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METHODOLOGICAL BASIS FOR ACCOUNTING
OF ENTITIES INTANGIBLE ASSETS MANAGEMENT

Abstract. The importance of methodological basis for accounting of entities intangible
assets management research is conditioned by the necessity of enterprise competitiveness insurance
in a way of the ability to react to the global challenges of the information economy.

The theory of accounting provides a useful account of how entities manage intangible assets
within their accounting system. Theoretical insight into the intangible assets accounting questions
on the levels of fundamental theories, theories that describe a particular area of reality based on the
fundamental theories and particular theories bordering on some empirical laws are appropriated
here.

The role of intangible assets management in entities activity has received increased attention
across a number of disciplines in recent years. Moreover, the issue of intangible assets management
has received considerable critical attention in practice of business accounting. At the same time,
despite numerous achievements in the field of accounting for intangible assets researches, there are
still various points of views at the peculiarities of accounting methodology.

In light of recent events in economic researches, it is becoming extremely difficult to ignore
the existence of intangible assets accounting methodology. The purpose of the current study is to
determine the approaches to define intangible assets both on theoretical and empirical levels and
methods of intangible assets accounting for further innovative development management as the
methodological basis for accounting process.

The paper considers the levels of intangible assets accounting questions. Inventory
procedures for intangible assets are researched. Scheme of the account 12 “Intangible assets” sub-
accounts transformation is developed. The principle of double-entry balance sheet approach to the
concepts of “intangible assets” and “intellectual capital” is discovered.

The systematic approach to accounting and analysis of entities intangible assets application,
determining the value of intangible assets is a prerequisite for the harmonization of the intangible
assets accounting in Ukraine and in the world.

Keywords: intangible asset, accounting for intangible assets, sub-account, intellectual
capital.
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METOJOJOTTYHI OCHOBH OBJIIKOBOI'O 3ABE3INEYEHHSA YIIPABJIIHHSA
HEMATEPIAJIbHUMHU AKTUBAMMUM CYB’E€EKTIB 'OCITOJAPHOBAHHSA
AHoramisi. HeOOXimHICTh  IOCTIDKEHb  METOJOJIOTIYHOT  OCHOBM  JUIS  BCICHHS
OyxrajaTepchbKoro oONIKy Ta yMpaBiiHHS HemaTepiaJbHUMH aKTUBaMH IMIIIPHUEMCTB O0OyMOBIIEHA
noTpeboro 3a0e3nmeueHHsT KOHKYPEHTOCHPOMOXKHOCTI MiANPHEMCTBA SIK CIOCOOY pearyBaTh Ha
ry100a1bHI BUKIUKY 1HPOPMAIIHHOT EKOHOMIKH.
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Teopis OyxranTepchkoro oOiKy 3abe3neuye JOCHIKEHHS MUTaHb CTOCOBHO NMHTAaHb, SIKi
CTOCYIOTBCS 3JIaTHOCTI CY0'€KTIB rOCIIOIapPIOBAHHS YIIPABISTH HEMAaTEPiaIbHUMH aKTHBAMHU y CBOTH
cucreMi  Oyxrantepcbkoro o0Oimiky. TeopeTudHi ysBJIEHHS CTOCOBHO MHUTaHb  OOMIKY
HeMaTepialbHUX AKTHUBIB MPOSBISIOTHCS Ha PIBHAX (yHIAMEHTANIbHUX TEOPil, TAaKUX TEOPid, AKi
JOCTIKYIOTh TIEBHUI aCIEeKT peaibHOCTI Ha OCHOBI (PyHJIaMEHTAILHUX TEOPIl, a TAKOXK OKPEMHUX
TEOpiii, SIKi MEXYIOTh 3 JESIKUMH eMITIpHIHUMH 3aKOHAMHU.

Ponp ynpaBniHHS HemarepialbHUMH aKTUBAaMHU B JISUTBHOCTI CYO'€KTIB TOCIIOAapIOBaHHS
oTpuMasia OUTbIIy YyBary MPOTATOM OCTaHHIX pokiB. KpiM TOro, mNUTaHHS yIpaBIIiHHSA
HeMaTepialbHUMH aKTHMBaMHU OTPUMAJIO 3HAYHHUH PO3BUTOK Yy MPAKTHILI BEICHHS OYyXIraaTepchbKOTo
0o0miky. BojHouac, mompu YHWCIEHHI JOCSATHEHHS B Taily3i OONiKy HeMarepiallbHMX aKTHBIB,
ICHYIOTH Pi3H1 MOTJISIIN 010 0COOTUBOCTEH METOI0JIOT 1T OyXTaJITepChKOT0 O0ITIKY.

VY CBITNII OCTaHHIX MOAIA B EKOHOMIlli HAJA3BHYAaWHO CKIAJHO ITHOPYBATHU ICHYBAaHHS
METOJ0JIOTiT OONIKYy HeMmaTepiaJlbHUX aKTHBIB. METOI HaIIoro JOCHIPKCHHS € BU3HAYCHHS
MIAXOIIB 10 OOTPYHTYBaHHS HEMaTepialbHUX aKTHBIB SK Ha TEOPETUIHOMY, TaK 1 HA EMITIPUIHOMY
pIBHAX, aHali3 METOAIB OOJIKy HeMaTepialbHUX AaKTUBIB IS TOJAIBLIOTO  YIPABIIHHS
IHHOBAIIHHUM PO3BUTKOM SIK METOJIOJIOTTYHOT OCHOBH JUISL OyXIraaTepChKOTO MPOIIECY.

Posrnspgarotreest muTaHHS  00ONiKy HemaTepianbHUX  akTHBIB. JlocmimkeHo —mporiec
IHBEHTapu3allii HemaTepialbHUX aKTHUBIB. BUSABICHO MpHUHIMIT MOJBIHHOTO 6aJaHCOBOIO MiAXOMY
JIO KOHIIETIIHA «HeMaTepialbHi aKTUBH» Ta KIHTEJIEKTYaTbHUN KaIliTa.

Busnaueno, mo cucTeMaTH30BaHMW MiAXig A0 OOMIKYy Ta aHaui3y 3acTOCYBaHHS
HeMaTepialbHUX aKTUBIB Cy0'€KTIB TOCIIOJapIOBAHHS € HEOOXITHOI YMOBOIO TapMOHI3allii 00IiKy
HeMaTepialbHUX aKTUBIB B YKpaiHi Ta y CBITi.

KaiouoBi ciioBa: HemarepialbHHI aKTHB, OOJIK HeMaTepialbHUX AKTHBIB, CyOpaxyHOK,
IHTENIEKTyaTbHHUI KaIliTal.
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METOJOJOTI'NYECKHUE OCHOBBI YYETHOI'O OBECIHEYEHMUS YIIPABJIEHUS
HEMATEPUAJIBHBIMU AKTUBAMU CYBBEKTOB XO31MCTBEHHOM
JAEATEJIBHOCTH

AHHoTamms. [lpuHasHavyeHO Uil HMCCIACIOBAHHMS  MOAXOJOB K  ONPEACICHHIO
HEMaTepHAIbHBIX aKTHBOB HA SMIIMPHUYECKOM M TEOPETHUYECKOM YPOBHSAX W METOJA MX ydera JUis
yIpaBjieHUsT WHHOBAIIMOHHBIM DPa3BHUTHEM, KaK OCHOBBI METOJOJOTHH y4eTa HeMaTepHaabHBIX
AKTHBOB, YTO CBSI3aHO CO CTAHOBJICHHEM YYETHOTO IpoIiecca.

KawueBble cjioBa: HeMaTepUAIbHBIN aKTHUB, y4eT HEMaTepHAIbHBIX aKTHBOB, CyOCYET,
MHTEJUICKTYaIbHbIN KalTuTal.

®opwmyi: 0; puc.: 3; Tadu.: 1; 6ubn.: 16.

Urgency of the research. Intellectual components and information are of great importance
for modern society development. Economic and social process modelling becomes an increasingly
important area in entities activity that is held both in short-term and long-term timeframe. Such
tendencies cause significant changes of views on nature and productive power of capital. The nature
and peculiarities of intangible assets management are among the key aspects of researches. This
allows foreign and Ukrainian researchers to define the importance of intangible assets for particular
entities, regions and countries development.

Target setting. The concept of intangible assets provides us a useful account of how entities
are able to manage their potential. Intangible assets are fast becoming a managerial instrument for
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further development alternatives choice. There is a need to create an entity accounting managerial
system that has been the subject of much systematic investigation.

Actual scientific researches and issues analysis. In general, accounting methodology is an
essential part in a wide range of scientific works of numerous foreign and Ukrainian scientists. In
particular, the theoretical features of entities intangible assets management accounting can be found
in scientific works of I. Blank, O. Galagan, O. Melnik, V. Osipova O. Mendrul, M. Danko, D.
Stechenko, S. Onyshko. There is also a growing body of foreign literature that recognises the
importance of accounting for intangible assets, in particular scientific works of E. Broking, L.
Edvinsson, P. Cleary, T. Stewart, R. Bowen, J. Commons, B. Cornell, G. Davies and others [1—38].

Uninvestigated parts of general matters defining. However, despite numerous
achievements in the field of accounting for intangible assets researches, there are various points of
views at the peculiarities of accounting methodology. In particular, there is a need to determine the
applied aspect of intangible assets accounting. This is what explains the need to identify and analyse
the methodological basis for entities intangible assets management accounting.

The research objective. The purpose of the current study is to determine the approaches to
define intangible assets both on theoretical and empirical levels and methods of intangible assets
accounting for further innovative development management as the methodological basis for
accounting process. The essence of double entry in accounting is researched.

The statement of basic materials. The concept of intangible assets accounting is changing
together with scientific and technical progress. One among famous Ukrainian scientists O. Galagan,
considering development of accounting theory, notes that “firstly, each accounting theory is a
collection of logically constructed considerations; therefore, each accounting theory construction
means those methods use, which give this theory a character of logically faithful considerations”. At
the same time, the scientist preferred the methods of formal logic, in particular, believing that the
application of observation, classification, deduction and induction, synthesis and analysis methods
is the key to “considering accounting theory as the scientifically constructed doctrine” [9, p. 13].

To date, the theoretical level of intangible assets accounting science have been represented
within the entities activity. In particular, such researches are able to be considered on the three
levels, namely: the level of fundamental theories, which are related to the most abstract and ideal
objects; the level of particular theories that describe a particular area of reality based on the
fundamental theories; the level of particular theories bordering on some empirical laws.

The fundamental level theories are connected with creation of a new approach to the
challenges solution, posed by the accounting of intangible assets, in particular: the identification,
measurement, registration, accumulation, synthesis, storage and transmission of information about
the entities activities to external and internal users for decision-making.

The middle level intangible assets accounting theories logically include theories that
characterize the fundamental theory components (theory of accounts, balance theory, the theory of
double entry, evaluation theory, reporting theory). Empirical theories express the continuity,
invariance of established essential properties, relations and trends of intangible assets accounting
development and act as a logical basis for explaining the phenomena that occur and predictions of
the future ones.

The basis for accounting theory is highly connected with determination of intangible assets
accounting subject. First of all, the requirements for each science subject definition are suitable
within intangible assets accounting determination, in particular: 1) the subjects are not the same
within different branches of science, there are only common objects; 2) the definition should
include the branch of science purpose and reflect its main essence; 3) definitions should contain the
basic specific principles of the science subject cognition, considering object peculiarities.

It is beyond the scope of this study to examine the two levels of scientific knowledge,
namely empirical and theoretical levels. The traditional approach to the empirical and theoretical
levels connection represents the dialectic side of such connection. Empirical researches, defining
new facts and dependencies, stimulate the development of theoretical knowledge. However, the
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empirical knowledge is the result of the previous theory self-development. Thus, the subject of the
intangible assets accounting is defined on two levels, namely: empirical and theoretical levels.

At the empirical level, the subject of entities intangible assets accounting is considered in
accordance with an appropriate definition that represented in the third article of the Law of Ukraine
“On Accounting and Financial Reporting in Ukraine”, the accounting and financial reporting
purpose [10]. The informational and methodical aspects of providing users with complete, truthful
and impartial information about the intangible assets of the enterprise are defined.

At the theoretical level, the subject of entities intangible assets accounting is considered as a
system of principles for measuring, evaluating, registering and aggregating information about
entities intangible assets. This allows identifying the patterns of innovative development and
entities accounting system operation that is oriented to intellectual property management.

The current stage of accounting evolution and entities management systems causes the need
to transform the accounting method into the instrument of enterprise value management.

Subject deployment of the method should be carried within a procedure that proves the
effect of the factors, synthesized in the method, into separate operations. In accordance with such
approach, the method provides regulation and control in the investigated activity, creates its logic.
The general method of cognition creation is impossible. Thus, all new discoveries require the
application of new methods and a new methodology of research.

The current paper proposes a new approach to intangible assets accounting method
implication for entities innovative development management purpose, namely it is represented as:
1) the system of intangible assets categories; 2) methodological instrument for intangible assets
accounting; 3) a set of principles, considering as procedural regulation of the methodology and
methodic for intangible assets accounting for the purpose of entities innovative development
management.

The elements of the intangible assets accounting assignment has to be connected with
accounting process stages:

The first stage means chronological and timely constant, systematic intangible assets
observation, namely: documentation and inventory. At the second stage, the measurement of
intangible assets through a single monetary measure is provided, in particular estimation and
calculation are held. The peculiarities of the third stage are registration and classification of data on
intangible assets changes in order to differentiate their types, including accounts and double entry.
The fourth stage means generalization of information about intangible assets for the purpose of
reporting, particularly balance sheet and statement.

To date, there is necessity to note that intangible assets management is impossible without
information support. Such information support is continuous in time and a specified within space.
Therefore, an improvement is due to the manual data fixing replacement and data of systematization
into automated and rather progressive one, which opens new opportunities for information
resources creation. This also brings together two basic requirements for information, namely its
efficiency and objectivity. In spite of above mentioned information, the balanced approach to
information resources with different types of documents on intellectual property rights becomes
important, taking into account their real role in the entity information potential.

Further research required to shed light on the mechanism underlying the use of typical
primary accounting forms that are fulfilled in accordance with the Procedure for the standard forms
of primary accounting of intellectual property objects within intangible assets use [11]. Besides the
standard forms of primary accounting, the additional forms of primary accounting are used to
register intellectual property rights objects [12; 13]. The additional forms of primary accounting are
fulfilled by the representatives of intellectual property units for the operational accounting of such
objects.

The analysis of primary documentation forms essence and content has shown that they do
not fully meet the accounting objectives. In particular, there are doubts about the usage of an
inventory card form Ne IA-2 (intangible assets), because the intangible assets object enters the
economic circulation on the basis of supporting documents of the ownership (or use) of the object.
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The fact of these objects receipt is drawn up by the act of introduction into the economic circulation
of the intellectual property object as intangible assets component (form Ne A-1). It can therefore be
assumed that there is a duplication of information in these documents, which does not facilitate the
simplification of the procedure for the accounting information formation.

Taken together, primary documents for intangible assets accounting have been developed
only for intellectual property objects. The other types of entities intangible assets are accounted in
accordance with standard forms for fixed assets accounting. Improvement in the primary accounting
of intangible assets should take place within the directions of the content capacity increasing during
the process of a specific form to ensure the reflection of all features of each object of intellectual
production development. The implementation of primary documents rational forms will facilitate
the adoption of managerial decisions, obtaining the necessary data for managerial accounting and
economic analysis. This will affect the reliability of intangible assets assessment.

The order of the standard forms for intellectual property objects primary accounting
application as the intangible assets component only partially solves the issue of “intangible” assets
displaying within the accounts. In general, this is a duplication of the primary documentation of
accounting for fixed assets. Therefore, the findings of this research provide for documents, which
are used for operations with intangible assets, the differentiation into three groups, namely: 1)
documents, confirming copyright and patent rights to intellectual property objects; 2) documents
that reflect the transfer of property rights to the use of intangible assets and that are confirmed by
licenses; 3) documents, confirming the emergence of contractual rights.

In order to simplify the inventory commission activity, an improved procedure for the
implementation of inventory procedures for intangible assets has been proposed (Figure 1).

< ORGANIZATION STAGE >

< L

1. Selection of intangible assets inventory objects and operational plan of inventory
preparation.

2. Selection and acquisition of the inventory commission, making requests with the
justification of the need to involve experts, as well as audit, consulting, valuation and other
organizations.

3. Inventory order issue.

4. Inventory commission members instructing.

—< TECHNOLOGICAL STAGE >

T
a . o B )
1. Implementation of legal, scientific, technical and economic analysis of inventory objects
by checking documents and information to define:
- intangible assets exclusive rights;
- intangible assets objects that are not exclusive rights objects;
- potentially defensive intangible assets objects.
2. ldentification of rights to discovered results subjects.
3. Development of recommendations on obtaining (registration) of legal protection for the
revealed results of creative activity and other objects of intangible assets and their use within

_.C RESULTING STAGE >

- L

1. Representation of recommendations in the inventory commissions protocols.
2. Approval of the decision on the inventory results.

3. Transfer of documentation to the entity that has appointed the inventory.

4. Inventory results representation in accountina.

Fig. 1. Inventory procedures for intangible assets
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Such approach to intangible assets inventory process provides:

- evidence of intangible assets existence and identification within accounting due to the
availability of relevant documentation;

- compliance of the reflection order within accounting of the results of intangible assets
objects testing;

- reliable presentation of data on intangible assets in accounting and financial reporting
achieved through the inventory procedures implementation;

- study of development areas and increase of the control function value for intangible assets
accounting through the transformation of the inventory concept in connection with the intangible
resources attraction into production process.

An important function is the assessment both as an element of the accounting method and
one of the most common, important and complex accounting procedures. The possibility of a
reliable assessment is a mandatory and unchanging criterion for the recognition of all accounting
objects.

Accounts are also an element of the accounting method, creating a system of entities
information management in the form of an integrated model of accounting information, namely an
account plan.

The detailed consideration of the account 12 “Intangible assets” and its subaccounts are
established in the Instruction on the application of the accounting plan of the enterprises and
organizations assets, capital, liabilities and business operations accounts [14]. The essence of
intangible assets is represented in National Accounting Regulations (Standards) (NR(S)AU 8) [15]
(Table 1). The particular objects do not represent the intangible assets category.

Table 1
Subaccounts of account 12 «Intangible assets» in accordance with Instruction on the application of
the accounting plan and NR(S)AU 8 «Intangible assets»

Subaccounts Intangible assets kinds
Rights to use subsoil, other natural resources,
121 ,Natural resources use rights” geological and other information about the

natural environment

Rights to use land, building, the right to lease
premises, etc.

Trademarks rights (marks for goods and
123 ,, Trademark rights ” services), rights for commercial (firm) names,
etc.

Rights for inventions, utility models, industrial
designs, plant varieties, animal breeds, layout
124 ,, Rights to industrial property objects ” | of integrated circuits, commercial secrets,
know-how,  protection  against  unfair
competition, etc.

Rights for literary and musical works,
computer programs, databases, etc.

Rights to conduct activities, use of economic
and other privileges, etc.

122 ,Rights to use property”

125 ,, Copyright and related rights ”

127 ,,Other intangible assets”

The Figure 2 represents an updated nomenclature of the account 12 “Intangible assets” sub-
accounts for the rights to intellectual property objects accounting in the context of separate groups,
which substantially approximate the accounting of intangible assets to the norms and principles of
the European Community.

Previous studies have found the essence of double entry in the accounting of operations with
intangible assets as an important and relevant point of the theoretical aspects of accounting and
analytical concept of intangible assets management. Overall, understanding the nature of intangible
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assets business transactions duality helps to overcome difficulties in the process of predictive
knowledge production and economic factors explanation. This is a basis for intellectual property
disposition or traditional ways incomplete explanation of already known facts of economic life
companies discovering.

ACCOUNT 12 «INTANGIBLE ASSETS»

4 N\

.| 121, Natural resources use | 391 ,,Natural resources use
rights ” rules”

\ 4

( ights t ) ( )
. 122 ,Rights to use i
> N — 392 ,,Rights to use

property property”
’ < > <

123 ,, Trademark rights ” 121 ,, Means of entity

42 >  — e >
5 individualization ” «—| £
g > < B
3 ( ights to industrial ) ” < 5
124 ,, Rights to industri ‘ . . o
E A o ———> 122, Rights of intellectual n
- property objects -
= L ) property, protected by 3
= - : N patents” «—] S
z | 125, Copyright and related 8
g : » \ J 2
rights ’ _ 3 2
L — 123 ,, Copy_rlght ’a,md related L
p _ rights ¢ ‘E
127 ,,Other intangible \ ) a
” e A o
" assets ) 124 ,Rights on scientific =

and technical information
objects”
. J
125 ,, Commercial secret ”
L J/ l
126 ,,Other intangible
assets” -«

Fig. 2. - Scheme of the account 12 “Intangible assets” sub-accounts transformation
Source: compared by author

Prior studies of the economic and accounting theories statements of double-entry of business
operations convince that double-entry origins is connected with a need to reflect the circle of entity
capital. In particular, V. Makarov devoted some attention to such position, underlining that business
operations double-entry is caused by “... the economic nature of changes in the value forms in the
process of economic means circulation” [16, p. 68].

The particular entities estimate their intangible assets and display them in the balance sheet
as non-current assets in the “Intangible assets” section. However, a lot of intangible assets are not
able to be fully estimated. As a rule, the intangible assets contain patents, licenses and business
reputation, owned by the company. In case of recognized and unrecognized in accounting
intangibles assets estimation and the absence of such estimation in the “Intangible assets” section,
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the assets value is growing by the fundamental value of recognized and unrecognized in accounting
intangibles assets.

If the assets value is growing at a particular amount, than the liabilities value of the balance
sheet should increase by the same amount. It is natural to add such amount to the intellectual
capital, which is a part of entities own capital intangible component (Figure 3).

Unidentified intangible assets \
/ Intangible component of own capital .
: \ (intellectual capital) :
: The growth of the fundamental values :
recognized in the balance sheet within
intangibles assets accounting / :

Identified in accounting intangible\ / Own capital in balance estimation
assets / K
Tangible \
and / Commitment
financial assets / K

———

Fig. 3. - The principle of double-entry balance sheet approach to the concepts of “intangible assets” and “intellectual
capital”

FUNDAMENTAL ESTIMATION

Source: compared by author

The Figure 3 shows that increasing the value of intellectual capital leads to . increase in
entities own capital, and, accordingly, to increase the value of the company for shareholders. This
approves that the concepts of “intangible assets” and “intellectual capital” represent two different
approaches to the same indicator. In particular, intellectual capital explains the position of source of
value creation, and intangible assets describe the position of value placement. In accordance with
above mentioned information, intangible assets and intellectual capital are to be considered as
equivalent and interchangeable, identical concepts that arise depending on the phase of the
advanced in the intellectual property rights capital circuit.

Conclusions. In summary, these results show the importance of following facts and
activities:

1. Application of the systematic approach to entities intangible assets accounting and
analysis, determination of the intangible assets value.

2. The importance of harmonization questions, including of the intangible objects in Ukraine
and in the world accounting and legal regulation of operations with intangible assets harmonization.

3. Problems of the techniques of intangible assets accounting and analysis modernization,
optimization of the accounting and analytical service organizational structure, taking into account
the intellectual activity results within knowledge economy, improvement of accountants and
analysts qualification and competencies in the part of intangible assets accounting and analysis.

4. Ability to establish universal accounting criteria for the intangible assets identification
and evaluation, ensuring a rational process of accounting for intangible assets and these objects
managing. Accounting procedures should provide accurate and complete information about the use
of intangible assets in the entity economic activity.
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5. Separating the process of managing unidentified intangible assets as an independent
functional subsystem.

6. Development of methods for analysing the efficiency of intangible assets use, which will
help to form the strategy of entity innovation development.
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