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ECONOMIC SECURITY IN
INVESTMENT PROJECTS
MANAGEMENT: CONVERGENCE
OF ACCOUNTING
MECHANISMS

Abstract

Implementation of business processes in Ukraine has become more structured in re-
cent years. If previously the only goal was to get the most profitable investment and
pay-off in the short term, and the attention to drawbacks and considerable riskiness of
these projects was given already in case of their occurrence, now there is another man-
agement approach. Thus, the decision to attract additional funds involves a detailed
analysis of the potential and existing risks of the project. The management focuses on
continuous monitoring of the project implementation. Accordingly, it is necessary to
develop an effective mechanism to evaluate an investment project, the effectiveness
of its implementation, but from the perspective of the company’s economic security
aimed at identifying and diversifying risks.

As such, the accounting system of the enterprise’s economic safety management is pre-
sented as to the investment projects execution based on the convergence of budgeting,
management, financial accounting and elements of the economic analysis and control.
The proposed system of investment project management is based on the definition of
responsibility centers during the investment project implementation. The developed
plan of actions and methods is aimed at creating effective tools for identifying risk fac-
tors and monitoring the investment projects effectiveness. Such a system provides an
opportunity to operate an investment project promptly and flexibly, following clearly
defined management tasks within the chosen strategy of enterprise’s economic security.

System management of investment project, which is a part of the overall business man-
agement, contributes to the achievement of goals set by the company at a given level of
risks and financial performance.

Keywords investment, risk, responsibility centers, budgeting,

management accounting, economic security

JEL Classification G3,k2

INTRODUCTION

Company’s economic security is formed by means of measures covering
all its business processes. Moreover, such activities are determined by
the proper preparation of necessary information, which makes it possi-
ble to establish the points of management influence and the nature of its
intervention. Investment projects are one of the areas of focus. Variance
in the investment project management involves a systematic approach
to the tasks and methods of accounting for such management in inte-
gration with enterprise’s economic security management as a whole.

Accounting for management, as one of the management elements,

provides information necessary to monitor the current activities, stra-
tegic planning, efficient resource utilization, analysis and evaluation
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of the overall enterprise’s performance and its structural units, objective management decision making,
information flows improvement, establishment of elements or activities that management can influence,
and seek ways to assess risk sensitive factors.

Accounting figures are relevant only in case of low information asymmetry; therefore, it is rather diffi-
cult to provide standard performance measure for management accounting (Rapp, 2010).

Management accounting, while having access to both external and internal sources of information that
changes influenced by catallactic efforts, as well as integrating its functions with the marketing, produc-
tion, financial service, and management, ensures the reliability of an adequate information balancing
that facilitates effective management, analysis, comparison and presentation of information, which can
be used structurally for the control, evaluation and corrective functions of managing the business en-

tity’s economic security.

1. LITERATURE REVIEW

Stehnei, Irtysheva, Khaustova, and Boiko (2017)
proposed a model of company’s strategic control
that takes into account both external and inter-
nal factors in creating an effective control system
which considers Ukrainian companies’ experi-
ence in the context of sustainable development.

In some cases, external factors cannot be predicted.
This uncertainty may not only influence compa-
ny’s management accounting, but also investment
strategy and economic security in implementing
investment projects. Considering that, Kinias,
Tsakalos, and Konstantopoulos (2017) suggested a
model for the investment analysis in order to find
an optimal investment strategy.

Kireitsev (1999) notes that “the system of man-
agement accounting is created based on validated
methodological and organizational integration of
control functions”. According to Chumachenko
(1997), modern management accounting includes
rationing and forecasting the production costs in
different directions, calculating the product cost,
analysis of product cost, and detecting the devia-
tions from standards and estimates”. Skrypnyk
(2011, p. 45) holds that the existing methods of
accounting, valuation, planning, control and cost
analysis can no longer meet the needs of agricul-
tural enterprises’ managers, and therefore it is nec-
essary to create a system for processing and pre-
paring information for managers within the enter-
prise, which can be solved with the use of man-
agement accounting. However, the distinction of
management accounting in a separate information
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system set new challenges for the academic com-
munity, professional organizations and experts to
improve the quality of its product — an informa-
tion resource for managerial decisions-making.

To deep interdisciplinary accounting relationships
with other management functions, it is possible to
bring its methodology closer to that of the enter-
prise’s economic security management. According
to Legenchuk (2012), implementing the transdis-
ciplinary and interdisciplinary methodologies in
accounting researches is one of the means to solve
the problem of accounting identity crisis, it allows
to identify the principles of the accounting system
functioning, which should be the basis for its sci-
entific theories.

2. THE STUDY PURPOSE

The study purpose is to disclose features of invest-
ment projects’ information management in terms
of enterprise’s economic security and various
management tools convergence: accounting sub-
systems’ budgeting, analysis and control in order
to ensure a timely and objective assessment of in-
vestment project’s riskiness and efficiency.

3. RESULTS

Tasks the management accounting performs on
the main stages of enterprise’s economic security
management are systematized in Table 1. The det
tailed analysis of these tasks will allow to system-
atically approach to the development of method-
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ological accounting tools for the business entity’
investment projects management.

After the problem is identified and the tasks to
solve it are determined, the system of economic
security management foreseen at the third stage
is formed: definition of security objects and their
analysis, establishing bodies for ensuring econom-
ic security, including the organizational structure
of economic security management, development
of mechanisms for its provision, basic criteria and
indicators of such a security system.

Research synthesis and analysis of current ap-
proaches in management should be done for the
economic security development. In hospitality
management, Paiva, Reis, and Lourenco (2016)
made a scientific review and proposed to catego-
rize researches in hospitality management and
accounting into three groups: studies of business
management, financial management, and ac-
counting. Creating categories of analytical infor-
mation, approaches, and innovations can help to
shape an integrated system of investment projects
based on economic security, as it will take into ac-
count different areas of management accounting.

Horngren and Foster (2001) prove that the com-
pany management develops the organizational
structure and determines the divisions’ responsi-

bility. Each manager is assigned to the responsibil-
ity center. The latter is a segment of an enterprise
whose managers are accountable for a certain
working area.

John A. Higgins has an interesting viewpoint as
to the responsibility centers concept, namely: re-
porting is necessary for the purpose of efficient re-
source and standards utilization as a control over
their activities and for spending money at any level
of management. According to J. A. Higgins (1952),
each structural unit is aggravated by only those ex-
penses or incomes which it is responsible for.

The planning of responsibility centers operations ir-
respective of their type is carried out by drawing up
flexible budgets, which are developed not for a cer-
tain amount, but for the certain range of production
or sales of responsibility center, that is there are ex-
pected changes in the scope of activities. This allows
to analyze the results of activities and identifying
the causes of possible deviations.

Budgeting helps to identify and coordinate all fac-
tors of production by structural subdivisions and
functional services in order to achieve the enter-
prise’s goals. During the development of budgets,
the enterprise’s economic security is ensured due
to the precise planning of the enterprise activity
in accordance with the strategy of its development

Table 1. Stages of information support of the economic safety management system of an enterprise

(in terms of management accounting)

Stage components

Tasks of management
accounting

Stage Stage name

: Analysis of enterprise’s position, level of security, reports

: constituting confidential data and commercial secrets, reliability

3 Problem

i of human resources in preserving such information, as well as

i Presenting exact information on
“internal processes and ofperating
this info

i financial, intellectual, legal, information and other functional
description in components of the enterprise’s economic security.
1o irespectofthe | Potential and actual dangers and threats identification; their
i enterprise’s i significance ranking in terms of occurrence time or size of possible
i economic i damages.
i security ‘ Identification of causal relationships, and danger and threat factors.

possible lost estimate.
i Formulating the problem situatio

i Determining
2 ithe economic
i security purpose

i Setting the security objective.

Constructing
3¢ :the economic

, security system . management.

: Development of mechanisms for ensurin
: criteria and indicators for the state of suc

: Forecasting of possible dangers and threats’ negative consequences,

i choosing the principles for building this sKstem.

¢ Defining security objects and analyzing t

: Creation of bodies (subjects) for ensuring economic security,

i including organizational structure of enterprise’s economic security

i results; providin rmation
i to management by using internal
management reporting

Shaping the policy and strategy of enterprise’s securify.

: Setting tasks that contribute to achieving the goal and implementing :

eir security status. Planning and control for

: enterprise’s performance and its
responsibility centers

%economic security, basic

security
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Table 1 (cont.). Stages of information support of the economic safety management system of an
enterprise (in terms of management accounting)

Stage Stage name

Stage components

Tasks of management
accounting

i Developing
i methodological
i tools to assess

i Selecting the methods of risk analysis.

i Cost accounting and product

costs calculation.
Calculating actual product

i cost (works and services) and

determining the deviations

from accepted standards and
regulations, and budgets.
Analysis of deviation from targets

:and identifying their causes.

Drawing up the control accounts

Ensuring control over the

movement of property, material,
financial and labor resources.
Building up a data base for
decision making based on the
mana%ement reporting analysis.
Identifying resources for

4t the state of i Calculation of required resource amount, protection facilities for
; ec?)ric?n?is i security objects
i security
Finding the sources of resource support for the concept
implementation.
: Development of the strategic plan (or program), as well as the
; plarlg)sI of the structural units of the security service to solve definite
problems.
(E)fer\;‘izlgs%?eesntto Professional personnel training for the security service, as well
implement the @ employees training on keeping safety rules, paperwork
50y p| rovisions | management, keeping commercial secrets, etc.
o?ihceper?tersp?isse Creating the certain type of security service and organizing_its
cafety concent | management, implementing the technical means of protection, etc.
: Y Pt Development of enterprise security system, its continual adaptation
to changing conditions; improving forms and methods of its
performance.
Determining the concept accordance, stated tasks and objectives of
the created security system to real and potential threats and dangers
Summarizing
the conclusions
?gggf/é?gpnsﬁg Security service’s ability to address the challenges it faces.
implement the Level of resources adequacy for the concept implementation.
ot f ise” Effectiveness of the enterprise’s economic security implementation.
ggoer{grr:ﬂﬁ s Control over the effective implementation of economic security’s
security concept basic provisions
and its effective

: application

improving the enterprise’s
performance.

Preventing negative results of the
: enterprise’s business operations

and the possibility of controlling the enterprise’s
economic risks.

Accounting for responsibility centers can be an ef-
fective means of managing costs and profits if there
are validated choice of responsibility centers; rea-
sonable costs estimates for centers contributing to
cost reduction; adequate choice of controlled costs;
reasonable choice of managers charged with ex-
penses, incomes and profit; interconnection of
responsibility centers reporting at different levels;
accounting system at the responsibility centers in
parallel with financial accounting.

Responsibility centers draw up reports using con-
trollability concept, according to which there is no
sense to load top-level management information,
problems that can be solved at lower levels. Each
responsibility center usually works on different
programs. Manager’s activities in each responsi-
bility center must be evaluated according to his
performance. The responsibility centers effective-
ness can be assessed based on transfer pricing.

The key is the choice of methods both for risk anal-
ysis and for assessing the state of enterprise’s eco-
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nomic security. The calculation of the required re-
sources and means for security objects protection
involves determining the necessary amount of
labor resources and the costs for their formation
and maintenance, determining the financial costs
necessary to ensure enterprise’s safety. Then, nec-
essary expenses with possible damage by hazards
and threats, as well as further conditions that are
sufficient to implement the concept are compared.

Development of measures to implement the main
provisions of the enterprise’s security concept
based on information management system which
is aimed at improving the enterprise economic
security begins with finding sources of resource
provision and ends with the enterprise’s secu-
rity system development, its constant adaptation
to changing conditions, as well as its forms and
methods improvement.

In order to achieve tasks stated at this stage, manage-
ment accounting provides cost accounting and net
cost calculation cost by various methods.

Influenced by the catallactic environment, there
should be changes in priorities and approaches to
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Figure 1. Investment projects by stages of development, pcs.

building the accounting system. They should take
into account effects of both internal and external
factors of business entities.

Taking into account the importance of informa-
tion about investments for making management
decisions, we propose to accumulate data on in-
vestment expenses in the account 86 “Cost of in-
vestment projects”, to which appropriate analyti-
cal sections should be organized. In this case, ac-
count 86 should not have a balance under normal
operating conditions and is, in fact, a bill-screen.

An important consideration is the analysis of de-
viations from planned results and the deviations
causes generated by a number of macro- and mi-
cro-environment factors, which give rise to vari-
ous risks of the investment project.

In this case, both general and separate direc-
tions of entrepreneurial risks reduction, while
implementing investment projects, should in-
clude: general directions - control over activi-
ties in related areas; risks transfer to counter-
parties; effective project team; risks insurance;
reservation of funds; individual directions - in-
volvement of professional designers, appraisers,
marketers, etc., in the investment project devel-
opment; studying the labor balance-sheet in the
region; innovations control in the technological
equipment market, etc.

Also, the risk from implementing an investment
project depends on the stage of the project. For
example, six stages of the investment project
are highlighted on the Investment Portal of the
Ukrainian Chamber of Commerce and Industry.

B8 Chernihiv region

O Cherkasy region

@ Zakarpattia region

E Lviv region

@ Kyiv

Kherson region

B Dnipropetrovsk region
O Volyn region
OKharkiv region

B Zaporizhzhia region

B lvano-Frankivsk region
B Kyiv region

@ Mykolaiv region

Figure 2. Investment projects in Ukraine by regions, pcs.
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Figure 3. Methods of risk control for investment project implementation

While examining the basic information about the
available subjects of investment (Figure 1), it can
be observed that among development stages, the
main number of projects falls on the 5" (the proje
ect is under implementation) and the 6th (the cur-
rent project) stage, so then it is possible to estimate
full value, profitability, and payback period invest-
ments in order to avoid external risk factors (polit-
ical, economic). The smallest number is occupied
by projects at the second stage — the level when on-
ly a business plan with a feasibility study is ready.

As to the regions of Ukraine (Figure 2), one may
note that the largest number of investment projects
is represented in Zaporizhzhia (13 projects) and
Volyn (7 projects) regions. Such statistics is due to
the fact that, for example, in Zaporizhzhia region,
almost all projects are represented by Motor Sich
enterprise, which manufactures engines for air-
planes, helicopters, as well as industrial gas turbine
installations, and that needs financing. Some areas
are not represented at all for many reasons.

Risk assessment of projects by development stages

is one of the simplest and most general assessment
methods and can only serve as a supplement to
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other evaluation methods or as a criterion for se-
lecting possible projects.

Assessment of organizational risks at the pres-
ent stage of economic development is proposed
to be performed by using risk assessment forms
through expert risk analysis and risk response
measures. Measures to neutralize project risks
and consequences involve avoiding, taking, trans-
ferring or mitigating the risks.

The management mechanism involves different
methods (Figure 3).

Both highly profitable and less cost-effective proj-
ects can be the objects for next investments. This
can be realized through diversification mecha-
nisms. The latter is provided by an organization-
al and economic mechanism, which includes two
subsystems. The economic subsystem reflects the
enterprise’s potential; organizational subsystem
covers the purpose, organization, information sup-
port and criteria for goals achievement. The orga-
nizational and economic mechanism thus struc-
tured allows, to realize projects of activity diversifi-
cation as an object of control and analysis. Increase
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Table 2. Investment records form in the building up portfolio of proposals

Types of expenses according to investments Total
. Payment delay : Acquisition at own: Acquisition of
: ‘ Consignment purchase expense loans

: : c
No. : Investment T = £
* i direction c e c c £ 2 =
T T £ T ® £ ©® ® £ & = £ = 2 3
c S R < S = < S = c S =iz <2
c = S = - s c = 8 £ - 8 ]

I} < > < S > < S > I} < >

= <. 8 = < k2 = < g = < &

in company’s economic security effectiveness re-
quires establishing the internal management re-
porting system. The latter includes information to
managers, provided in a periodic and user-friendly
manner. It should be noted that the specificity of
each company consists in putting forward de-
mands to the management reporting content.

In general, all the information reflected in the re-
porting can be divided into the following blocks:
investments decisions and loans; cash receipt fore-
casting; analyzing sources of funding, need for
new sources and revision of them; borrowed and
own funds ratio; economic activity results and
income; both short-term and long-term solvency;,
and cash flow; possible management actions; data
interpretation and guidance for management.

It is expedient for the investment center to de-
velop a structured form - investment records
form in the building up a portfolio of proposals
(Table 2), which will monitor the risks and take
the necessary measures to prevent them.

Given that an active form of management allows to
minimize the risk component of an investment proj-
ect, it is suggested to formulate internal reporting -
assessment of the investment center’s activity form
(includes indicators dynamics: sales revenue, UAN,
average value of fixed assets, UAH, assets average,
UAH), which allows to implement the above form of
risk management, because active form of risk man-
agement means maximal use of information and
management tools to minimize risks.

Constructed in this way, the concept of enter-
prise’s economic security, taking into account the
tasks assigned to the management accounting sys-
tem (drawing up control reports; presenting unbi-
ased information for making non-standard man-
agement decisions; forecasting and selecting the
most effective ways for enterprise’s development,
overcoming the probability of profit loss, the iden-
tifying internal reserves, and ensuring enterprise’s
financial stability), promotes the effective mana-
gerial decisions by business managers in order to
secure business.

CONCLUSION

Thus, company’s economic security should cover all the enterprise’s activities. If standard business pro-
cesses are studied sufficiently by business entity when building the economic security system, then in-

vestment processes are still at the learning stage.

The investment processes, being very risky, require increased attention of managers. In particular, the
project riskiness is to be assessed; from now, monitoring of the project implementation based on ob-
taining operational information and the final assessment of the project effectiveness should be detailed.

Convergence of economic mechanisms, namely: budgeting, management accounting (calculation meth-
ods, formation of transfer prices, management reporting), economic analysis and further control mea-
sures is proved to be the basis for the economic security management in the part of investment project.
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In order to assess investment project effectiveness and determine its riskiness degree, the form of the
management reporting is proposed, which allows quickly identifying the investment project challenges
and taking measures to prevent violations in the enterprise’s economic security functioning.
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