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Abstract

Attitude to globalization is not similar, it’s perception takes place in different ways. Generally, globalization
is a permanent process of strengthening the inter influence and inter relation between the countries and regions, which
breaks the language, territorial, economic, political, psychical barriers and directed to greet cultural-civilized unity and
super national system of regulation.

Economic globalization may be called to the process taking place in the scale of world economic, which
continuously strengthens the inter influence and inter relation of the national economies. The real model of social-eco-
nomic development of the country, which will be correspondent with peculiarities of Georgia, should be contemplated
and should depict achievements and progressive ideas existed in Western, as well as Eastern civilizations.

Georgia, with its potential will be able to take an essential place in world commonwealth. It should be imag-
ined as a plenipotentiary and worthy member country involved in Euro Union, what will make a stable and safe condi-
tions of development for it. Formed social-economics balance, as a firm guarantee of evolutional development of the
country. As it was mentioned for several times, Georgia has the enough basis resources, in order to find its historical
place under the conditions of modern globalization end maintain a role of leader in the Region, as the country based
on strong cultural traditions and orientated on positives of globalization.

Key words: Globalization, National Economy’ Economic Growth; The New World Order.
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Abstract

The purpose of the study is to disclose the interdependence of the processes of forming and publication of
the financial reporting and audit quality as interdependent elements of ensuring the information transparence of the
activity of economic entities of Ukraine. Such shortcomings of Ukrainian system of information disclosure that is pub-
lication of annual financial statements in scope which is not satisfy the requirements of laws and regular acts, uncon-
formity between the scope of published financial statements and auditors’ obligation, discrepancy between managerial
staff obligations and auditors’ obligation have been analyzed, the ways of its solutions have been proposed. The results
of investigation show that the increasing of audit quality will be promoted by the improvement of organization of en-
terprise’s accounting, internal control and management what have to be provided by the elaboration of the obligatory
regulations concerning assessing the observance going-concern principle, observance of laws and regulation which are
influenced the enterprise’s activity, organization of internal control and fraud’s preventing system. The components of
guarantying information transparency of enterprise’s tax relations in the system of financial reporting have been inves-
tigated. The format of disclosure the information about qualitative status of taxation in the annotations to the financial
reporting taking into account the demands of Ukrainian Tax Code as regards to the process of tax administration has
been proposed.

Key words: financial reporting, information transparency, tax relations, auditing, auditor’s report
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In the conditions of the development of market
relations, many decisions of the legislative and execu-
tive authorities and businesses are inaccurate and false
due to the lack of reliable and complete information.
For the same reason many macro- and microeconomic
models which are recommended by the experts for the
Ukrainian economy in general and for specific economic
entities in particular, do not work. Information transpar-
ency involves many aspects but the main two aspects
are effective operating information infrastructure of the
market and a tried and tested mechanism of information
disclosure by the participants in this market.

According to Directive 2006/43/EU [1] audit is
a key element in ensuring the reliability in the chain of fi-
nancial reporting which is of considerable public interest.
At the same time financial reporting is an integral part
of the audit concept, since it accumulates the interests
of various entities: users of financial reporting who need
reliable and complete information on the activities of an
economic entity; management that should provide the
preparation of reports based on the principles and proce-
dures required by legislative and regulatory documents in
accounting; auditors who will express their opinion about
the reliability of reporting which is designed for users of
financial information.

Theory of auditing is based on some assump-
tions (or postulates) elaborated by such academics as
Mautz and Sharaf (1961), Lee (1986; 1993), Flint (1988)
[2-5]. One of assumptions (postulates) states: “Standards
of accountability, for example of conduct, performance,
achievement and quality of information, can be set for
those who are accountable; actual conduct, performance,
achievement, quality and so on can be measured and
compared with these standards by reference to known
criteria; and the process of measurement and comparison
requires skill and the exercise of judgment”. This postu-
late emphasizes the significant importance of legislation
concerning financial reporting in theory and practice of
audit, as for an auditor to judge the fairness of financial
reporting (as “true and fair” or “presented fairly”), he/she
must have certain standard or sample for work. In this
case R. Adams noted that the more accurately the legal
requirements to provide financial reporting are stated, the
easier for an auditor to perform a review. If the formu-
lation of the requirements is vague then there will be a

boobgm@dsz00  goddgo@mgegnmds,

bogowsbsbowm

greater likelihood of conflict between a client and an au-
ditor [6, p. 231]. The consequence of this situation can be
not only the conflict between the auditor and the client,
but also a significant decrease of the informational value
of the financial reporting as well as auditing report as a
result of the auditing.

The problems of compiling financial reporting
and methodological approaches to its preparation are
constantly in the spotlight of the national and foreign sci-
entists but there is a lack of an integrated approach in the
research of the quality of financial reporting and audit as
the interrelated elements of information transparency and
information security in society.

Some studies in this area are carried out by rat-
ing agencies. For example, in 2009 the rating agency
Standard & Poor’s together with the analytical company
“Financial Initiatives Agency” with the support of US-
AID project “Capital Markets Development” carried out
the analysis of information transparency of the Ukrai-
nian banks [7]. Now such researches are carried out by
Ukrainian Credit Rating Agency. The analysis was based
on the principle of complete and timely disclosure of all
essential information for investors and other stakehold-
ers (analysts, clients, etc.). The research methodology
included the analysis of publicly available information
contained in the three main sources: annual reports of
banks, official web-sites of the banks and the reporting
provided to the regulatory authorities. The study showed
that the annual reports of the banks were primarily a part
of their image than a real tool of communication with
stakeholders, and the degree of information assurance
of this source was 17.5%, which is the worst indicator
among the three main sources of information. The rea-
son of this result was the absence of the tradition of us-
ing annual reports in communicating with investors. But
the study of the indicator of accessibility and informa-
tive value of the audit reports according to the results
of verification of annual financial statements (which is
obligatory for all banks) was not carried out, although it
is generally accepted that the audit should increase the
value of information, provide it with greater credibility
and, accordingly, reduce informational risk [8, p. 26-31;
9, p.17-18]. Similar studies for other entities which are
subjects to mandatory audit are virtually absent, but ac-
cording to the authors the results would have been even
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worse.

Analyzing the quality of financial reporting of
public joint stock companies, information and avail-
ability of the results of audits we may single out several
problems: (1) there were no requirements for mandatory
disclosure of the audit report for a long time; (2) finan-
cial reporting is published incompletely and that mainly
concerns a limited amount of notes that does not comply
with regulatory requirements; (3) there is a discrepancy
between the amount of the released financial reporting
and objectives which are put forward to the auditors; be-
tween responsibilities of management personnel in the
regulations of Ukraine and the objectives of the auditors
in accordance with international auditing standards.

Article 9 of “The responsibilities of economic
entities under audit” of the Law of Ukraine “On Audit-
ing” [10] notes that “the financial reporting of an eco-
nomic entity under the law is the subject to mandatory
audit and should be released in accordance with the laws
of Ukraine”, but there is not a word on the publication
of the report itself. There were no such requirements in
the Law of Ukraine “On Accounting and Financial Re-
porting in Ukraine” [11]. Only in May 2011 the amend-
ments were made which provided mandatory disclosure
by individual entities their financial reporting “with the
auditor’s report” (item 4, article 14 of “Submission and
disclosure of financial reporting”).

One of the problematic issues in this respect is
the notes to the financial reporting. The necessity of the
notes is the result of one of the fundamental principles
underlying the western and national accounting that is
the principle of complete disclosure, according to which
the financial reporting must contain all information about
actual and potential consequences of business transac-
tions and events that may affect the decisions made based
on it. The information to be disclosed, is provided di-
rectly in the financial reporting or notes thereto, therefore
notes to the reports are equal and valuable components of
financial reporting and not a secondary document.

Annual financial reports of public corporations
mostly only fragmentally (some would say accidentally)
include issues as required for coverage in the notes under
specific regulations (standards) of accounting and certain
provisions of the order of accounting policy. The rest of
their content is repetition of the provisions of accounting
standards that are mandatory and which have no varia-
tion (alternatives). Almost all companies voluntarily do
not disclose optional information. In general, the way in
which these additional notes are presented by businesses
do not have the necessary informational content and may
not be accessible to users for more information about the
company.

Let us consider the issue of disclosure of infor-
mation about the company as the subject of tax relations,
as indisputable is the fact that an important aspect of as-
sessing the financial situation of the company should be

the assessment of its tax potential and the state of budget
payments.

The Ukrainian government approved standard
form Ne5 “Notes to the annual financial reporting” [12],
but there is no separate section on the disclosure of the
additional information about the relationship of a com-
pany on the performance of its duties as a taxpayer. The
regulations (standards) of accounting 10 “Receivables”
[13] and 11 “Liabilities” [14] also contain no additional
requirements for information disclosure which certainly
limits the information content and completeness of the
financial reporting.

It is reasonable to include a separate section
“Characteristics of performance of the duties as a tax-
payer and following the rights,” in the notes to the an-
nual financial reporting in which there can be highlighted
three tables: Table 1 “Qualitative characteristics of taxa-
tion at a company”; Table 2 “Characteristics of accrued
and paid taxes (fees and charges), financial sanctions in
the financial year”; Table 3 “The results of verification of
the state of payments with the budget with the authority
of the State Tax Service.”

A reference list of generalized groups of indica-
tors which can be used to fill the first table should be
formed with the requirements of the Tax Code of Ukraine
[15]. Accordingly, they should provide the following in-
formation: characteristics of a company as a taxpayer;
the content and structure of commitments of payments
to the budget and state trust funds for taxes, fees and
charges; the content and structure of receivables for pay-
ments to the budget; tax advising; checks of the regulato-
ry authorities; tax notices — the decisions; administrative
appeal procedures and judicial processes regarding tax
matters; tax requirements; tax pledge; the administrative
seizure of property; installment and deferred cash com-
mitments or tax debt; hopeless tax debt. For example,
in relation to such specific situation, as an administra-
tive seizure of property, it is important to provide the
following disclosures: the fact of receipt of decision of
the seizure of property and inventory of the property; the
property which has the imposed administrative detention
including that which is imposed on full or conditional
administrative detention; the fact of appeal by a compa-
ny the decision of the head of state fiscal authorities to
seize property in administrative or judicial proceedings;
the fact and the grounds for termination of administrative
seizure of the property of a taxpayer.

Analyzing the regulations of International Stan-
dards on Auditing (ISA) [16] we can identify many is-
sues that the auditor should check and as the basic ap-
proach we propose review (assessment, testing) of the
process used by management for assessment. In the in-
ternational auditing standards published in 2010 the fo-
cus was moved to the variability of the conceptual basis
of financial reporting in various countries that affects the
decisions and actions of the auditor (for example, when
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considering laws and regulations, when assessing com-
pliance with the principle of continuity of activity, when
checking accounting estimates and transactions with
related parties etc.). Most standards provide mandatory
review of management’s actions but it is underlined that
the lack of mandatory implementation of certain proce-
dures does not relieve the auditor of the need to study
specific issues. The standards do not offer clear methods
of study of such issues and present only generalized ar-
guments.

According to ISA 550 “Related parties” when
the applied conceptual basis of financial reporting estab-
lishes minimal requirements for related parties or does
not establish them at all, the auditor has to understand
the relationships and transactions between an economic
entity and the related parties to conclude whether the fi-
nancial reporting, with the influence of the relationships
and transactions, is such that ensures a fair presentation
or the one that is not misleading (Item 4).

These issues were considered by the National
Commission for Regulation of Financial Services of
Ukraine at the beginning of 2010. The information letter
[17] states that the majority of submitted financial state-
ments of market participants of non-banking financial
services in 2008 were submitted incompletely and main-
ly it concerns the structure of the notes. But the reports of
independent auditors have no warning notices concern-
ing the completeness of information disclosure in the
financial reporting. It is also underlined that during the
statutory audit of the financial reporting in accordance
with ISA 540 “Auditing accounting estimates”, an audi-
tor must also pay attention of the user to the excessively
risky and inappropriate accounting policy of the man-
agement of the audited entity; for example, there is too
“optimistic” estimate of the assets. The remarks made
by the commission were sensible; however, the situation
during 2010-2015 was not significantly changed.

Much attention is paid to queries of manage-
ment personnel while obtaining the audit evidence in
order to get certain information and explanation from
him/her. In this case, auditors face the problem of lack of
specific mechanism of studying the issue at enterprises,
and in the worst case it is misunderstanding of what au-
ditors want to get from them. Analyzing the list of que-
ries which an auditor should make during the audit of
financial reporting, we can divide them into two groups:
the first group is for further audit procedures and the sec-
ond group is to identify questionable information or the
information for a more detailed study.

The list of queries of the first group includes the
need to provide the following information:

1) management’s evaluation of risks that the
financial reporting may contain considerable misstate-
ments due to fraud including the nature, amount and fre-
quency of such assessments and processes used by man-
agement to identify and respond to risks of fraud; the

format of informing senior management on the processes
identification and responses to the risks of fraud; inform-
ing workers about their views on business practices and
ethical behaviour;

2) other legal and regulation acts that could have
a significant impact on the activities of the economic
entity, the policy and procedures regarding the entity’s
compliance with laws and regulations including the ac-
cepted assessment and registration of lawsuits for iden-
tification;

3) identification of the related parties of the en-
tity, the relationship between the entity and the related
parties, transactions made by the entity with the related
parties during a certain period and the type and purpose
of the transactions;

4) management establishes policies and proce-
dures in order to understand internal controls (if any) for
identification, recording and disclosure of the relation-
ships and transactions with related parties in accordance
with the applied financial reporting framework, autho-
rization and approval of significant transactions and ar-
rangements with the related parties, including those that
go beyond the normal activities;

5) management’s assessment of the entity’s ca-
pability to carry on operations on a continuous basis or
the basis which presupposes the assumption of a continu-
ous activity.

The given information that the auditor should
receive; only a list of legislative and regulatory frame-
work that affects the activities of the entity, and the list
of the related parties and transactions with them are in-
dorsed into the requirements of accounting and control
that were accepted by most businesses. All other poli-
cies, procedures and assessments are not mandatory for
development and application. Consequently, there is a
mismatch between ISA and the requirements of norma-
tive regulations concerning management’s responsibili-
ties.

Moreover, taking into account the requirements
of other International Standards on Auditing concerning
an auditor’s actions we may conclude that they take for
granted the existence of relevant procedures in compa-
nies approved by management that go beyond the nor-
mative requirements for the regulations of the order of
accounting policy that exists in Ukraine. In particular, it
is applied, for example, in the procedures for assessing
compliance with the principle of continuous activity. In
most cases an auditor is recommended not to perform an
independent assessment but to evaluate actions and pro-
cedures of management, which undoubtedly highlights
the importance of a broad interpretation of the essence
and content of the accounting policy, the importance of
other organizational documents, particularly in creating
an effective system of internal control.

Therefore, the international auditing standards
consider management’s responsibility widely and accept
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presence of many regulatory documents that regulate
certain issues of organization and methods of account-
ing at the company. Solving these problems requires
improvement of the organization of accounting, internal
control and management in the company and assumes
mandatory development of rules, including: assessment
of compliance with the principle of continuous activity;
compliance with other laws and regulations that affect
the activity of an economic entity; organization of in-
ternal control and prevention of fraud. Depending on
the complexity of the entity’s structure and the scope of
its activities there can be chosen one of two options for
the formation of such provisions: to include them in the
general documents concerning organization of account-
ing in the company (orders or regulations on accounting
and accounting policy) or to develop separate orders or
regulations. The second option for the entities of public
interest is more appropriate.

In conclusion, it should be emphasized that the
national system of information disclosure makes it im-
possible to fully meet the needs of members of market
relations due to many reasons. One of them is the prob-
lem associated with the preparation and publication of
financial reporting of such entities and conducting the
audit. One of the main reasons for insufficient use of the
audit potential in Ukraine is the absence of real need in
the financial reporting which is caused by scarce experi-
ence, lack of culture of its use and misunderstanding of
its necessity.

The objective of financial reporting is to provide
information transparency of an economic entity, and the
purpose of audit is to express an opinion on the finan-
cial statement which became public. Thus, these two
elements are interconnected, but the priority in this sys-
tem belongs to financial reporting, not to the audit which
should only confirm the degree of reliability of the “in-
formation transparency” of the entity.

Unfortunately, the national system of informa-
tion disclosure does not allow meeting the needs of the
members of market relations due to many reasons. One
of them is the problem associated with the preparation
and publication of financial statements of the entities and
conduct of the audit. Financial reporting has not yet be-
come the exact element as it is worldwide. The problems
are closely linked with such an institution as audit.

The reasons for this are vary. Firstly, businesses
are not aware or do not recognize even if it is “deep in
their mind” to understand that information disclosure in
principle should do better for their business. Secondly,
the situation is a fault of the public administration au-
thorities including the National Commission on Secu-
rities and Stock Market and the National Commission
for Regulation of Financial Services that do not require
from their “reporting” entities the information which is
fully consistent with the Law of Ukraine “On account-
ing and financial reporting” and provisions (standards)

of accounting. But in this case it is necessary to raise the
issue of the adequacy of the audit results of the finan-
cial statements as financial statements prepared in that
form do not deserve a positive conclusion. In this case if
there is a positive conclusion then it should have an ex-
planatory paragraph, which should underline that some
mandatory information is not disclosed in the financial
reporting completely.

In addition, there is a lack of coordination be-
tween International Standards on Auditing and the na-
tional requirements of normative regulations concerning
management’s responsibilities. Taking into account the
requirements of other international standards on audit-
ing concerning an auditor’s actions we can conclude that
they take for granted the existence of appropriate pro-
cedures in companies approved by management that go
beyond the requirements of regulations on the provisions
of the order of accounting policy that exists in Ukraine.
In particular, this applies procedures for assessing com-
pliance with the principle of continuous activity. In most
cases the auditor is recommended not to perform an in-
dependent assessment but to evaluate the activity and
procedures of the management. That certainly highlights
the importance of a broad interpretation of the essence
and content of the accounting policy. Thus, international
standards on auditing consider management responsibil-
ity widely and suggest the existence of many regulatory
documents that regulate various issues of methodology
and accounting at the company that requires improve-
ment of the organization of accounting. It is necessary
to fix the expression of management’s points if view in
the annual financial statement concerning the principle
of continuous activity, so that the auditors have the so-
called “starting point”.

The content of financial reporting in regards of
information disclosure about the place of a business in a
complex system of tax relations does not fully meet the
information needs of its users, its qualitative characteris-
tics and principles of preparation. The model of a norma-
tive regulation of accounting, used in Ukraine, clearly
establishes the formats of all components of the financial
reporting and the list of items. That is why basic infor-
mation about the quality characteristics of tax relations
of a company should appear in the notes to financial re-
porting as additional one and take into account the re-
quirements of materiality. The above-mentioned propos-
als will increase the level of information completeness
of financial reporting and will help its users to make a
validated assessment of the financial condition and fiscal
capability of a particular company.

To solving the problems that were considered
in the study we need to improve the organization of ac-
counting, internal control and management of the com-
pany, which outlines the prospects for further research:
development of provisions concerning the assessment
of compliance with the principle of continuous activity;
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compliance with other laws and regulations that affect of financial reporting as well as the auditor’s report so

the activity of the entity; the organization of internal con- that such measures are not seen as “simple ceremony” in

trol and the prevention of fraud and so on. the apt expression of the famous scientist in the sphere of
The issues that were considered in the auditing R. Adams [65, p.94].

present study prove the complexity and diversity of the

problem of information transparency of the entities of

public interest. But it is necessary to improve the quality
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Abstract

The objective of this paper is to examine the interaction of the new model of IFRS 9 with supervisory rules. It
discusses potential implications for financial stability. We assess whether the IFRS 9 expected credit loss model better
reflects credit quality of financial assets and whether it reduces the pro cyclicality of loan loss allowances as compared
to the IAS 39.

By benchmarking the I14S 39 and IFRS 9 models, we find that the expected credit loss model of IFRS 9 includes
a significantly larger set of information relevant for identifying future expected credit losses. IFRS 9 requires earlier
and larger impairment allowances, which will limit the possibility of distributing, overstated profits in the form of
dividends and bonuses. Above these, it will reduce the build-ups of loss overhangs and the overstatement of regulatory
capital in boom periods, which in turn, will mitigate capital inadequacy concerns in a downturn. IFRS 9 can mitigate
the amplifying effect of the incurred loss approach on pro cyclicality and enhance financial stability.

Key words: financial stability, credit loss, credit quality, financial assets
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The IFRS 9 expected loss model is more aligned
with the regulatory expected loss model. However, dif-
ferences pertain to the scope, the applicable parameter
estimates and to the relevant time horizon. The scope of
IFRS 9 is wider since it applies to all financial assets
measured at amortized cost and financial assets mea-
sured at fair value through other comprehensive income,
while the regulatory expected loss requirements apply
only to internal ratings-based (IRB) banks. For regula-
tory purposes, expected loss should be measured using
through-the-cycle estimates of probability of default and
downturn loss given default, which generally results in
more conservative and smoother expected loss amounts.
Since the expected credit loss model of IFRS 9 aims to
reflect current economic conditions, point-in-time pa-
rameter estimates should be used to measure expected
credit losses, which will yield accounting expected credit
loss amounts that can vary considerably over the busi-
ness cycle.[1, 25]

However, the impact of IFRS 9 on regulatory
capital will be moderate for IRB banks. During boom
times, through-the-cycle regulatory expected loss will
generally exceed point-in-time accounting expected
credit losses. In a downturn, expected credit losses un-
der IFRS 9 are likely to exceed regulatory expected loss
due to the increased recognition of lifetime losses, which
impact Tier 1 capital, but ‘excess’ provisions can be in-
cluded as part of Tier 2 capital. In contrast, the larger
expected credit losses under IFRS 9 - relative to IAS
39 - will have a direct impact on the Tier 1 capital of
Standardized Approach banks (compared to IRB banks),
while ‘collective provisions’ might be eligible to be in-
cluded in Tier 2 capital. [8, 81-100]

The paper also illustrates that IFRS 9 can partly
mitigate a design flaw in the European implementation
of Basel III in the Capital Requirements Regulation
(CRR), where effectively banks do not have to hold reg-
ulatory capital to cover the risks inherent in European
sovereign exposures. If consistently applied, IFRS 9 will
require the recognition of expected credit losses that are
commensurate with the riskiness of the underlying sov-
ereign exposures, and thus, result in a regulatory capital
charge. Given the significant systemic risks stemming
from the tremendous sovereign exposures of European
banks, IFRS 9 can contribute to improving financial sta-
bility in this area. [4, 15-21]The paper highlights the role
supervisors can play in the enforcement of IFRS 9, but
also points to potential threats posed by too conserva-
tive supervisory interpretation of the accounting rules
and by too much supervisory intervention into loan loss
provisioning forth consistency and integrity of financial
reporting. The divergence in loan loss accounting prac-
tices under IAS 39 resulted primarily from the different
interpretation of the incurred loss approach by bank su-
pervisors across jurisdiction in the European Union. In
this regard, the European Banking Authority’s efforts
are crucial in harmonizing supervisory practices, and as
consequence, in achieving a consistent application of the
expected credit loss approach. [9]The extended disclo-

sure requirements related to the IFRS 9 expected credit
loss model are likely to contribute to the transparency of
the process of loan loss accounting, and thus, to promote
market discipline. In addition, supervisory disclosures in
banks’ individual reports and the periodic aggregate su-
pervisory disclosures from stress tests will support mar-
ket participants’ and supervisors’ assessment of the va-
lidity and adequacy of reported expected loss amounts.
[7,259-273].

Overall, we believe that the IFRS 9 expected
loss approach represents a reasonable compromise be-
tween providing relevant information and catering for
the needs of supervisors to enhance financial stability.
However, the closer alignment of accounting and super-
visory rules in combination with the increased minimum
capital requirements under the Capital Requirements
Regulation will reinforce bank managers’ incentives to
opportunistically manipulate loan loss amounts to avoid
breaches of regulatory thresholds, which trigger limita-
tions of dividend and bonus payments. The IFRS 9 mod-
el will provide significantly wider scope for managerial
discretion than IAS 39. Therefore, whether the introduc-
tion of the expected loss approach will yield the desired
benefits will ultimately depend on the proper and con-
sistent application of the rules. This, in turn, will require
the joint effort of preparers, auditors, supervisors and
enforcement bodies. Since the beginning of the recent
financial crisis starting in 2008, the delayed recognition
of loan losses under the incurred loss approaches been
criticized as a major weakness of financial accounting
standards. A fundamental problem with the incurred loss
model is that impairment allowances for credit losses
tend to be at their lowest level before an economic cycle
trends downward and actual losses begin to emerge (‘too
little too late”). Several high profile groups have argued
that the incurred loss approach reinforces the pro-cycli-
cal effects of bank regulation and called standard setters
to develop accounting standards that allow for a more
forward looking provisioningl. There is an expectation
that earlier recognition of loan losses would mitigate pro
cyclicality and thereby enhance financial stability. In re-
sponse to these calls the IASB issued the final version of
IFRS on 9 July 2014which requires the incorporation of
information about future expected credit losses in pro-
visioning and an earlier recognition of loan losses than
under TAS 39. [3, 293-386.] The purpose of this paper
is to examine the interaction of the new expected loss
approach of IFRS 9 with supervisory rules and discuss
potential implications for financial stability. In doing so,
I also assess whether the IFRS 9 expected credit loss
model better reflects credit quality of financial assets and
whether it reduces the pro cyclicality of loan loss allow-
ances as compared to the incurred loss approach of IAS
39.

First, we discuss the main conceptual differ-
ences between IAS 39 and IFRS 9 and highlight the
main features of the expected loss model that make it
more forward-looking. I also assess whether IFRS 9
better reflects the credit quality of financial assets and
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whether additional qualitative criteria would improve the
expected loss model. Second, we examine how IFRS 9
interacts with the three pillars of bank supervision which
are- Minimum regulatory capital requirements (Pillar
1),- Supervisory review (Pillar 2), and- Market disci-
pline (Pillar 3).In doing so, we emphasize that financial
reporting and bank supervision pursues different objec-
tives and this is reflected in differences in the measure-
ment and supervisory treatment of impairment losses. In
the first Pillar, loan loss provisions are used as inputin
regulatory capital calculations, and thus have a direct
impact on regulatory capital. We discuss the differences
in the measurement of regulatory and IFRS 9 expected
loss, and how these differences affect the calculation of
regulatory capital. Supervisors evaluate banks’ internal
credit risk management systems and assess the adequacy
of loan loss provisions. We discuss the recent guidance
issued by the Basel Committee on Banking Supervision
which outlines supervisory expectations with regard
to expected loss accounting. Because supervisors can,
through the supervisory review process, significantly in-
fluence how expected loss accounting rules are applied
highlighted. [2, 293-386.]

The importance of consistency of supervisory
practices that has been a major issue within the Euro-
pean Union (EU). Relately, we show how too much su-
pervisory intervention can be detrimental to the integrity
of financial reporting. Since loan loss accounting sig-
nificantly discipline, the third pillar of bank supervision.
Therefore, we discuss the role of expected loss related
disclosures and their interaction with supervisory dis-
closures in banks’ Pillar 3reports and in aggregate dis-
closures in stress test reports. Third, we discuss issues
related to the potential impact of IFRS 9 on financial sta-
bility. Specifically, I evaluate whether the expected loss
model of IFRS 9 has less pro-cyclical tendencies than
the incurred loss approach of IAS 39. Then, we discuss
concerns regarding the scope for managerial discretion
in loan loss accounting under IFRS 9 and its implications
for financial stability. Furthermore, we evaluate the com-
plexity of the new expected loss approach particularly
stemming from its interaction with supervisory rules.[2,
399-423.]

Finally, we review selected studies that provide
interesting insights with respect to the issues mentioned
above. Specifically, we discuss empirical evidence on
the effects of the mandatory adoption of IAS 39 on bank
loan loss provisioning in the EU and the lessons that can
be learned from that experience. In addition, we discuss
recent studies that exploit cross-bank variation in the
application of the incurred loss model or cross-country
variation in the extent of discretionary loan loss provi-
sions and examine the channels through which manage-
rial discretion in loan loss provisions can impact finan-
cial stability.

Based on the comparison of the IAS 39 and
IFRS 9 impairment models, we can conclude that:e the
expected loss model of IFRS 9 incorporates a significant-
ly larger set of information relevant for identifying future

ECLs and lead to an earlier recognition offices. As a re-
sult, it better reflects the credit quality of financial assets,
and therefore, addresses the G20 (and others’) call for
strengthening the accounting recognition of loan losses
by incorporating a broader range of credit information.In
addition, IFRS 9 addresses some supervisory concerns,
because it will require larger loan loss allowances, which
will reduce the build-ups of loss overhangs and the over-
statement of regulatory capital in boom periods. Further-
more, earlier and larger loan loss allowances limit the
possibility of distributing overstated profits in the form
of dividends and bonuses. Through these channels IFRS
9 can mitigate the amplifying effect of the incurred loss
approach on pro-cyclicality and reduce capital inadequa-
cy concerns during crisis. In addition, the earlier report-
ing of ECLs and extended disclosures requirements will
improve transparency and contribute to more effective
market discipline. Reduced capital inadequacy concerns
combined with improved market discipline are likely to
enhance financial stability. However, several issues have
been raised in the paper: First, the initial recognition of
12-month ECL is somewhat arbitrary and lacks concep-
tual justification; The stepwise recognition of loan losses
in Stage 1 and Stage 2 will often lead to an over- or un-
derstatement of loan loss allowances. The magnitude of
these will depend on how banks apply the IFRS 9 re-
quirements, how timely they incorporate relevant infor-
mation and update loan loss allowances. This is particu-
larly an issue with regard to financial assets moving from
Stage 1 and Stage 2 and the corresponding switch from
12-month ECL to the recognition of lifetime ECL.

If management is not able or not willing to
identify ‘significant increases’ in credit risk on a timely
basis, the switch from Stage 1 to Stage 2 would result
in significant ‘cliff effects’ creating the same problems
as IAS 39.In this regard, the paper notes that the scope
for judgment and managerial Discretion is substantially
wider than under IAS 39.Finally, similarly as IAS 39,
IFRS 9 requires the expected cash flows to be discounted
using the original effective interest rate, which results in
net loan amounts that merely represent an accounting ar-
tifact.

The IFRS 9 expected loss model is more aligned
with the regulatory expected loss under the IRB ap-
proach. However, differences pertain to the scope, the
applicable parameter estimates and to the relevant time
horizon. The IFRS 9 expected loss approach applies toall
financial assets measured at amortized cost and FV-OCI
assets, while the regulatory expected loss only applies to
IRB portfolios. Due to the reliance of IFRS 9 on PIT pa-
rameter estimates accounting ECLs will be more cyclical
than TTC regulatory expected loss. However, the impact
of IFRS 9 on regulatory capital will be moderate for IRB
banks. During PE 563.461boom times TTC expected
loss will generally exceed accounting PIT ECLs. In a
downturn, ECLs under IFRS 9 are likely to exceed regu-
latory expected loss due to the increased recognition of
lifetime losses, which impact Tier 1 capital, but ‘excess’
provisions can be included as part of Tier 2 capital. In

06M35GNI&MN I3MBMBN3d RO 390130 / INNOVATIVE ECONOMICS AND MANAGEMENT Nt 2,2016 83



contrast, the larger ECLs under IFRS 9 relative to IAS39
will have a direct impact on Tier 1 capital of Standard-
ized Approach banks, but ‘collective impairment provi-
sions’ might be eligible for inclusion in Tier 2.The paper
also illustrates that IFRS 9 can to some extent mitigate
a design flaw in the European implementation of Basel
III in CRR, where effectively banks do not have to hold
regulatory capital to cover the risks inherent in European
sovereign exposures. If consistently applied, IFRS 9 will
require the recognition of ECLs that is commensurate
with the riskiness of the underlying sovereign exposures,
and thus, result in a regulatory capital charge. Given the
significant systemic risks stemming from the tremendous
sovereign exposures of European banks, IFRS 9 can con-
tribute to improving financial stability in this area.

We also highlight the role supervisors can play
in the enforcement of IFRS 9, but also point to threats
posed by too conservative supervisory interpretation of
the accounting rules and by too much supervisory inter-
vention into loan loss provisioning for the consistency
and integrity of financial reporting. In this regard, the
EBA’s efforts are crucial in harmonizing supervisory
practices, and as consequence, in achieving the consis-
tent application of the expected loss approach. Whether
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Abstract

The establishment and development of market relations is impossible without the successful operation of the
commercial banking system, since it plays an intermediary role between the creditors and the debtors and practically
defines the vector of its development and officially plays the role of the implementer of monetary policy. Worldwide
experience in banking practice reveals that adoption of new types of financial reporting, which, in turn, along with the
transparency of banking activities considers the development of risk management and corporate governance of banks,
comprehensive analytical and complex assessment of the opportunities, should be taken into account in the process of
the functioning of the banking system in Georgia.

The main problem of commercial banks is the credit portfolio risk analysis and assessment in the critical
conditions; banks have to develop an effective credit risk management system. Successful realization of a bank’s
commercial objectives is impossible without a fundamental reorganization of its risk management system. Credit risk
management field related to physical and legal entities, requires a particular change. Improvement of Commercial
Bank’s risk management system should be tailored to each category of customer, however the development of interest
rate, market and operational risk management systems should be considered as well, that is a main task of banks.

The main goal of operational risks should be elimination of drawbacks that are associated with simultaneous removal
of the surplus control mechanism. The work shall be based on:

° Deeper inventory of expected operational risks;

° Assessment of expected economic outcomes of operational risks;

° Economic analysis of the control system;

° Qualitative modernization in regard to market risks considering financial risks.

Accordingly, the processes associated with the credit risk require adoption of fundamental changes:
1. Development of a system for each client which will allow the client to openly assess the expected level of the
credit risk;
2. In case of commercial lending commercial priorities coherent to risk assessment;
3. In the decision making process to increase the role of the function, when the credit is developed by several
persons reviewing the risk management.
We conditer a number of measures that should be taken for the operation of changes of commercial banks and
its effective development. In particular :
a) to introduce new types of financial statements, it will significantly contribute to the decision-making process and
to the usage of new products by the customers, as well as raising public awareness and increase the confidence to the
banks;
b) the reforms that reduces the risk for creditors and depositors will improve the commercial bank’s activity transpar-
ency.

Key words: Credit risk; The credit portfolio; Corporate governance,; Inventory, Modernization, Monetary policy.
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Abstract

In the article, the latest literary sources and rich factual materials, is consistently analyzed and assessed the
level of competition in the banking sector.

The study established and economic life has been confirmed that the banking market competition has some
specific features, making it different from other markets konkurentsiebisa it. One important difference is that the
bank’s money market operation, the liquid goods, which can not be replaced by other goods. The second major feature
is related to the banking sector and financial capital mobility.

It is concluded that the Georgian economy has a low level of debt servicing burden of each borrower is too
hard, leading to higher interest rates and shorter maturities determined. Accordingly, the reduction of interest rates is
desirable not only for the overall economic development, but also a necessary prerequisite for the further growth of
banks.

Key words: Banking competition, market concentration, the competition agency, herpindal-hirshmans index, net
loans, total assets, market structure, credit rating, the credit market, the market of deposits, bresnahanis model, Baro-
Modesto model, panzar-Ross model, oligopolistic market.
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Abstract

In the article, the latest literary sources and legal acts on the basis of consistently studied the theory of financial
and agricultural practices in a number of important issues, such as competition in the banking legislation-legal and
institutional provision in Georgia.

The study established and economic life has been proven that an effective surveillance system is based on
banking supervision and regulations, proper supervision regime, the legal envi-ronment, and accounting methods. In
addition, the control system for the institutional set-up around the world with dynamic changes. In particular, a time
of widespread classical model, where the banking, insurance and securities sectors separate supervision was more of
an exception than a rule.

The report concludes “Competition” of the processing, the banking supervision function in implementing the
structural unit of the National Bank of the resignation.

Key words: Banking competition, cartel agreements, financial supervision, institutional arrangement, the credit policy,
unfair competition, deposit insurance, macroprudential regulation, mikroprudentsiuli regulation, the credit portfolio,
the Basel Committee.
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BITCOIN — A NEW INTERNATIONAL VIRTUAL CURRENCY
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Abstract

The Bitcoin is defined as an international virtual digital currency invented by Satoshi Nakamoto. The bit coin
is the internet source of saving and payment. The Emission of bitcoins is called mining. This process is not managed
by any central government that enables to avoid the devaluation of the currency. There exist the following subunits of
the bit coin: Micro bitcoin (uBTC) = 0.000001BTC, Milli Bitcon (mBTC) = 0.001BTC, Satoshi is the lowest possible
unit of bitcoin (0.00000001 BTC). There are listed the World’s Top 10 Bitcoin-Friendly Countries' : Estonia, The USA,
Denmark, Sweden, South Corea, The Netherlands, Finland, Canada, the UK, Australia.

However, the Bitcoin has its advantages, such as: Freedom in payment, Control and security, Informa-
tion is transparent, very low fees and etc. and the disadvantages- Not widely used, No physical Form. However
the bitcoin becomes popular also in our country gradually. The leader company of bitcoin-mining, the member of
international Bitfury group has established 2 companies in Tbilisi and Gori. That means to open the opportunities to
the World innovative technologies Map. That can be regarded the key source to attract extra investments and to
create the new vacancies. All these will have its important effect on the Georgian socio-economic development.

Key words: Bitcoin, Mining, Socio-economic Development, Investments, Satoshi, Virtual Currency.
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The Bitcoin is defined as an international online
digital currency invented by Satoshi Nakamoto. The bit
coin is an internet source of saving and payment. The
Emission of bit coins is called mining. It was created in
2008 and is carried out by using the network and difficult
mathematical processes. This process is not managed by
any central government that enables to avoid the devalu-
ation of the currency.

There exist the following subunits of the bit
coin:

> Satoshi is the lowest possible unit of bit-
coin, is often used to mean 0.00000001 BTC.

> Milli Bitcon (mBTC) = 1 thousandth of a bit-
coin = 0.001BTC,

> Micro bitcoin (uBTC) = 1 millionth of a bit-
coin = 0.000001BTC.

Moreover it should be mentioned that in Georgia
the leader company of bitcoin-mining, the member of
Bitfury group, has entered into our market. This com-
pany has already established one company in Gori and
Now in Tbilisi, district Gldani by support of “The Co-
investment fund” (established on about 185 hectar land
plot). As “The Banks and Finances™? mentions this will
enable to our country the integration and open the
opportunities to the World innovative technologies
Map. That can be regarded the key source to attract
extra investments and to create the new vacancies.
All these will have its important effect on the Geor-
gian Socio-economic development.

However, it also has its advantages and disad-
vantages. From the advantages® we can mention:

o Freedom in Payment (you can send or get mon-
ey anytime and anywhere in the world),
o Control and Security (allowing users to be in

iw 1m 3m 1y Al

control of their transactions help keep Bitcoin safe for
the network. Merchants cannot charge extra fees on
anything without being noticed. They must talk with the
consumer before adding any charges),

o Information is Transparent (the person’s pub-
lic address is visible, but not the personal information),
Bitcoin protocol cannot be manipulated by any person,
organization, or government. This is due to Bitcoin be-
ing cryptographically secure.

o Very Low Fees (These exchange services gen-
erally have the lower fees than credit cards and PayPal,
if any fees added in order to process the transactions
faster),

° Fewer Risks for Merchants (Due to the fact
that Bitcoin transactions cannot be reversed, do not
carry with them personal information, and are secure,
merchants are protected from potential losses that might
occur from fraud).

From the Disadvantages * we should point out the fol-
lowing ones:

o Not Widely Used - It is not quite widely used
in the world, as it is still a new virtual digital currency
and many people do not have a lot of information about
it, do not rely on,

o It May Cause somehow deflation -its valuation
changes according to the demand, the price and volume
is increasing and also the increase of its volume is also
expected to rise,

o No physical Form -People may get the cards
through which they will be able to purchase items at the
stores, but before that it would be necessary to convert it
online into particular currency.

Below in the table there is given the constantly increas-
ing price of bitcoin from $200 to more than $700 in
2015-2016.

Jun18, 2015 to | Jun18, 2016

E: www.coindesk.com

Jan 16 Bpr 16

https://coinreport.net
http://cs.stanford.edu/
http://www.coindesk.com/price/

Do W N

o4 2015

-

Table N1°

http://bfm.ge/biznesi/bitkoin-mainingi-saqartvelos-bileti-akhali-teqnologiebis-msoflio-rukaze/
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Table N1 Moreover, there are listed the

World’s Top 10 Bitcoin-Friendly Countries® : Estonia,
The USA, Denmark, Sweden, South Corea, The Nether-
lands, Finland, Canada, the UK, Australia. The US has
the highest number of cryptocurrency users and Bitcoin
trading volumes in the world is increasing. Bolstered by
Silicon Valley, which is home to numerous cryptocur-
rency, many kind of startups, and the highest number

of Bitcoin ATMs in the world, the US has been at the
forefront of the digital currency space. There was con-
ducted a research in 2014 in the USA, what consumers
thought about the usage of bit coin. Below you can see
the results.

Image N17
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As it seems from the Chart, young people most-
ly would like to use it, but the older ones even prefer to
own just gold instead of the bit coin. Most people were
not familiar with its existence. Afterwards, the situation
in the USA has radically changed.

In Georgia it is not quite popular but is be-
coming known step-by-step, as it awareness depends
partially on the time and investment.

In Summary, the Bitcoin is defined as an
international virtual digital currency invented by Satoshi
Nakamoto. The bit coin is the internet source of saving
and payment. The Emission of bitcoin is called mining.
This process is not managed by any central government
that enables to avoid the devaluation of the currency.
There exist the following subunits of the bit coin: Micro
bitcoin, Milli Bitcon, Satoshi - the lowest possible unit
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of bitcoin (0.00000001 BTC).

As mentioned above, the Bitcoin has its advan-
tages, such as: Freedom in payment, Control and se-
curity, Information is transparent, very low fees and
etc. and the disadvantages- Not widely used, No physi-
cal Form. However the bitcoin becomes popular also in
our country gradually. The leader company of bitcoin-
mining, the member of international Bitfury group has
established 2 companies in Tbilisi and Gori. That means
to open the opportunities to the World innovative tech-
nologies Map. That can be regarded the key source to
attract extra investments and to create the new vacancies.
It would be useful to raise awareness about the bitcoin in
Goergia in order to get widely used. All these will have
its important effect on the Georgian socio-economic de-
velopment.

http://bfm.ge/biznesi/bitkoin-mainingi-sagartvelos-bileti-akhali-teqnologiebis-msoflio-rukaze/
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Abstract

This article shows how we use financial statements to evaluate a company’s financial performance and condition.
We explain financial statement analysis, its basic building blocks, the information available, standards for compari-
sons, and tools of analysis. Three major analysis tools are presented: horizontal analysis, vertical analysis and ratio
analysis. We apply each of these using Research in JSC “Telasi” financial statements. This article expands and orga-
nizes the ratio analyses introduced at the end of each article. Financial statement analysis applies analytical tools to
general-purpose financial statements end related date making business decisions. It involves transforming accounting
data in to more useful information. Financial statement analysis reduces our reliance on hunches, guesses, and intuition
as well as our uncertainty in decision making. This article describes the purpose of financial statement analysis, its
information sources, the use of comparisons, and some issues in computations.

Kay words: Vertical Analysis;, Common-Size Statement;, Comparative income Statements;
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Abstract

Of particular importance for attracting foreign direct investment. Liberal investment environment and equal condi-
tions for local and foreign investments, Georgia attractive for foreign investors. Stable economic development, liberal
and free-market economic policies, only 6 taxes and reduced tax rates, licenses and permits, administrative simplicity,
preferential regimes with foreign countries, a favorable geographical location, well-developed and integrated transport
system, an educated, skilled and competitive labor force, and many other factors of a solid foundation for successful
development of business in Georgia.
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Abstract

The Technology of Hotel Guest Service procedure is the core factor that affects not only the quality of service
in general terms, but also it affects hotel income and management process. For the same type of Hotels the technologi-
cal procedures — transactions - are typical. Meanwhile there are different approaches to hotels differing by location,
standard of service, type of guests, size of the hotel.

Four phases constituting the guest cycle are shown in Figure 1. In each phase of the cycle there are certain stan-
dard transactions which occur between the guest and the hotel. Different transactions and services are shown. They
are involved in the different phases of the guest cycle. These are listed below:

e reservations
check-in and registration
uniform service and baggage handling
telephone calls and messages
handling guest accounts
check-out and bill settlement

The Four phases of the guest cycle and the various transactions and services within each phase are explained and
identified.

The First Phase is connected with Reservations. Reservations can be booked in a number of different ways, in-
cluding through a local reservations clerk, or through a nationally centralized reservations system, or through Global
Distribution Systems.

The Second Phase — is associated with a greeting and registration. A doorman or a porter is a position in most medium
to large hotels. It is individual of great importance to the reputation of a hotel. Registration or check-in transaction is
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provided by room clerk. If the guest has booked a reservation in advance the reservation information must be verified.

Room assignment, Issuing Keys and Baggage handling are accompanying transactions of the second phase.
Most hotels require guest to pay for their room in cash at check-in or guarantee payment through a credit card. After
registration a room assignment is made or key card is issued.

The Third Phase is an Occupancy or Communication Phase. Traditionally messages, mail and other valuable
information about restaurants, theatres, and tourist attractions are provided.

The Forth Phase — recording all guest charges and issuing the final statement at guest check-out. A copy of
the statement is picked up at departure. This Phase includes several transactions as follows: bill settlement, baggage
handling and, in most cases, it includes an additional service -transfer to the airport.

Most Hotels know through experience that they will incur some no-show reservations. To combat this loss of
income overbooking of rooms is a relatively common practice. Apart of overbooking the hotels may cater for guests
with no advance reservation which means that the First Phase in the Guest Cycle is annulated.

Key words: Transaction /Services, Reservations, accommodation, check-out.
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Abstract

Accelerated rhythm of modern life has great influence on the humans spiritual and physical health. So periodi-
cally, often we have a desire to rest up and get engaged in agrotourism in the outside of the city, in quiet surroundings
. Agro-tourism is a type of tourism, when the tourists goal is to to live by a local resident, to work with him.

Depending on the existing resource potential of our country, there is the prospect of development of agro tour-
ism. That is on the development stage In Georgia. In recent years the the number of foreign visitors coming to for
a relaxing on the mountain and sea resorts, to visit the historical and cultural monuments. However, Georgia as the
agricultural traditions country, have the possibility of for agricultural tourism development. We hope in the future more
and more tourists will come view the wide variety of nature, culture and sights. However, in this area also we have
weaknesses. The lack of appropriate infrastructure in rural areas. Also there are no special programs for the develop-
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ment of agrotourism, Who will carry out the restoration of and decoration of houses in the rural maintaining in national
style with modern amenities and comfort, which will allow tourists to get to know the local culture, traditions, folklore,
relax in mountain villages. The same important is training of rural population, How to engage in this field easily, how
managed to obtain a small amount by new revenues. The government considering experience of other countries, must
involve the villages of this field, in accordance with their customs and traditions and rules to boost motivation for the

long-term period.

Mainly tourist firms must export agro-products in the international tourism market, as the rural population still
does not have the opportunity to use the direct marketing, funding the advertisement on abroad, or selling a product

over the Internet.

Key words: Agro-tourism; Resource potential; Agro-products; The international tourist market.
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