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Abstract

The article defines the prerequisites and main aspects of implementation of the compliance system in activities of
agricultural enterprises in Ukraine. It has been established that the compliance system for Ukrainian agricultural
enterprises is completely new, and there are practically no procedures for its formation and functioning. Using
SWOT analysis matrix, strengths and weaknesses, opportunities and threats of the compliance system for Ukrainian
agricultural enterprises have been identified. It has been established that the agricultural business is able to ensure
the implementation and operation of the compliance system, which is focused on international compliance values.
An algorithm for introducing a compliance system into the activities of agricultural enterprises has been proposed.
Its implementation and observance will allow agricultural enterprises to minimize compliance risks, ensure their
financial stability and innovative development, increase trust of customers, partners and investors to be competitive
both in the domestic market and external one. It has been determined that compliance risk management is a cyclical
process, whose main goal should be to minimize the identified risks using the development and implementation
of appropriate control procedures and measures. In order to minimize compliance risks arising in the process of
relations between agricultural enterprises and counterparties, an organizational model of their management has been
proposed. The application of the methodological approaches presented in the model will allow agricultural enterprises
to establish working relationships with counterparties, including foreign ones, and in the future to attract foreign

capital and investment in their activities.
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Introduction

In the context of integration into the international
space and full-fledged membership of Ukraine in
the World Trade Organization, the issues of access
to the international market for agricultural products,
the quality of which must meet the requirements of
current legislation, international standards, export
competition in agricultural and food trade, are quite
acute. In addition, for the effective development
of entrepreneurial activity at the international
level, Ukrainian agricultural enterprises need to
constantly confirm that their activities comply with
the established ethical and business standards of
doing business in the vector of combating corruption
and fraud and managing the risks of the possibility
of introducing international sanctions. However, the
influence of external factors (political, economic
instability, COVID-19) and internal (violation of
legislation, business ethics, conflict of interests)
significantly increase the level of risky processes in
the functioning of agricultural enterprises. All this
requires the management of agricultural enterprises to
develop mechanisms that minimize the likelihood of
not only financial losses, but also loss of confidence
on the part of customers in the domestic and
international markets, loss of finding international
business partners and investors. A comprehensive
solution to these tasks can ensure the implementation
of a compliance system.

The theoretical and methodological aspects of
compliance have been studied in the works of a

significant number of scientists, in particular (Adelina
et al., 2020; Bilal & Baig, 2019; Birindelli & Ferretti,
2008; Bovsh & Kulyk, 2020; Fedulova & Piatnytska,
2020; Foorthuis & Bos, 2011; Kalinichenko, 2014;
Kobielieva, 2019; Kozhina, 2019; Lavrenko, 2020;
Ludwick, 2006; Meissner, 2018; Vanni, 2017;
Vnukova, 2018; Voloshenko, 2014; Yudina, 2018) et
al. Their researches are aimed at solving important
problems of the development of the compliance
system in industrial enterprises and various sectors of
the economy, in particular the banking and insurance
spheres. At the same time, it should be noted that the
issues related to the definition of the basic prerequisites,
the development and substantiation of theoretical and
methodological approaches to the implementation and
formation of a compliance system in the activities
of agricultural enterprises in Ukraine require further
development.

The goal of scientific articles is to determine
the prerequisites and main aspects to develop
theoretical and methodological foundations, to
substantiate methodological recommendations for
the implementation of the compliance system in the
activities of agricultural enterprises in Ukraine.

Materials and Methods

The methodological basis of scientific research is
the theory of systems, the theory of the development
of economic systems, the theory of risk management,
the theory of decision-making. When writing the
article, general scientific and special methods were
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used: abstract-logical (cognition of the essence,
prerequisites and features of the implementation of
the compliance system in the activities of agricultural
enterprises, the formation of conclusions), system
analysis (presentation and description of the algorithm
of actions for the implementation of the compliance
system in the activities of agricultural enterprises),
method of SWOT analysis matrix (identification of
strengths and weaknesses, as well as opportunities
and threats arising in the process of introducing the
compliance system into the activities of agricultural
enterprises), graphical (design of the described
processes using logical algorithms, organizational
models).

Results and Discussions

“Compliance” translated from English means
accordance, conformity, agreement. Compliance is
an institution of the internal control and corporate
ideology system, which, using a system of regulations
and a set of control mechanisms, forms the company’s
ability to comply with established norms, standards,
rules and procedures, and also necessarily takes into
account the risks accompanying its activities, and
with the help of a set of measures climinates their
adverse consequences, as a result of which - ensures
the sustainable development of the enterprise.

For agricultural enterprises, in particular Ukrainian
ones, the compliance system is quite new, and there
is practically no description of the procedures for
its formation and functioning in this area. This is

confirmed by a survey devoted to the priorities of the
development of the compliance function in Ukraine,
the countries of the Commonwealth of Independent
States (CIS) and neighboring countries, conducted by
KPMG (auditing firm) in Ukraine.

Thus, according to the research, today the oil and
gas industry remains an industry where a separate
compliance function began to form earlier than
anywhere else (Figure 1). This sector is the leader
in terms of the number of respondents who have
had compliance functions for more than 10 years.
The youngest compliance function according to the
research results are in companies operating in the field
of innovation and technology. As for the enterprises
of the agricultural sector of the economy, none of the
surveyed respondents used the functions and tools of
the compliance system.

In the period 2017-2019, Ukrainian producers
were in the top three among the world exporters of
agricultural products to the European Union. This fact
demonstrates the importance and necessity of their
activities in accordance with international compliance
values.

We have identified a number of advantages and
benefits from the implementation of the compliance
system in the activities of agricultural enterprises
(Table 1). However, there are weaknesses and threats
that hinder the implementation of the compliance
system, including: lack of appropriate legislative and
regulatory support, insufficient number of specialists,
incurring additional costs on the part of the enterprise.

Energetics

Chemical industry
Pharmaceutical industry
Transport industry
Construction industry

A B More than 10 years

& From 3 to 10 years
7%

® From [ year to 3 years

75%
H Less than 1 year

7%
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100%
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50%
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25%
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Figure 1. Implementation of the compliance system in the sectors of the economy of the CIS and Post-Soviet
Countries, 2020.

Source: (data of KPMG’s survey in Ukraine “Compliance in the CIS and Post-Soviet Countries: Current Issues and Trends,
2020”).
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Table 1

SWOT analysis matrix of the implementation of the compliance system in the activities of agricultural
enterprises in Ukraine

Strengths

Weaknesses

. Effective risk management.

. Protection of business from theft, fraud.

. Minimization of risks of loss of assets, image.

. Increasing the level of corporate culture and social
responsibility of agricultural enterprises.

5. Increasing consumer confidence in agricultural products

in the domestic and external markets.
6. Increasing the profitability and financial stability of the
enterprise.

AW N =

1. Lack of domestic regulatory framework on compliance
issues (except for the banking sector).

2. Insufficient practice of implementation of compliance

and, accordingly, dissemination of information about

such positive results.

Insufficient number of compliance specialists.

4. Additional expenses of the company for the
maintenance and operation of the compliance service.

w2

Opportunities

Threats

1. Increase in production volumes of high technology
competitive agricultural products.

. Attracting international investments.

. Simplification of entering international markets.

. Growth of economic potential.

. Obtaining certain tax incentives.

6. Improving relations with contractors.

W AW N

1. Disinterest of the management in ensuring the
functioning of the compliance system at the
enterprise.

2. Resistance from the employees of the enterprise in the
implementation of the compliance system.

3. Lack of verification of the effectiveness of the
compliance service.

Source: prepared by the authors.

Analysis of opportunities and threats allows us to
conclude that, despite the weaknesses and existing
difficulties, the agricultural business is undoubtedly an
industry that is focused on international compliance
values and is able to ensure the implementation and
functioning of the compliance system.

The compliance culture must successfully
reinforce itself in enterprises, and for this purpose,
it is necessary to persuade senior management that
compliance is not a cost that should be minimized
(Vanni, 2017).

According to Herasymchuk, 2019, for the
effectiveness of the compliance system at the

enterprise, it should regulate in detail the following
main issues: identification of persons responsible
for the operation of the compliance system, effective
management of identified risks and implementation of
measures in case of violations, determination of ways
to implement them.

In our opinion, it is advisable to use the
proposed algorithm of actions in order to ensure the
implementation of an effective compliance system in
the activities of agricultural enterprises (Figure 2).

The introduction of the compliance system should
be started with the formation of the compliance policy
of the agricultural enterprise. Compliance policy

Algorithm for introducing the compliance system into the activities of agricultural enterprises

A 4

Development and approval of compliance policy

Preparation and appointment of compliance service (compliance specialist)

Development and implementation of a compliance program
(assessment, recognition and elimination of compliance risks)

v

Generalization of results of work of compliance service, formation of the reporting documentation

> Control over the proper use and implementation of compliance results

Figure 2. Algorithm for introducing the compliance system into the activities of agricultural
enterprises (author’s vision).
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defines the purpose, objectives of compliance at the
enterprise, principles and basic processes.

The objectives of the compliance policy are:
creation of an effective compliance risk management
system; bringing to the attention of the company’s
employees, as well as third parties, the basic
principles of compliance; prevention of a conflict
of interests and the conditions for its occurrence,
as well as the possibility of committing crimes and
other illegal actions; supporting corporate values and
rules, striving to improve corporate culture; ensuring
compliance with the principles of open and honest
business conduct; ensuring transparency of activities
for shareholders, third parties and regulatory bodies;
maintaining the business reputation of the enterprise at
the appropriate level; achievement of the set strategic
goals by the enterprise.

The main task of the compliance policy should
be to ensure the formation of an effective system of
measures aimed at reducing risks in all areas of the
agricultural enterprise, compliance with legislative
norms, internal regulations, corporate culture and
social responsibility rules.

The issue of ensuring the compliance system at the
enterprise should concern all its employees and is a
component of its corporate environment. Therefore,
the next step should be the appointment and inclusion
of the compliance service in its organizational
structure (Kobielieva, 2019):

— on a centralized basis, that is, to create an
independent unit that will be fully responsible
for the company’s compliance activities or
appoint a compliance specialist;

— onadecentralized basis, that is, to distribute and
delegate compliance functions, for example,
between the legal department, audit service,
enterprise security service, risk management
unit.

The compliance service, as a structural unit of an
agricultural enterprise, should be independent of the
business goals of the enterprise and must cooperate
with other structural units. The duties of the employees
of the compliance service or the compliance specialist
should be reflected in the developed and approved job
descriptions and accounting policies of the enterprise
in the context of the activities areas (operational,
financial, investment) (Lavrenko, 2020). Compliance
service employees must be able to identify, assess,
analyze, control and respond positively to compliance
risks. Thus, compliance risks are understood as
potential or real risks of regulatory sanctions, financial
losses, reputational losses that arise as a result of non-
compliance with legislation, provisions of internal
documents (policies, procedures, regulations, rules), fair
competition standards, situations of conflict of interest,
non-compliance with requirements of corporate ethics.

The development and implementation of a
compliance program at the enterprise is the next
step. The main goal of the program may be to ensure
effective measures to identify and control risk areas of
activity; identification, assessment and minimization
of compliance risks. It is minimization that is the goal
of managing them, not optimization, because they are
characterized by a negative impact on the activities of
the enterprise (Vnukova, 2018).

Compliance risk management as an element of
the enterprise risk management system is a cyclical
process, which includes: identification of compliance
risks; assessment of compliance risks; planning
of measures of protection against compliance
risks; implementation of measures of protection
against compliance risks; monitoring and control.
That is, it is necessary to manage risks through the
implementation of compliance control of business
processes (to minimize the likelihood and mitigate the
consequences of negative situations, to organize high-
quality feedback with market participants) (Bovsh &
Kulyk, 2020).

The information base for identifying compliance
risks of agricultural enterprises is the process of the
agricultural enterprise activity as a whole, expert
conclusions of the internal control system divisions,
independent audit reports, the results of inspections by
regulatory authorities, court decisions, complaints and
claims from counterparties, etc.

In our opinion, a prerequisite for the success of
the identification of compliance risks in the activities
of agricultural enterprises should be the systematic
collection, analysis and processing of information from
various sources (testing, check lists, questionnaires,
appeals in communication channels, the results of
extraordinary inspections, etc.). The above will also
allow agricultural enterprises to timely and fully
identify existing and potential risks, the sources of
their occurrence, the consequences of their impact on
the activities of the enterprise.

Risks assessment involves determining the
degree of probability of their occurrence and possible
negative consequences. The most convenient way to
assess compliance risks for agricultural enterprises
is to assess risks using the method of qualitative
assessments and their further minimization. In
practice, to carry out such an assessment, it is possible
to compile a risk matrix with an appropriate scale of
points, developed for each enterprise independently.

So, the main goal of the compliance risk
management process should be to minimize the
identified risks through the development and
implementation of appropriate control procedures and
measures (Birindelli & Ferretti, 2008).

Monitoring and control should be the next step in
agricultural compliance risk management. Monitoring
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Compliance risks management model arising in the process of interaction of agricultural enterprises
with counterparties

L

Checking counterparties
Objective: 1) compliance with the requirements of the tax authorities (due diligence); 2) identification of
cases of conflict of interest; 3) compliance with the requirements of national and foreign anti-corruption
legislation; 4) preventing fraud and corruption

Responsible for control:

- on a centralized basis, a compliance service or a compliance specialist is responsible for the control,

- on a decentralized basis, distribute and delegate the functions of checking counterparties between the
legal department, security service, department responsible for planning the conclusion of contracts
with counterparties, accounting department, and risk management department.

Inspection frequency:

- in case of interaction with new counterparties - obligatory at the initial conclusion of the contract;
-in case of interaction with permanent counterparties - at the conclusion of the contract; at least once a year.

I

Compliance risk assessment tools

- criteria for evaluating counterparties: signs of fly-by-night companies; financial reliability, solvency of
counterparties; presence of corruption, tax, reputational risks; the presence of court cases; financing of
terrorism.

- sources of information: information directly from the counterparties themselves; official state registers
(Register of Legal Entities, Individual Entrepreneurs and public Formations, Unified License Register;
Unified State Register of Court Decisions; Register of Value Added Tax Payers; Register of Single Tax
Payers and others); commercial databases (Terasoft CRM, World-Check and others); search in the media
and the Internet; security sources.

- detection mechanisms: hotline, private consulting room, mailbox (off-/on-line), monitoring, audit,
corporate investigations, applicant protection program.

!

Directions of minimization of compliance risks associated with counterparties

1. Inclusion of anti-corruption clauses and provisions with the right to audit in contracts and agreements with
contractors.

2. Monitoring of risky transactions and agreements with counterparties.

3. Verification and approval of payments made to the counterparty.

4. Development and implementation into business practice of the provisions of the Supplier Code of Conduct,
which should include such ethical requirements as commercial virtue, fair competition, control of
international trade, conflicts of interest, confidentiality and data protection, fair marketing practices,
standards for clinical trials, environmental protection rules.

5. Training of counterparties on compliance and ethics issues.

6. Creation of a base of counterparties that have compliance risks.

4

Monitoring and control
1. Current testing of risky transactions in terms of their content, correctness of reflection in the accounting,
as well as the availability of all the necessary supporting documents.
2. Working with the base of counterparties that have compliance risks.
3. Preparation of reports on the assessment of compliance risks.
4. Control over the proper use and implementation of the results of risk management.

Figure 3. Organizational model of management of compliance risks of agricultural enterprises arising in the
process of interaction with counterparties.

contributes to a better understanding of the compliance
risk management process, determination of the current
level of risk, and its propensity to change. An important
aspect of this process is continuous monitoring of the
quantitative measurement of compliance risks and
trend analysis (Yudina, 2018).

Ludwick, 2006 proposes to create a reporting
system on the basis of which the compliance service
can identify, track and communicate the risks it faces.

In order to identify and minimize compliance
risks arising in the process of interaction of
agricultural enterprises with counterparties, we
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proposed an organizational model for managing such
risks (Figure 3).

The proposed model for managing compliance

risks that arise in the process of relationships with
counterparties will allow agricultural enterprises of
Ukraine to minimize risks, establishreliable and effective
working relationships with foreign counterparties, and
in the future, attract foreign capital and investments into
their activities for its own development.

Conclusions

1.

The introduction of the compliance system, as an

institution of the internal control and corporate

ideology system, into the activities of agricultural
enterprises in Ukraine will contribute to:

— ensuring financial stability and innovative
development of enterprises;

— improving reputation, increasing trust from
customers, partners and investors, especially
foreign ones;

— protection against threats and risks associated
with violation of approved norms and
standards;

— increasing the level of social responsibility of
enterprises.

The construction of a SWOT analysis matrix for

the implementation of the compliance system in

the activities of agricultural enterprises in Ukraine
made it possible to identify its strengths and
identify opportunities. Weaknesses and existing
threats are not an obstacle for the agricultural

. Using the

business to focus on international compliance
values, since this is an industry that is able to
ensure the implementation and functioning of the
compliance system.

. To implement the compliance system in the

activities of agricultural enterprises, it is advisable
to use a certain algorithm, which provides for the
development and implementation of a compliance
program, preparation and appointment of a
compliance service, management of compliance
risks, generation of reporting documentation,
control over the proper use and implementation of
compliance results.

. Compliance risk management, as an eclement

of the enterprise risk management system, is a
cyclical process that involves the identification
and assessment of compliance risks, planning and
implementation of measures of protection against
compliance risks, monitoring and control. The
main goal of the compliance risk management
process should be to minimize the identified risks
through the development and implementation of
appropriate control procedures and activities.
proposed model for managing
compliance risks that arise in the process of
relationships  with counterparties will allow
agricultural enterprises of Ukraine to minimize
these risks. The latter can only be a positive
prerequisite for further cooperation of agricultural
enterprises with foreign and domestic partners and
the development of their activities.
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