions of sdling goods by the
producer to the distributor in case when the producer
sdls the comparable products to the address of the
related distributor and independent  distributing
companies under the same conditions. Thus, the cost
plus method may be used for analysis of prices in
controlled transactions in case there are available
internal comparable transactions.

Net profit method is considered to be
universal and most applied in comparison to other
methods. The idea of the method is to compare the
indicators of net margin, which is achieved by a
taxpayer in a controlled transaction, with market
range of values of net margin of independent
companies achieved by them in comparable
transactions. The universality of this method lies in
the fact that the operation profit (loss) indicator
usually reflects financial results of operational
activity to the fullest extent. In addition, this
indicator considers as much as possible the
possible differences of accounting policies of the
examined company and the comparable companies.
The net profit method is used when there are no or
too little information on the basis of which it would
be possible to make grounded conclusions
concerning the sufficient extent of compatibility of
commercial and financial conditions of the
controlled and comparable transactions using other
methods. The main goal of a taxpayer when using
this method is to find independent companies with
comparable functional profile involved into similar
activity on comparable market. The TCU [19]
envisages a numbe of cost-effectiveness
indicators, which should be used proceeding from
the peculiarities of the company and the character
of the transaction itself. Therefore, it is possible to
conclude that the net profit method is most suitable
for analysis of a controlled transaction in regard to
its fulfillment of the “long arm principle’.

Profit distribution method is the least applied
method in global and Ukrainian practice of
analyzing transfer price formation. This method is
used by the taxpayers when the controlled
transaction is so much interconnected with other
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transactions performed by the same parties that it is
not possible to determine its contribution to the
cumulative profitability of the parties. The method
of profit distribution is also applied when both
parties own intangible assets that have a significant
influence on price formation. A sample situation
when the application of this method would be
appropriate could be joint production of any high-
tech product by several companies. Usualy, the
companies use this method when none of the
abovementioned methods is applicable.

Having studied the issue of evaluating the
transfer price formation methods it is possible to
claim that in many cases application of the much
preferred method of transfer price formation, that
of comparative uncontrollable price, is impossible
due to the lack of necessary information, including
delivery conditions, specifications, exact delivery

available sources. The conditions of using the
resale price method and cost plus method in the
part of reflection of costs in the accounting policy
of the compared companies are under researched.
Due to such limitations of the methods as lack of
key features of the goods in generally available
sources, imperfection of the financial information
databases, differences in accounting policies of the
compared companies, and others, the taxpayers
may use the wrong method and, consequently, pay
their taxes incorrectly, which is a great risk both for
an enterprise registered in Ukraine, and for the
group as awhole.

Thus, research into the methods of transfer
price formation, determination of their advantages
and disadvantages, and ways of their elimination is
quite topical. Table 2 presents the main advantages
and disadvantages of each of the methods of

dates and other characteristics in generally  transfer price formation.
Table 2
Advantages and disadvantages of the transfer price formation methods
Methods Advantages Disadvantages
is preferred over other methods lack of statigical information for the method
to be used;
is used for analysis of internal and external
Comparative uncontrollable price;
uncontrollable price conditions of transactions should be
(comparable sales) comparable and not make significant impact
on financial result;
impossible to apply for determination of the
market price of a controlled transaction
can be used for analysis of prices in a | differences in indicators of gross margin of
controlled transaction provided there are | companies and taxpayers,
Resale prices available internal comparable | the existing databases do not fully reflect the
transactions information on gross margin indicators, thus
rendering their adjustment impossible;
allows the sdling enterprise to receive | cannot be applied if there are no internal
profit from transfer of its goods (services) | comparable transactions;
Cost plus the existing databases do not fully reflect the

information on gross margin indicators, thus
rendering their adjustment impossible

joint  production of
products by several companies,

Profit distribution cost influences the price

any high-tech

both parties own intangible assets, whose

the least applied of all methods of transfer
price formation;

controlled transaction
interconnected  with  other
performed by both parties;

it is complicated to determine the contribution of
every partiesinto thetatd return of both parties

should be
transactions

universality of application — the indicator

the necessity to search for independent

Net profit

of operationa profit (loss) fully reflects
the financial result of operational activity;
is most suitable for analysis of
compliance of the controlled transaction
with the “long arm principle’

companies with comparabl e functiond profile,
which are engaged into similar activity on a
comparable market
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It is worth mentioning that consideration of
advantages and disadvantages of each transfer price
formation method will alow a company that
belongs to a transnational group of companies to
select the most reasonable method for analysis of
prices and profitability indicators in controlled
transactions. This will allow for avoidance of
material and reputational risks for the company and
the whole group of companies to which it belongs.
The analysis of transfer price formation methods
and peculiarities of their application revealed the
necessity to improve these methods. Taking into
consideration Ukrainian redlities, the prioritized
method of transfer price formation — the method of
comparative uncontrollable price — requires most
changes and specification in terms of possibility to
use generally available sources of information for
the purposes of transfer price formation.

Conclusions and prospects for further
research. Application of transfer price formation
methods at Ukrainian enterprises is consdered in the
following cases: for forming the methodology of
sdting the transfer price in order to neutrdize
conflicts of interests and improve internal economic
financial relations; for manipulating transfer pricesin
order to decrease the tax burden and withdraw the
capita from Ukraine However, it is worth
mentioning that the issues of choosing the acceptable
methods of transfer price formation, grounding
certain conditions of price formation, as wel as
avoiding conditions for double taxation and
uncertainties, which could discourage direct foreign
investments and hinder the development of foreign
trade, remain relevant and require further research.
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Abstract. The problem of introducing market
relations into the natural gas market in Ukraine is
modified. Studies of natural gas market of Ukraine as a
macro-logistics complex system based on the
implementation of the logistics concept are offered. The
necessity of optimization of reserving natural gas in
underground gas storages (UGS). The directions of
modernizing the system of pricing for services on the
natural gas market in Ukraine are explained, through the
transformation of conditional permanent costs, primarily
costs of creation and maintenance of technological gas
reservesinto variable costs of the gas market subjects.
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Introduction

The world market for natural gas is rather
monaopolized by the countries-producers, and for
reasons of national security for European countries
it regularly updates the issue of diversifying
sources of supply. It is aso typical for Ukraine,
which in addition to large consuming volume is
still a monopolist in transition of Russian gas. The
long history of relations between Russia and
Ukraine on natural gas market is more concerned
with political than economic issues. On the one
hand, natural gasisa critical resource for Ukraine's
national security because of the extremely low
substitution on the retail market (in the housing
sector), on the other hand, the general effect on its
seasonal demand is done by climatic/weather
factors that lower the reliability of medium term
demand forecast. Both of these reasons cause the
accumulation of gas reserves in the summer period
to use it if necessary in the winter period when the
country's need exceeds the current gas debit.

Nature has provided Ukraine with such a
benefit as large capacity underground gas storages
(UGS), which use as an intermediate storage of gas
requires its purchases from gas suppliers (internal
and externa), injection into these storages, storage
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during a particular period and, if necessary, deflation
into the transport network for the purposes of
consumption. It isimportant to ensurethat gas reserves
in underground gas storage facilities providea dynamic
current balance of gas in a sructured and time
dimension in space save as sfey stock, cycle,
anticipative, speculative, etc. Meanwhile, power of
underground gas starage facilities can be provided to
outsourcing as a concentrated demand of Western and
Centra Europe can technically be satisfied from these
storages. However, the key issue is what volumes of
gas have to be accumulated in the summer (Season)
and who is supposed to do that?

Analysis of recent studies

Since the beginning of the indgpendence of
Ukraine (1991) natural gas market has experienced a
radical change from the absence of any market
economy on the gas market (which therefore did not
include the gas market), till its real establishment and
operation, performing a variety of macro-functional
monopoly (palitical) influence on the date, wild
enrichment and corruption of senior civil officers. Only
after the Revolution of Dignity, in terms of Russian gas
blockade just within 3 years Ukraine managed
to “jump off of Russan gas needle [2; 6],
simultaneoudly reducing the consumption of gas and
diversifying the structure of external suppliers.

The dynamics of consumption and structure of
imports indicates significant positive changes on the
gas market in Ukraine Thereare et least three changes:

—diversification of external sources of gas
supply (although the problem of transparency and
competition in choosing suppliers still exists);

— gradual transition to market prices;

— stable tendency to reduce gas consumption.

It remains important to get the last change:
acquiring high profitability by this market. And
there is the standard dilemma here: ether to
increase revenues or to reduce costs. Obvioudly,
their combination is possible.
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Table 1
I mports of gas to Ukraine (billion cubic meters)
ountry Including Note
Russian Slovak Hungary Poland Own extraction | Consuming
Years Total | Federation republic
2013 28,0 25,8 0 1,2 0,9 21,4 50,4
2014 19,5 14,5 3,6 0,6 0,9 20,5 42,6
2015 16,4 6,1 9,7 0,5 0,1 19,9 33,7
2016 11,1 0 9,1 1 1 20,2 30,3
Source [2; 6]

Following the basic hypothesis that in terms of
growth and a good rate of economic development the
priority is profit, and the crisis stuation should
emphasize the expenditures, so we try to justify
gpecific provisions to reduce costs, based on the
macro-logistics concept. These studies are caused by
annual (seasonal) media attention to spreading fear
and panic regarding possible exhaustion of gas from
underground gas storage facilities before the end of
the heating season because of insufficient amounts of
gas resarves in underground storage facilities [1], or
its quick use in colder periods [3]. Recently there has
appeared an analytical article explaining the enhanced
media attention to the issue of gas reserves [17],
which gtated that 420 news reports were devoted to
this issue during the period of 1-17 January 2017.
Anxiety is added by uncoordinated assessment of the
Government and ‘Naftogaz of Ukraine on the
necessary volumes of gas storage in underground gas
storage at the beginning of the heating season, which
differed by 3 billion cubic meters [3]. Generally there
are many pessmistic forecasts about the safety factor
of Ukrainian gas trangportation system (GTS) [4],
though ‘Naftogaz of Ukraine assured good
assessment of the situation even under crisis scenarios
[4]. Note that this does not undertake expenditure,
athough crisis management needs to regard them,
because the problem of stocks has aways two sides:
one — the effects of stocks depletion, second — the
conseguences of keeping stocks.

There is just one example we would like to
demonstrate here. Imagine that as a result of the
heating season the excess stock amounted 1 billion
cubic meters of gasin the UGS. With a purchase price
at 200 USD per 1,000 cubic metersit is 200 min USD
of 'frozen’ capital. At arate of return on equity of 10%
a semi-annual maintenance of this reserve means 10
min USD of spending its ‘frozen’ amount. We can
only add the cost of transport from the supplier, the
cost of pumping, storage and sdection, and this
amount will be doubled, which is haf a billion in
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UAH. And what if extra gas reserves amounted
2 billion cubic meters? This is equal to a billion UAH
of foregone profits. And it is questionable how to
evaluate the fact that at the beginning of spring
Ukraine has the largest reserves of natural gas among
all European countries.

According to the logistics chain/ network
concept of gas supply the supplier has traditional
phase of supply: supply distribution
consumption, which occurs during transportation,
consolidation (association) in the GTS, storage in
stock reserves (UGS), deconsolidation
(distribution) and consumption. Some processes
involve customs barriers, others — engineered
barriers (injection, selection). And everywhere
there are generated costs, the level of which
depends on the physical volumes and unit costs.

So, as any logistic flow, in terms of the
economy two parameters of its effectiveness are
extremely important for the gas flow:

—Thelevel of gas reserves;

— Turnover (rotation) of gas reserves.

In other words, reducing the average stock in
the GTS, we, on the one hand, reduce the cost of its
creation, maintenance  (pumping,  storage,
selection), and manipulative move (UGS as virtual
entire complex), on the other hand — make its
turnover faster, reducing inventory turnover cycle,
and thus the cycle of customer service.

The objective of the article is to introduce
the directions of the macro-logistics concept into
the natural gas market in Ukraine.

Key problem analysis

Based on logistics paradigms it should be
categorically accepted that the natural gas market
in Ukraine is an especially difficult macro-logistics
system, which main research subjects are:

—physical movement of natural gas
(transporting process);

— retention of gas in storage (stock);
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—logigtics costs (trangportation costs, inventory,
administrative and management costs);

— the information flow accompanying the gas
flow, another tangent relevant information;

— infrastructure of logistics processes.

Obvioudly, each of these subjects may havea
particular potential to improve efficiency of the
natural gas market, in particular the cost, quality,
customer service, flexibility, innovation and
environmental benefits that also may require either
unimportant or significant efforts  (capital
investment, time, reengineering, change
management, etc). The study of the defined
systems should keep to the principles of logistics
concept as thinking in categories of valueutility,
system thinking categories, the categories of
full/total expenditures, categories of efficiency and
customer service categories.

Regarding the first set (transport processes),
no significant reservations with regard to
satisfactory technical conditions of GTS, necessary
modernization of equipment, high labor discipline
and good state of GTS engineering management.
This equally applies to the information flow and
infrastructure of logistics processes. Although,
there is a significant opportunity to optimize the
processes of production and transportation, taking
into account the leve of technological gas
consumption in these processes, which is more than
10 % of consumption (in 2013 — 4.3 billion cubic
meters in 2014 — 3.7 billion cubic meters) [16].
However, there are great restrictions about public

stocks
expenses
(1)1 B3

policy management (creation, storage replenishment,
maintenance and use) of reserves in UGS,
Obvioudly, in the corresponding structures of
‘Naftogaz Ukraine there are documents and
standard procedures for making decisions
regarding inventory levels for different scenarios,
but the fact of the recent reduction of insurance
reserves for suppliers from 50 % to 10 % [7] causes
doubts about the economic justification for such a
decision, and shows that it is rather a political
decision, though with positive content.

When evaluating a particular level of gas
reserves, we always aim to get answers regarding
its adequacy in terms of occurrence of certain
deviations of actual demand from projected
demand, both expected and unexpected, especially
in crisis situations. However, we must also realize
that excess inventory and insufficient supplies
cause additional costs: with an excess reserves - the
additional costs of creating and maintaining, with
insufficient stocks — costs of stocks exhaustion
(cost of lost sales, lost profits, cost of gas
substitution, obvious and not obvious costs of
social, political type, associated costs, etc.).

Thus, we have a classic situation of trade off:
holding low stocks we get the risk of additional
costs and the depletion of stocks, and the opposite:
high stocks lead to the additional costs of creating
and storing, but less risk of exhaustion. And the
“arbitrator” in this situation serves a particular
stock leve in the system. Graphicaly this can be
represented as follows (Fig. 1).

stocks
exhaustion
expenses
(2) ’ BB

stocks

Zopt

level (2)

Fig. 1. The ratio of stocks expenditure (1) stocks exhaustion costs (2) and their sum (3)
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Figure 1 shows a hypothetical curve (3) as
the sum of stocks costs (costs of creation and
storage of stocks) and the likely costs of stocks

exhaustion  exemplifies the existence of
“arbitration” of stocks level (Zopt):
Zopt=£ (), (1)

its credibility is entirely determined by the
reliability of forecasts of deviations, factors,
estimates, etc. At the same time, it can be
assumed that this level should not necessarily be
universal, the same for all supply gas chains on
the natural gas market in Ukraine. Obviously, the
principle of unification of stock maintenance is
good in terms of control, monitoring, provision
of similar barriers of entry/exit, but not always
economically rational as both suppliers and
consumers / customers can vary significantly by
conditions and prerequisites for doing business,

Therefore, the authors offer to implement a
differentiated approach to setting standards of
mandatory reserves, but using the principles of the
typical basis of structuring gas reserves by the
functions they performed. Usualy, the logistics
concept transforms the reasons of accumulation of
certain stocks to respective functions. Traditionally
the following reasons of stocks accumulation are
distinguished:

— Savings while purchasing;

— Savingsin transportation;

— Theneed for aguarantee (insurance) stock;

— The need to create seasonal stock;

— Theneed to create promotional reserve;

— The expediency of creating a speculative
stock.

According to these reasons, the total amount
of stock can be classified / structured by functions,

avoiding  crisis  situations  and  others. a5 qhownin[12, p. 247] (Table 2).
Table 2
Functional classification of everyday consumer goods' stocks
No. Functional purpose Type of stock

1 Compensating the lack of harmonization (synchronization) of intendty Current (cydic)
levels of demand in rdated supply chain

2 Meeting the unexpected increase in demand, intensity, and also because Guarantee (margin of safety)
of ddaysin theimplementation of ordersand incomplete orders

3 The same, but because of the possible strikes, unfavorable political Insurance (security)
conditions, deviations from the Sationary conditions, etc.

4 Holding stock to meet foreseen demand, particularly its growth, and to Anticipative (predictive)
increase the gpace-time product availability to the cusomer

5 Levding the time difference between the amount of the purchase Leveing
trangport and mode of production and supply in the chain of digribution,
itsvariations, induding seasonal, which makesit possbleto optimize the
use of production capadity in the supply chain

6 Ensuring timdy supply in case of significant distances between the Sock on theway
supplier and therecipient

7 Loss of functionality and lack of benefits of its ownership in operation Dead
Stationary conditions

Source: [12, p. 247].

Taking presented in Table 2 functional
separation of stocks as a basis, an algorithm of
actions for calculating stock levelsis proposed:

1. Differentiated identification of the functions
of gas resarves. Obvioudy, for different customers
(communal services, manufacturing, and energy
sector) the rdevance of certain features may vary.

2. Calculation of norms for creation and
storage of stocks by their functionality

3. The construction of these standards into a
unified norm of gas reserves.
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The proposed algorithm of setting norms for
stock level will ensure its differentiated use more
reasonable to interpret the relationship between the
subjects of naturd gas market in Ukraine, taking into
account existing specificity. This somehow optimizes
cost of suppliers in the cregtion and storage of safety
stock and the state which responsible for the risks in
the public service sector.

Anather, equally important derivative aspect of
public policy of cregtion and storage of naturd gasis
the turnover of reserves during the year, assuming
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that the turnover of property is one of the three most
important factors affecting the profitability of capital
(according to Dupont modd, the other two are —
regurn on sales and financial leverage). Simple
calculations ‘roughly’ demonstrate impressive results
on theturnover of stocks:
O= P_c
C,’
where Pc —annual consumption, C; — average stock.

With annua consumption of 30 hillion cubic
meters of gas and average gas reserves of 10 billionin
UGS the gross turnover of stocks will be only three
times a year. If the minimum technological reservein
the PSC is considered about 5 billion cubic meters
[4.7 billion cubic meers according to [13], which
cannot “turn ove”, the net turnover of gas reserves
will amount 6 times a year, thus the average turnover
duration is 2 months. Obviously, for such goods of
rapid rotation the turnover duration is too long. Given
the existing system of payments for the consumed gas
its turnover would have to increase by 1.5-2 times,
making 9-12 times a yesr.

To achieve this there should be done the
following:

a) to reduce the power used by UGS by at
least one-third, bringing to 20 billion cubic meters
from the current 31 billion cubic meters, which will
help to reduce the technology stock to 3.2 billion
cubic meters;

b) to reduce the average level of gas reserves
in underground storage facilities by 1.5-2 billion
cubic meters by optimizing the supply of gas at the
beginning of the heating season.

These measures will lead to an increase in
gross turnover to 4 times a year, and taking into
account the technological stock the turnover of the
net may reach 8 times a year. Obviously, we must
take into account the pricing environment during
the heating season and summer season, because
there is always an alternative: to buy during a
season of low prices and keep in reserve for the
funds or to buy in the mode of actual needs
eliminating the storage phase (pumping, screening)
of gas in underground gas storage facilities, as for
example in a situation similar to the current (early
March 2017), when the selection of 20 million
cubic meters could be replaced by supplies from
Slovak Republic, Poland and Hungary.

Obvioudly, we must take into account the
risks and the outflow of gas from the core zone of
underground gas storage facilities into the
peripheral stagnant gas deposits zones [15], which
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increases the amount of passive gas, risks of
regection of project performance of UGS from
operational, risks of violations of their cyclical
exploitation, etc.

Another important aspect of the natural gas
market in Ukraine is pricing, including the costs
relating to storage (pumping, screening) of gas [7,
10]. First, the establishment of normative
profitability for planned spending does not
stimulate to minimize the cost of the gas reserves
maintenance. Second, the attribution and distribution
of various cost elements of the phases of retention
of gas in underground gas storage (pumping,
storage, selection) is easy to account for, control
and calculation (100 %, 50 %, 25 %), but does not
have a sufficient objective reason that discourages
optimizing the cost structure. Thirdly, the existence
of additional barriers for external gas suppliers to
enter (input tariff for gas transit system [7]),
compared to the internal. Fourth, the one that needs
urgent attention is the issue of costs associated with
the creation and maintenance of the technological
stock in UGS, which is estimated as 4.8 billion
cubic meters, and filled in GTS. Should not the gas
market participants bear joint responsibility for the
associated with this ‘dead’ stock (dead, because
you can not sdl it) costs? All the described factors
do not facilitate healthy competition in the natural
gas market in Ukraine both among suppliers and/or
distributors, and among the parts of gas supply
chain.

Conclusions

1. It should be accepted with no restrictions
that the natural gas market in Ukraine is a
complicated macro-logistics system, which, in
addition to its important strategic function of
forming national security, has considerable
economic potential, able to significantly influence
the GDP, both directly and in terms of synergies. It
is important to understand public policy to improve
its efficiency and competitiveness.

2. A key set of research and policy for the
natural gas market in Ukraine is a requirement for
the establishment and maintenance of natural gas
reserves: how much, who and when. Implementing
typical logigtic approaches for choosing external
suppliers, coordination of their purchase volume and
timing of purchasing and stockpiling can significantly
reduce the likelihood of corruption component in the
process of gas revese Optimization of these
requirements can significantly affect the profitability
growth of the natural gas market in Ukraine (not only
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by consumers) and increase its attractiveness to
foreign investors.

3. Improvement of the natural gas market in
Ukraine requires the introduction of competitive
market principles into a pricing system for services
provided by the subjects of this market, above all, the
GTS, underground gas storage facilities, distribution
network. This will lead to a gradual transition to the
accepted and fair prices for goods and services.

4. Even for such a vey complex macro-
logistics system as natural gas market the dilemma
"security contra economy” does not lose its relevance.
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