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COMPLAINCE CONTROL
IN THE HOTEL BUSINESS

It is carried out an analysis of the preconditions and outlines the prospects for imple-
mentation of compliance into the hotel business entities in the service market. The theo-
retical basis is defined and the methodology of compliance control is developed. The main
problems are identified. The directions of the application of compliance control in the
management of the hotel business entities are given.
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bosw JI., I'onkano JI. Komnnaenc-konmpons é 2ocmunuunom ousnece. [Iposeden
aHau3 NpeonoCulIOK U OYepYeHbl NEPCHEKMUBbL BHEOPeHUs KOMAIAEHCA 8 OesimelbHOCb
CcyObeKmo8 20CMUHUYHO20 OU3Heca Ha pulke ycaye. Onpedenen meopemuuecKuti 6azuc
U paspabomana MemoooI02us KOMIIAEHC-KOHMPOA. Ycmanoseienvl 0CHO8HblE NPoOaeMbl
U npueedeHvl HANPABLEeHUs UCNOTb30BAHUSA KOMNIACHC-KOHMPOS 8 MEHeOdCMeHme CyObeK-
MO8 20CMUHUYHO20 OU3Hecd.

Knwuesvie cnosa: Cy6’beKT TOCTUHHUYHOI'O pPBbIHKA, KOMIIJIA€HC, KOMIIJIACHC-
KOHTPOJIb, KOMIITTACHC-PUCKH.

Background. The concept of compliance is actively applied in the
management of companies worldwide. Gradually, according to the tenden-
cies in integration processes, compliance is implemented into domestic
companies’ activities as a preventive mechanism of protection against eco-
nomic risks. The relevance of the hotel business entities, which are com-
ponents of the tourism system, including quality assurance of service and
formation of corporate reputation.

That is why it is advisable to analyze the perspectives of imple-
menting compliance control into activities of hotels as a factor of business
success in the view of transparency and compliance, initiated by investors,
owners and franchisors.

Analysis of recent research and publications. Compliance as a theo-
retical and practical concept of management has recently become an object
of interest for domestic scientists and market practitioners.
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However, the attention of both Ukrainian and foreign researchers
is mainly related to the objects of industry, pharmaceutical manufacturing
and banking, public administration [1-8; 19-20]. Thus, M. Pieth considered
compliance as anti-corruption mechanisms [9], J. Wieland, R. Steinmeyer [10]
and S. Behringer [1] — as an effective tool for companies management.
Arguments for compliance control were made by L. Klyusko [5], T. Kobe-
leva [6], M. Dumitru [11] et. al. The need for control as an integral part of
the management policy of the national tourism system is mentioned in the
works by A. Mazaraki, M. Bosovska and others [12], as an element of crowd-
funding technology — N. Vedmid, M. Boiko, A. Okhrimenko [13].

There is reason to expand research on this issue because the hotel
industry is not sufficiently covered by the methodology of compliance.

The aim of the article is the development of theoretical and methodo-
logical provisions of the compliance control of the entities’ activities in the
hotel services market.

Tasks that outline the achievement of this goal are following:

« to define the definition and meaning of the concepts "compliance" and
"compliance control";

. to determine the perspectives of implementation of the compliance cont-
rol of the activity of domestic hotel business entity in the services market;

. to develop a methodology of compliance control for domestic hotel
business entities in the services market;

. to determine the directions of its application in hotel management.

Materials and methods. Methods of analysis and synthesis, scientific
generalization and induction were used, including generalization of scientific
literature on the content and functions of compliance and compliance control.

Results. Compliance (English: compliance — conformity; accordance)
means an action according to a request. In other words, compliance with spe-
cific activities of the company for internal or external requirements (laws,
standards, norms, regulations, instructions) [7, c. 13]. Compliance is also a part
of the management and control system for quality standards, corporate stan-
dards, compliance with legislation, regulations and etc. Therefore, comp-
liance control should be considered as a corporate image standard that the
company’s representatives are guided.

Today the hotel services market needs an upgrade of the requirements for
the material and technical base, internal and external control system, stan-
dardization of quality, given the fact that in the period from 01.01.2016 to
01.10.2019 the Certificate of Assignment of the Category was terminated in
96 hotels and Certificates of 14 entities will have been terminated by the end of
2019. In addition, to evaluate the extent of external independent compliance,
it should be noted that according to the Tourism Department of the Ministry for
Development of Economy, Trade and Agriculture of Ukraine at the beginning
of October 2019 hotel services of different levels of comfort offered 4719
accommodations [14]. However, only 341 of them have been certified. Their
categories are established: 5* — 41 (13.2 %), 4* — 122 (35.8 %) 3* — 123 (36.1 %),

66 ISSN 1727-9313. HERALD OF KNUTE. 2019. W 6




MANAGEMENT, MARKETING

2% — 33 (9.7 %), 1* =22 (6.5 %) [15] (figure 1). This situation requires
compliance in the course of service activities in the legal field, because
pursuant to Chapter 5 of Article 19 of the Law of Ukraine "About Tourism"
"...it is forbidden to provide accommodation services without a certificate
of establishment of the relevant category" [16].

3*%.36.1

Figure 1. Structure of Certified Hotel Business Entities, %

Source. authors based on [14; 15].

Implementation of external compliance control of hotel business entities
and creation of a system of compliance management will contribute to the
growth of the investment attractiveness and value of reputation capital, will
form the preconditions for improving the quality of services and maintenance in
accordance with corporate standards (figure 2).

Awareness of legal requirements, professional standards and etc.

Creating conditions for ethical corporate operations

Availability and compliance with the corporate standard

assessment of
complance risks

\ hedging and

insurance the risks

The system of compliance
control of the hotel
business entity

Compliance of the quality of hotel services

Development of personnel motivation system for compliance
with standards, standards of behavior, corporate standard

Figure 2. The compliance control functions of the hotel business entity

Source: authors based on [3; 19].
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At the same time, compliance goals can be summarized as follows [3]:

« monitor and enforce the fulfillment of legislative requirements;

« abide by provisions, professional standards and internal rules;

« to provide the expectations of consumers and stakeholders holding the
ethical conditions for the image and reputation of the hotel;

« hedging the risks and preventing the negative consequences and prob-
lems that arise in the process of realization of economic functions, etc.

Compliance control is based on compliance with legal requirements and
internal standards in accordance with ethical principles and norms. As a mana-
gement element, the compliance program is constructed in this order [3, p. 12]:

« implementing a culture and compliance policy at the hotel. At this
stage, goals and compliance risks are identified and experience of business
practices based on ethical principles are implemented;

« organizational and resource support of the compliance system;

. identification and assessment of economic risks;

. forming a profile of compliance management: documentation (provisions,
standards, instructions, etc.), directions of coordination and subordination,
methods and means of control;

« creating a system for reporting possible violations;

« conducting an internal review and disciplinary actions in the case of
a violation of company policies by hotel representatives.

To test the above hypotheses of formation the system of compliance
control in the activity of domestic hotels, we will construct a complex of
identities according to two criteria: ascriptive and activity related attributes
(figure 3). The first is the compliance prospects that a hotel receives regard-
less of its own actions, that is, under the influence of certification or stan-
dardization requirements; the second is characteristics that are driven by con-
scious and purposeful activity.

Activity related attributes

+ —

+ intensive ascriptive
Ascriptive
Characteristic

consecutive .
- ) unspecified
(consequential)

Figure 3. Types of compliance identity of hotel business entities

Source: authors based on [17; 18].

The types of identity of compliance control systems in domestic hotel
business entities are formed according to the criteria of ascriptive and acti-
vity related attributes (figure 3). To test this typology, the research were con-
ducted to determine the importance of certain attributes in compliance of
hotel entities with the exploratory factor analysis by the method of categorical
analysis of main components, which allows to quantify ordinal data in metric.
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The survey was conducted among a selection of certified hotel brands
(figure 1), including international chains, national chains and autonomous hotels.

The results table 1 confirm the validity of the distribution of identity
determination criteria of the types of compliance control, which demonstrates
the tendencies of the communicative environment in the hotel market, which
have been transformed into activity related attributes.

Table 1
Pattern matrix
o Factors
Criteria — -

ascriptive active
Certification of activity 0.43 0.44
Certification of quality of hotel services 0.4 0.25
Compliance of professional standards 091 —0.09
Compliance of corporate standards 0.1 0.72
Control of management methods and technologies —0.1 0.89

Source. authors based on [17; 18].

From the table 2 it follows that a consecutive type of identity is the
most common in the market of hotel services (72 %). It exists under the in-
fluence of trends and is also a consequence of market requirements, legi-
slative requirements.

Table 2

Distribution of hotels in Kyiv by type of compliance control identity

Type of identity % n
Intensive 6 1
Consecutive 72 18
Ascriptive 8 2
Unspecified 14 3
Total 100 24

Source. authors based on [17; 18].

The identity complex influences not only on the identification of the
hotel brand in the hotel services market, but also on the relationship system.

The identification of the compliance system should be considered
through the architectonics of the management system, which provides for
documentary and methodological support, within each business process
forms the procedures where compliance is applied (figure 4).

The main analytical method during the implementation of procedures
described on figure 4 is comparing consumer expectations with the real
level of service quality and maintenance, business partners — with corporate
reputation; owners and top managers — with goals.

That is why any control and evaluation entity is investigated not only
by itself but also by comparison with the best practices, desired results,
expected risks.
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MANAGEMENT
Staff:
Conformity: Personal qualities:
» Professional standards »  Stress resistance
» Behavioral standards *  Creativity
Availability: *  Independence
* Professional competencies *  Adherence to moral values

Compliance-control

[ Procedures ] Contr 011? oints Steps in the control process ]
in compliance:
+ * Control of management - -
* Documentary accountting methods and technologies 1. Selection of objects and
control * Quality of services and subjects of control
o Actual control maintenance
« Economic, financial, « Control of corporate | 2. Situations and risks forecasting |
managerial, operational- reputation and partnerships
cost analysis, etc. » Control of the sales 3. Using of standard and non-
o General and selective system standard methods for solving
control » Security system control situations and hedging risks
e Capitalization of results

4. Evaluation and capitalization of the
results of the compliance control

Figure 4. Methods of implementation of compliance control by hotel business entity
Source: authors based on [1-11; 19-20].

Each of these procedures has its own meaning and degree of impact
on the financial result. Therefore, an aggregation of control results should be
formulated to prevent the occurrence of risks. These results must be substan-
tiated in the conclusions, proposals and actual actions.

Thus, the implementation of compliance control into the hotel busi-
ness entity must be phased in. This ensures awareness of the relevance
of compliance policies, as well as meeting goals and functions of compliance
control i.e. to formulate a risk-oriented approach.

At the same time, the established internal standards and procedures
reflect the validity of key compliance risks that have a negative impact on
reputation, penalties and sanctions, costs of legal services, invalidity of cont-
racts, financial and intellectual losses, damages.

In view of the above, determining the type and probability of risk is an
important tool to minimize it and ensuring of financial and reputational
security in the hotel entity’s compliance control system (figure 5).

At the same time, the points of compliance risks in the hotel services
market could be the following:

* market conditions, political and economic situation in the location, in
the whole country;
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» change of legislation, tax burden;

¢ condition of the infrastructure of the hotel services market;

¢ condition of financial and investment markets, an investment attracti-
veness of location;
* volume of domestic and inbound tourist traffic, the tourist attractive-
ness of the location,;

* corporate reputation;

+ forms and systems of payment, financial discipline of consumers,
stakeholders;
* non-revenue generating departments of the hotel;

* loss-making departments that define and complement the aggregate
quality of the hotel service, the hotel category;

 the reputation and image of the hotel,

* information and security systems;

« staff, etc.

[

Type of risk

(definition of control points in compliance)

Y

The degree of risk exposure (R)

Y

Probability of risk (P)

Y

Aggregate risk (A =R x P)

Current items of compliance control

Y

Financial expenses and losses,
reputational losses (L)

Y

Residual risk (Rr=A —-L)

Y

Assessment, accounting, audit, results,
conclusions

Y

Evaluation of the risk management
measures implemented

Y

Assessment of the effectiveness of
compliance control

Figure 5. Compliance risk
management and accounting

Source. authors based on [1-11; 19].

These include macro risks that are
worth adapting to, and those that can
be minimized and insured. With regard
to internal risks, the management of
the hotel market entity should deve-
lop a system of control and response
with a proven methodology for deci-
sions. In other words, the manage-
ment of the entity determines the mea-
sures that should be taken to eliminate
and prevent deviations by applying
disciplinary actions and establishing
liability and/or subordination to legal
rules and legislation that require the trai-
ning and motivation of all departments.

Therefore, perfect knowledge
and compliance with behavioral and
corporate standards by employees and
owners of the company, understand-
dable to contractors, consumers and
society as a whole is the goal of comp-
liance control implemented in hotel
management.

This will help to establish long-
term partnerships, increase the sales
of hotel products, because comp-
liance with high standards in the
activity is a guarantee of quality of
services and maintenance, positive repu-
tation of the hotel business entity.
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The foregoing focuses on the compliance control of the hotel business
entity with respect to compliance with the requirements, standards and the
anti-corruption counteraction of the following directions (control points):

« availability of all permits for land management, construction, land-
scaping and ownership (joint ownership/management, business partnership);

« obtaining licenses, certificates of conformity, patents for copyright ideas;

- timely certification and assessing quality services and maintenance
criteria of the hotel’s activity for further assignment;

« effective hotel branding and naming;

« efficient logistics and transport: prompt transportation and
convenience;

« partnerships with stakeholders and consumers.

Public accent on the compliance of the hotel business entity will
improve marketing relationships and effectiveness of the activity in general,
and will generate positive reputational capital.

Thus, compliance is not only the right work from a legal and moral
point of view, but also a means of ensuring economic efficiency. For a hotel,
taking measures to limit the probability and impact of risks on infringement
of its corporate reputation, that may arise in the course of its activity is
a central part of an effective risk management system.

It is also a prerequisite for establishing a long-term trust relationship
with consumers, partners and counterparties. This is why compliance control
is a key business imperative in the domestic hotel services market.

Conclusion. The identified theoretical foundations of compliance
control form an analytical set of approaches to assessing of the economic
and social effectiveness of hotel entity management.

It has been proved that hotel business entities require a professional
approach to the formation and management of business processes in accor-
dance with the requirements of corporate cooperation and quality standards
of services and relationships, which ensure and make it possible to imple-
ment a system of compliance control.

It was found that certification and standardization of activities and
services was intensified among the accommodation establishments, which
is related to consumer safety and competitiveness issues within both national
and world tourism systems.

The identification of the level of compliance control allows to determine
the level of responsibility of the management system and controllability of the
quality system.

Analytical methods of formation and assessment of the level of comp-
liance control of the activities of hotel business entities (that were proposed for
the implementation of polled hotels) form a clear system of compliance with
standards, rules, requirements, etc., the evaluation of which will be the subject
of further research.
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bosew JI., I'onkano JI. Komnnaecnc-konmposns y 2omenbHomy oi3Heci.

Ilocmanoeka npobnemu. I[Tumanusa KOMAIAEHCY € OOHUM 3 HAUOLIbW AKMYATbHUX
numanb Ol ONEPAmopie 20MeibHO20 PUHKY Y 6CIX cihepax: HOPMAMUBHA NIOMPUMKA, AKICHb
nociye; kopnopamueHa penymayis. Komniacne — ye cucmema umoz ma ymos, po3poonena s
B8CMAHOBNIEHHS GIONOGIOHOCHE NPUUHAIMUM CINAHOAPMAM A Pe2lIAMEHMAM.

Mema cmammi — docrioumu 3micm i HanpaMU 30ilICHEHH KOMIIAEHCY Mad KOMN-
JIAEHC-KOHMPONIO Y OILIbHOCMI YO '€KMi6 20MenbHO20 PUHKY.

Mamepianu ma memoou. Buxopucmano memoou auanizy ti cuHmesy, HAYKOBO20
y3aeanvHeHHs ma iHOYKYii, 30Kpema y3a2aibHeHHs HAYKo8ol Jimepamypu wooo 3micmy ma
DYHKYIT KOMIIAEHCY A KOMIIAEHC-KOHMPOTIO.

Pesynomamu oocnioxcennsn. Komniacuc-KoHmMpoab € 8axciugo0 cKiad08oo cucmemu
VYNPABIIHHA NIONPUEMCMBOM, KA 3a0e3neuye ma eapanmye aKiCme nocaye i 8IOHOCUH MidC
€Y’ €EKMOM 20CNO0APIOBANHSL MA 6CIMA YYACHUKAMU 20menbHo20 punky. Komnnacnc-cuc-
mema NOSUHHA 6YMu He8l0 €MHOI YACMUHOIO MICII 2omeNbHo20 cyb €kma, 3aKia0eHo
Y C8I0OMOCTI KOIHCHO20 NPAYIBHUKA.
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Cy6’exmu 2omenbHO20 pUHKY nompebyloms npogecitino2o nioxody 0o gopmyseanHs ma
VIpAgniHHA Oi3Hec-npoyecamu 8i0NOBIOHO 00 6UMO2 [ MeHOeHYill KOPHOpamueHo20 CRigpo-
OimHUYmMea ma cmanoapmie sKOCmi nOCye i BIOHOCUH, WO 2aPAHMYE KOMNIAEHC-KOHMPOTb.

Hocuneno cepmupixayito i cmanoapmuszayito OisIbHOCMEI Ma Nociye ceped 3aKkiadie
PO3MIWEeHHs, NO8 A3AHUX 3 NUMAHHAMU Oe3neKU CHONCUBAYI8 MA KOHKYDEHMOCHPOMOIC-
HOCMI AK V HAYIOHATbHIL, MAK i C8IMOBIU MYPUCIUYHIL CUCTHEMI.

Bucnoeku. Busenennsa pieHs KOMIIAEHC-KOHMPONIO YMOMCIUGTIOE GUHAYEHHS DIiGHS
8i0no0gioanbHOCMi cucmemu YNpasniHHa ma Kepo8aHoCmi CUCEMOI0 AKOCMI.

Onucani ananimuuni Memoou (OpMy8aHHs Ma OYIHKU PI6HS KOMNIAEHC-KOHMPOTIO
OISUIbHOCMI 20MeNbHUX NIONPUEMCING QOPMYIOMb YiMKY CUCMEMY GION0GIOHOCME CMAH-
oapmam, npasuiam, GUMO2AM MOWO, GUSHAYEHHS epheKMUBHOCI SKUX CMAHe NpeoMemom
noOanLULUX O0CTIONCEHD.

Kniwouosi crnosa: rorejib, KOMIUIA€HC, KOMITJIA€EHC-KOHTPOJIb, KOMIIA€HC-PU3UKU.
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RISK MANAGEMENT MODELS

The basic business processes of the enterprise that are the basis for building a risk
management system are identified. The main components of the enterprise risk management
model have been established in accordance with the planning, operation and control of the
enterprise activity. Based on the proposed model, risk identification techniques and key
indicators that influence the performance of risk analysis and management at the enterprise
are identified.

Keywords: risk, risk management, model, business processes, risk analysis, impact
on risk.
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