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Introduction 
 

The end of the twentieth century in Poland brings significant social and 

economic changes. The process of rebuilding the economy and the business 

law including changes of the law on accounting. Reconstruction of 

accounting goes towards adapting it to the needs of the market economy. At 

the same time there is a need to harmonize it with international law. 

Currently in Poland, functioning of accounting is primarily regulated by the 

Act on Accounting and International Financial Reporting Standards. 
The team of the Department of Accounting, Faculty of Economics, 

University of Maria Curie-Sklodowska University in Lublin also joined in 
the process of improving and promoting innovative solutions in accounting. 
Research is carried out to enrich the theory and practice of accounting. This 
results in numerous elaborations. Selected topics are presented in shown 
monograph. The choice of subject was purposeful. We want to present the 
main problems with which accounting has to do in Poland, and which, we 
believe, will also find interest in Ukraine. 

Prof. dr hab. Henryk Ronek 
 
The system of accounting and financial analysis in Ukraine has 

undergone significant changes at the late XX – early XXI century in 
connection with the formation and development of market relations. It 
therefore requires the identification of the national accounting system status 
and current problems. Considering the fact that Poland is a member of the 
EU and has a significant experience in the theoretical principles and practice 
of accounting development in a market economy, it is important for 
Ukrainian scientists and practitioners to study it. 

The scientists of the accounting and audit department of the National 

University of Water Management and Nature Resources Use for a long time 

are working on the scientific approaches and practical aspects of financial 

accounting and analysis improving according to the Law of Ukraine "On 

Accounting and Financial Reporting in Ukraine". 

We hope that the monograph of our scientists and scholars 

of the Department of Accounting, Faculty of Economics, University of 

Maria Curie-Sklodowska University in Lublin will be interesting for 

scientists of Ukraine and Poland, and will contribute to the improvement of 

financial accounting and analysis. 

 

Prof., Doctor of Economics Inna Lazaryshyna 
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І. VALUATION AND PRESENTATION OF SELECTED 

ASSETS AND LIABILITIES AT THE UKRAINIAN AND 

POLISH ACCOUNTING LAW 
 

1. 1. INTANGIBLE ASSETS AND FIXED ASSETS IN POLISH 

BALANCE SHEET AND TAX LAW 
 

Since 1995, in Poland, a discrepancy has existed between the regulations set 

forth in balance sheet law and in tax law concerning the notions of intangible 

assets, as well as other fixed assets. Therefore, there is a need to indicate the 

differences between the interpretation of the categories that exist both in balance 

sheet law, as well as tax law. In addition, there is a need to explain the issues 

concerning the formulation and evaluation of the value of intangible assets, as 

well as other fixed assets in accounting books and in financial reporting. 

Moreover, light must be shed on the tax issues related to these assets. 

 

 

1.1.1. The notion and classification of the value of intangible and legal 

assets, as well as fixed assets 
 

 

During conducted business activities, an enterprise uses various financial 

resources. Their volume and structure is determined by the kind, size and scope 

of the realized tasks. The condition for formulating financial resources in 

ledgers and presenting them in assets of the balance sheet, is the fulfillment of 

the criteria arising out of the definition of assets that are understood as 

financial resources controlled by the entity of credibly specified values. These 

have emerged due to past circumstances, and are supposed to cause the 

inflow of economic profits to the entity
1
. 

The resources indicated in a balance sheet are divided into two groups: fixed 

assets and current assets. Legislation defines in detail the concept of current 

assets, while the assets which are not included in the notion of current assets, 

are specified as fixed assets. Generally, fixed assets constitute that part of the 

                                                           
1 Article 3 item 1,12 of the act as of 29 September on accounting (Journal of  laws, 2002, No. 76, 

item 694, as amended), abbreviation: "u.r.". 
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assets of a entity which will be used by it for a longer time period than 12 

months since the balance sheet day. 

In a balance sheet, fixed assets are divided into: 

I.  Intangible assets 

II.  Tangible fixed assets. 

III. Long-term receivables. 

IV. Long-term investment 

V.  Long-term accruals and prepayments. 

The Accounting Act defines intangible assets as those acquired by an entity. 

Those which are classified as legal fixed assets, are property rights suitable for 

economic use, of an anticipated period of economic usability longer than a 

year, and which are assigned for the needs of an entity. Fixed assets which are 

defined as tangible fixed assets and are equal to them, are of an anticipated 

period of economic usability longer than a year. Moreover, these are 

complete, usable and assigned for the needs of an entity
2
. 

The study of the definition of the value of intangible assets, as well as fixed 

assets allows for finding common elements. Both definitions provide for an 

anticipated period of economic usability longer than a year, as well as their 

designation of the needs of an entity. 

Assets which are accounted for the intangible assets of fixed assets, at 

the moment of conducting such a qualification, must be characterized by an 

anticipated period of economic usability longer than a year. This is a period in 

which, according to the assumptions, the intangible and legal asset or the fixed 

asset will be used. This in turn will bring economic profit. What is more, the 

entity will decide itself how long to use a given asset. Thus, if an entity 

acknowledges that the period of using a given asset is shorter than a year, 

the expenses for purchasing it should be accounted for as expenses in the 

reporting period. 

A second condition, which should be fulfilled both by the intangible 

assets, as well as fixed assets, is their designation for the need of an 

entity. This should be understood in such a way that these assets are 

crucial for the entity to pursue the operational activity specified in the 

agreement or articles of association, etc. Using intangible assets or fixed 

assets for the operating cash flow brings profit. However, this cannot be 

                                                           
2 Article 3, item 1,14 and 15 "u.r.". 
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solely attributed to intangible assets, as well as fixed assets, because 

acquiring such profit is also concerned with the use of other assets. This is 

the aspect that differentiates intangible assets, as well as fixed assets of 

functional nature, from those which are of a non-financial investment 

nature acquired for the purpose of gaining other than economic profit. 

A specific criterion relating solely to fixed assets is their 

completeness and usability. Attached to the listing of fixed assets, are 

only those assets which are introduced as being ones that are complete 

and usable, i.e. those which could be used in accordance with their 

intended use. Objects under construction, being assembled or being 

enhanced are not deemed as being fixed assets, but are fixed assets under 

construction. Moreover, they cannot be treated as being the completed 

fixed assets of an entity if they constitute equipment of the object under 

construction. This last is an object which is still not accepted as being at 

a useful stage. It is only when this object, as a whole, is handed over for 

use as complete and usable asset, that is it is in a condition suitable for 

the needs of conducted business activity, together with fixed assets, that 

the machines and appliances could be accounted for. However, they must 

first fulfill the requirements of being fixed assets. Assets that are out of 

order, damaged or not performing the basic tasks for the purpose of 

which they have been purchased, cannot be deemed as fixed assets. 

The ability to be of economic use, constitutes in turn, the condition 

pertaining solely to intangible assets. This means that only such property 

rights are classified as being suitable for use by an entity conducting a 

business activity. 

According to the Accounting Act, intangible assets constitute in 

particular
3
: 

1) author's copyrights, neighboring rights, licenses, concessions, 

2) rights to inventions, patents, trade marks and utility models and 

decorative patterns, 

3) know-how. 

Intangible assets are also classified as acquired goodwill and the costs 

of completed development works. 

                                                           
3 Article 3, item 1,14 "u.r.". 
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Copyrights in subjective, means the sum of rights of a creator to a 

work created by him. Those rights are divided into moral and economic 

rights. The subject matter of the interest of accounting, constitutes what 

are deemed 'economic copyrights'. These are transferable economic 

rights, and are expressed as exclusive rights to use a work and manage it, 

as well as being paid for using it. These rights can be acquired by way of 

succession or upon an agreement. 

Neighboring rights, as with copyrights, are subject to regulation in the 

act, as of February 4, 1994, on copy right and neighboring rights
4
. 

Among the neighboring rights, the act enumerates: the rights to artistic 

performances, rights to phonograms and videograms, and the rights to 

radio and TV broadcast. Thus, as it can be seen, the protection arising 

out of the provisions concerning neighboring rights, refers to the rights 

of artists, performers, producers, and radio, as well as TV organizations. 

The essence of a license agreement is the granting by the entity who 

enjoys the exclusive right to some kind of a good of intangible nature, 

the authorization to use this right, to another entity, as agreed by the two 

parties. The subject matter of license agreements are above all, intangible 

assets. 

These are referred to in the act on copyright and neighboring rights, 

as well as in the Act on Inventions. 

Concessions, i.e. entitlements by an individual, pursuant to separate 

provisions, of specified kinds of mostly economic activity, and which allow the 

individual to enjoy the profits from it, as in the amended Accounting Act, 

constitute a separate category within the categories of intangible assets. The 

issues of acquiring the rights to inventions, patents and trademarks, utility 

models and industrial designs as intangible assets, are shaped in a similar 

way as in the case of copyrights and licenses. These concepts are explained 

and discussed by the act on industrial property rights. 

The notion of know-how is understood as being a specific technical or 

technological knowledge of confidential nature, in the field of industry, trade, 

science or organization. The rights to use this knowledge may be subject to 

trading. An entity may acquire the rights to use the rights of know-how by 

way of, e.g. a purchase, license or non-cash contribution. 

                                                           
4 Act as of February 4, on copy right and neighboring rights (Journal of Laws, as of 2000, No. 80, 

item 904, as amended). 
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The costs of completed development works conducted by an entity for its 

own purposes, borne before the commencement of production or the application 

of a technology, are classified as intangible assets, according to the 

Accounting act. This is as long as
5
: 

 the product or the technology of manufacturing are strictly specified 

and costs concerning their development works are credibly specified; 

 technical usability of the product or the technology had been stated and 

properly documented, and upon such a basis, the entity arrived at the 

decision to manufacture these products or use such technology; 

 costs of development works will be covered, according to predictions, 

by revenues from the sale of these products or the use of the technology. 

Costs of development works not meeting those conditions will be 

classified as being remaining operating costs, at the moment of their 

making. 

The Accounting act has also defined the notion of 'goodwill'. 

Accordingly, goodwill constituted the remainder between the purchase price 

of a given entity or its organized part, and lower than the fair value of accepted 

net assets. If the price of the purchase of a given entity or its organized part is 

lower than the fair value of accepted net assets, then the remainder constitutes 

a negative goodwill
6
. 

With reference to fixed assets, the Accounting Act names
7
: 

 real property - including land, the right to perpetual usufruct, buildings 

and structures, as well as premises being a separate property, housing 

cooperative member's ownership rights to residential premises, housing 

cooperative member's ownership rights to commercial premises; 

 machines, equipment, means of transport and other things; 

 improvements in third party fixed assets; 

 live stock. 

The definition of fixed assets, within the group of real property, includes in 

its scope three rights, which before 2002, were included in the category of 

intangible and legal rights, i.e.: the right to perpetual usufruct, housing 

cooperative member's ownership rights to residential premises and housing 

                                                           
5 Article 33, item 2, "u.r.". 
6 Article 33, item 4 "u.r." 
7 Article 3, item 1,15 "u.r.". 
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cooperative member's ownership rights to commercial premises. As real 

property, according to the above given definition, not only are whole buildings 

and structures classified as 'stock buildings', but also are their component parts, 

such as premises bought in a third party building. 

Among productive fixed assets, a particular role is played by the machines 

and equipment by which, in the manufacture process, the subjects of labour 

are transformed into products. Means of transport also play an active role 

in business activities. 

The notion of improvement refers solely to fixed assets, and does not include 

intangible assets. This may refer to own fixed assets or be performed in third 

party fixed assets. 

The basic characteristics of improvement constitutes its final effect, the 

increase of the usable value of the asset, in comparison to the usable value of 

using this asset. If a given undertaking does not lead to an increase of the usable 

value of an asset, then it constitutes a refurbishment. The cost of the 

refurbishment only brings back the primary technical state of a fixed asset. The 

boundaries between a refurbishment and improvement are often unclear, thus 

in disputable and doubtful matters, we must refer to the opinions of experts. The 

cost of refurbishment burdens the cost of a given reporting period, and if it 

constitutes a significant amount, then it can be settled in time, while the value of 

improvement will be systematically charged against costs in consecutive 

reporting periods by means of amortization. 

In the case of the improvement of an own fixed asset, the borne costs of 

improvement increases the primary value of the asset, expressed in the price of a 

purchase or the manufacturing cost. If the improvement is performed in a third 

party fixed asset, then the incurred costs of improvement will constitute a 

separate fixed asset, indicated in the records as being a separate stock object. 

The improvement in third party fixed assets forms a peculiar ownership 

arrangement. This is because the entity performing the improvement in a third 

party fixed asset, becomes the owner of the improvement. This is treated as a 

specific fixed asset. This comes about by means of this entity bearing the 

costs of improvement, while the owner of the asset, which had been 

enhanced, is yet another entity
8
. 

                                                           
8 I. Olchowicz, Improvements (investments) in third party fixed assets ccording to balance sheet and tax law, 

„MШЧТЭШr RКМСЮЧФШаШ МТ Т FТЧКЧsяа" NШ. 5, 2003, p. 4. 
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The list of fixed assets also include animal life. These items are jointly 

defined as being "live stock". Of course, not all animals are deemed as being 

'fixed assets', those remaining are qualified as being 'current assets'. Fixed assets 

include: draught animals, bovine animals (cows and breeding bulls), breeding 

horses, swine (sows and boars), sheep (dams and rams), animals in circuses 

and animals in zoos. Animal life from purchase for re-sale within a country or 

for export, will be indicated as being 'commodities', while animals purchased 

for slaughter for the purpose of acquiring raw material for manufacturing 

butcher products are deemed as being 'materials'. Moreover, animals coming 

from purchase or from own home growing for fattening, constitute 'products'. 

Similarly treated are fur animals, swarms of bees and all young battening 

animals. The equivalent of domesticated animals, such as dogs and cats, that 

are possessed by an entity, is charged against the prices of their purchase in the 

costs of operating activity. 

Fixed assets used in the business activities of enterprises are classified 

according to various criteria, depending on set aims. From the accounting 

standpoint, the most useful are two criteria of the division of fixed assets, i.e.: 

balance sheet criterion, generic criterion 

According to balance sheet criterion, fixed assets are divided into the 

following groups: lands (including right to perpetual usufruct) buildings, 

premises (including housing cooperative member's ownership rights to 

residential and commercial premises, as well as civil engineering 

facilities, technical equipment and machines, means of transport, other 

fixed assets. 

Based upon the generic criterion prepared by the Classification of 

Fixed Assets, which had been presented in the regulation of the Council 

of Ministers as of December 10, 1999
9
, fixed assets are entered to book-

keeping records by means of division into groups, subgroups and kinds. 

This qualification differentiated ten diverse groups of fixed assets: 

0 - Lands, 

1 - Buildings and premises, 

2 - Civil engineering structures, 

3 - Boilers and power machines, 

                                                           
9 Regulation of the Council of Ministers, as of December 30,1999, regarding  lassification of Fixed 

Assets (Journal of Laws No. 112, item 1317 as amended). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

14 

4 - Machinery, equipment and appliances of general use, 

5 - Specialist machines, equipment and appliances, 

6 - Technical equipment, 

7 - Means of transport, 

8 - Tools, appliances, movables and equipment, 

9 - Live stock. 

Apart from the documentation, evidence and reports of the generic 

arrangement of fixed assets is also used for tax purposes. The provisions 

concerning depreciation use the symbolic of generic classification. 

According to these symbols, the assignment of a fixed asset to a given 

depreciation takes place in the list of yearly depreciation rates attached to 

Acts on income tax. 

The issue of intangible assets, similarly to the issue of fixed assets, 

rests mostly from the point of view of their depreciation for tax purposes. 

Since January 1, 2001, this is regulated by two legislative acts: 

1) Act of February 15, 1992, on Corporate Income Tax
10

; 

2) Act of July 26, 1991, on Personal Income Tax
11

; 

The accepted solutions in both mentioned legislative acts are very 

similar to each other, and in most cases, even identical. 

The Acts on Corporate Income Tax and Personal Income Tax divide 

into groups, the intangible assets, as well as the fixed assets according to 

the criterion of being subject to depreciation and the ability to charge 

these against the tax deductible expenses. Therefore, the legislator in 

both tax acts, distinguishes above all, whether intangible assets and fixed 

assets are subject to and not subject to, depreciation. Such a division has 

been presented in the further part of the publication concerning the 

notion of depreciation. 

Major differences arising out of balance sheet and tax approaches to 

the intangible assets are the following: 

1) A different list of intangible assets exists as mentioned by the 

Accounting act and the act on corporate and personal income tax. The 

tax act specifies among intangible and legal rights: housing cooperative 

                                                           
10 Act of February 15,1992, on Corporate Income Tax (Journal of Laws 2000, No. 54, item 654, as 

amended), hereinafter referred to as "u.p.d.o.p.". 
11 Act of July 26,1991, on Personal Income Tax (Journal of Laws 2000, No. 14, item 176, as 

amended). 
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member's ownership rights to residential premises and housing 

cooperative member's ownership rights to commercial premises, as well 

as the right to perpetual usufruct. In the Accounting act, such rights are 

included in fixed assets; 

2) The depiction of concession in the Accounting Act. There is no 

such a title in the list of intangible assets in the tax act. According to the 

explanations of the Ministry of Finance, from the point of view of tax 

law, the acquisition of a concession constitutes tax deductible expenses 

at the moment of its bearing; 

3) There is no right to a detached house in the housing cooperative in 

the list of intangible assets in the Accounting Act, however, this is 

included in the tax act;  

4) There are in the balance sheet files, third-party intangible assets 

controlled by the entity and bringing to it economic profits. 

One should also pay attention to the different approach to the definition of 

fixed assets from the point of view of tax law, and the previously discussed 

balance sheet law. Having thoroughly analyzed both definitions, one may 

arrive at the conclusion that sometimes one should maintain two records of the 

fixed assets, one for balance sheet purposes and one for tax purposes. And thus, 

in the Accounting Act, as fixed assets, the following are classified: 

1) investments in real property; 

2) facilities transferred by the financing entity into financial leasing, if from 

the accounting point of view this is a rent, a lease or an operational leasing. 

Whereas, from the tax point of view, fixed assets constitute the following: 

1) the right to perpetual usufruct, housing cooperative member's rights 

to residential premises, and housing cooperative member's ownership rights to 

commercial premises. Within the meaning of tax law, these constitute 

intangible assets; 

2) live stock is not classified as fixed assets by tax law. It follows from 

this that the tax-payer for the purposes of accounting, will include live stock as 

fixed assets, having fulfilled the other conditions for classifying them to this 

group, while for tax purposes they will be included as current assets; 

3) facilities taken over by the user in form of a financial leasing if from tax 

point of view, it is of a hiring, a leasing or an operating leasing nature. 

It should be also pointed out that the Accounting Act does not set any value 

benchmarks entitling an entity to classify an asset as intangible or as legal 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

16 

assets or as fixed assets. This does not, however, mean that an entity should 

treat identically all assets fulfilling the criteria included in the definition of 

examined assets. According to the acts on corporate income tax and personal 

income tax, an entity may not classify as fixed assets and as intangible assets, 

items whose initial value does not exceed PLN 3500. The expenses borne for 

their purchase (and in the case of fixed assets, also for their manufacture) 

constitute tax deductible expenses in the month of their commission. Adopting 

such a solution for balance sheet purposes should respect the principle of 

essentiality, and be expressed in establishments concerning the corporate 

charter of accounts of an entity. 

 

 

1.1.2. The valuation of intangible assets, as well as fixed assets 
 

 

The valuation of fixed assets and intangible assets is specified by the 

assignment of a value expressed in money. This can include both the full value 

of a given asset, and the value less consumption. Its basis can constitute the 

volume of borne, historic costs of manufacture or current costs of 

reconstructing such an asset: the so called 'value of replacement'. Additionally, 

each of these measures may be expressed in current or comparable prices.
12

 

Application of various methods results in various measures of fixed assets: 

1) initial value - is a sum of actually borne costs for the purchase or 

manufacture of a given asset. This may constitute the stock value, i.e. the book 

value according to which it is included in accounting books; 

2) residual value (liquidation value) - anticipated value of a given asset 

which can be acquired by the entity by way of sale or liquidation, after the 

expected expiry of a lifetime, taking into account of liquidation costs; 

3) replacement value - is the total value of monetary assets which the 

entity must assign for the replacement of the used fixed assets, with new ones 

of the same technological properties, according to current prices; 

4) fair value - is the market value of a given or a similar asset, including 

possible distinctness, as established by an expert. Where there is a lack of 

active market for a given asset, it is possible to apply a corrected historical 

                                                           
12 T.Martyniuk, Tangible fixed assets, valuatiШЧ КЧН rОРТsЭrКЭТШЧ, ODDK, GНКńsФ 1998, p. 37. 
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price or to forecast discounted cash flows.
13

 

In Poland, the basis of regulations concerning the principles of valuation of 

fixed assets and intangible assets, both current, during the financial year, and 

as of the balance sheet date, is the Accounting Act. The record of fixed assets 

is maintained as accounts" fixed assets" and "depreciation of fixed assets". The 

entry of these into the record takes place upon a proper accounting proof. This 

must confirm among other notions, the date of commissioning, as well as 

an assertion of its completeness and usability. 

Fixed assets are entered into the record according to their initial value. This 

value constitutes the basis for calculating depreciation. This means the gradual 

consumption of a given asset. Starting from 1995, both the valuation and 

depreciation of fixed assets is differently regulated in balance sheet and tax law. 

The manner of establishing the initial value depends on the manner in which 

the entity came into its possession. In most cases, i.e. paid acquisition, the 

initial value constituted the price of acquisition. The Accounting Act defines this 

concept as the price of purchase of an asset, including the amount due to the 

seller, without tax. This is however, subject to deduction on goods and services 

and excise duty tax, and in the case of import, plus costs of public-legal 

character, and plus costs directly related to the purchase and adaptation of an 

asset to an usable state. This may also include the costs of placing on the 

market, together with transportation costs, as well as the costs of loading, 

unloading, storing or introducing the item to the market, and less discounts, 

rebates and other similar deductions and reuses
14

. As regards the provisions of 

the Act on Income Tax, the definition of the price of acquisition is the amount 

due to the seller, plus the costs related to the purchase calculated since the day 

of handing over the fixed asset for use. In particular, this includes the plus costs 

of transportation, loading and unloading, the insurance during the 

transportation, the costs of assembly, notarial, fiscal and other fees, interest and 

commission. However, this is less the tax on goods and services, except for cases 

when, according to separate provisions, the tax on goods and services does not 

constitute the input tax, or the tax payer is not entitled to the decrease of the 

amount of due tax by the input tax, or the return of the remainder of the tax 

                                                           
13 T. MКrЭвЧТЮФ, TСО КММШЮЧЭ ШП НОprОМТКЭТШЧ ШП ПТбОН КssОЭs ТЧ КЧ ОЧЭОrprТsО, ODDK, GНКńsФ 2008, 
p. 28-31. 
14 Article 28, item 2, "u.r.", 
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within the meaning of the act on tax on goods and services. In the case of 

import, the price includes the duty and excise duty tax on import of assets.
15

 

Where the fixed asset has been manufactured by the entity itself (deemed 

'oneself), its initial value is established at the level of the costs of its 

manufacture. 'Manufacture by oneself means the entity has been involved in 

both the commissioning of the result of production activity, i.e. the finished 

product, and the result of the investment activity. According to the balance 

sheet law, the manufacturing cost in the first example, includes those costs 

directly related to a given product and those which are a justified part of the 

costs indirectly related to its manufacture. Direct costs are composed of: 

 the value of used direct materials; 

 costs of acquisition and processing directly related to production; 

 other costs borne due to bringing the assets to the shape and place in 

which it is at the date of valuation. 

Changeable, indirect costs of production and that part of the fixed 

indirect costs of production, which are equivalent to the level of those 

costs at a normal use of capacity, are classified as a being justified, 

proper to the period of manufacture of a product, and part of the indirect 

costs. The normal level of capacity is an average, consistent with the 

expectations that arise in typical conditions, at a typical volume of 

production, for a given number of periods, including the planned 

refurbishments. The costs of manufacture correct the liability service 

costs that are incurred for the purpose of financing the production of a 

fixed asset, Related to this are exchange rate differences, less revenue 

thereof, as well as the undeductible tax on goods and services and the 

excise duty tax. The interest on liabilities and exchange rate differences, 

both at the price of purchase and in the case of the manufacture cost, 

shape the initial value of the fixed asset, but only for the period of its 

realization until the date of its commission. However, the manufacturing 

cost does not include: 

- costs being the consequence of not-used capacity; 

- costs of general management; 

- costs of storing the products; 

- costs of sale. 

                                                           
15 Article 16g, item 3 "u.p.d.o.p.". 
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Those costs burden the outcome in the period in which they were 

borne.
16

 

According to the Accounting Act, the initial value of fixed assets 

acquired from the investment activity, defines the manufacturing cost. 

This includes the total costs borne by an entity, for the period of 

construction, assembly, adaptation and improvement, until the date of 

commissioning. The manufacturing cost, therefore includes, but is not 

limited to: 

 non-deductible excise duty tax on goods and services; 

 liability service costs incurred for the purpose of their financing, 

and related to this, exchange rate differences, less the revenue thereof. 

The Act on Corporate Income tax defines the manufacturing cost and 

the value, in the price of purchase, of the fixed assets used for 

manufacture. These include: tangible fixed assets and used third-party 

services, costs of remunerations for works, together with related, and 

other costs which could be classified as part of the value of the created 

fixed assets. To the costs of manufacture, the following are not included: 

general costs of managing, costs of sale and other operational costs and 

costs of financial operations, in particular the interest on loans (credits) 

and commissions, excluding interest and commissions as of the date of 

commissioning the fixed asset.
17

 

If it is not possible to establish the price of purchase or the 

manufacturing cost of a fixed asset, then it is valued according to the 

price of net sale of the same or a similar object. Such a manner of 

valuation is used, for example, in the case of receiving a fixed asset in 

the form of a donation or contribution in kind. The attainable price of its 

sale is the price of the net sale in view of the Accounting Act, without, 

however, the tax on goods and services and excise duty tax. This is also 

less discounts, rebated and other reductions and costs related to the 

adaptation of the asset to sale and conducting of sale, plus the due 

specific subsidy.
18

 

When there are significant problems with the establishment of a 

selling price of a fixed asset, fair value should be established in a 

                                                           
16 Article 28, item 2, "u.r.". 
17 ArtiМХО 16Р, ТЭОЦ 4 „Ю.p.Н.Ш.p.". 
18 ArЭТМХО 28, ТЭОЦ 5 „Ю.r.". 
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different manner. For example, it should be based on an independent 

expert valuation or it should be estimated as the difference between die 

current price of purchase and the manufacturing cost and actual state of 

consumption. The general definition of fair value defines this as an 

amount into which a given asset could be converted, and the liability 

regulated. This is subject to terms of the market transaction between the 

interested party and the well informed. These entities must be non-related 

with each other's parties.
19

 

If there is a transformation of the legal form of the business entity, for 

example, the conversion of a state enterprise into a company wholly owned 

by the State Treasury, or a limited liability company into a joint stock 

company, or the other way round, and also when mergers or divisions of 

business entities have occurred, where, as a result of this transformation, 

division or merger, the resulting entity assumes all rights and liabilities of the 

transformed, merged or divided entity, the initial value of the fixed assets is 

established in the amount of the initial value specified in the records of the 

entity that has been subject to the transformation, merger or division. 

The initial value of a fixed asset used in the conducted activity may be 

subject to increase by way of its improvement or through updating its 

valuation. Due to the improvement, the value of such an asset becomes higher 

than at the moment of its commissioning. The usability value may be 

measured by the period of usability, capability, quality of products acquired 

by means of such asset, the costs of operation and other measures.
20

 By the term 

'improvement', the legislator understands." 

a) alternation - improvement of the existing state of a fixed asset; 

b) outward extension - extension of assets; 

c) modernization - upgrading fixed assets; 

d) reconstruction - rebuilding completely used or partially used fixed assets; 

e) adaptation - adjustment of a fixed asset for use in a different manner than 

its initial designation. 

In the Act on Income Tax, there was also an entry defining the minimum 

amount of such expenses. In accordance with this, what could be deemed as 

improvement must exceed in value, the amount of PLN 3500 in a given financial 

                                                           
19 ArЭТМХО 28, ТЭОЦ 6 „Ю.r.". 
20 ArЭТМХО 31, ТЭОЦ Х„Ю.r.". 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

21 

year.
21

 In contrast to improvement, repair is understood as being the 

maintenance or restoration of the initial technical and usability state of a given 

fixed asset. In the case of repair, total expenses are enlarged by costs of the 

activity of an entity. 

The increase of the initial value of a fixed asset due to the update of the 

valuation is caused by a situation when such a value, due to inflation, is in time, 

lowered. Such a revaluation is performed by virtue of a regulation imposed by 

the finance minister. The initial value and current depreciation at the beginning 

of a given year is calculated by means of conversion factors. The legislator 

made it clear that an accounting value specified in such a way may not be 

higher than the fair value of that asset. The difference/remainder in the net 

value of an asset, which arose due to the update of valuation, is compared to the 

capital (fund) from the update of the valuation. This may not be assigned for 

division. In the case of the selling or of the liquidation of previously updated 

fixed assets, the capital is not subject to decrease. The last time when such an 

update took place was the year of 1995. 

Intangible assets are recorded analogously as fixed assets on accounts 

"intangible assets" and "Depreciation of intangible assets". The Accounting 

Act imposes an obligation on the entity of also maintaining analytical records 

of particular titles of intangible assets. The initial value of these fixed assets is 

established in various manners, depending on their kinds. These may be 

attributed to one of three groups: 

1) property rights, neighboring rights, licenses, concessions, rights to 

inventions, patents, trade marks and utility models and decorative patterns, 

know-how; 

2) cost of completed development works; 

3) goodwill. 

The first group constitutes acquired rights. Their valuation, thus, is 

carried out in accordance with the provisions of balance sheet and tax 

law, as per the already characterized price of purchase. 

Costs of completed development works are valuated in the amount of 

actually incurred costs of works performed by means of third party 

labour or own labour, less their possible salvage value of the asset.
22

 The 

                                                           
21 ArЭТМХО 16Р, ТЭОЦ 13 „Ю.p.Н.Ш.p.". 
22 D. MКłФШаsФК, FТбОН КssОЭs,ТЧЭКЧРТЛХО КssОЭs, ЭКб КЧН КММШЮЧЭТЧР ЯТОа, ODDK, GНКńsФ 2002, p. 
150. 
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Accounting Act does not, however, specify cost included in their 

composition. These were specified in the International Accounting 

Standard 38 "Intangible assets", and defined as being all outlays which 

may be directly attributed to the production and adaptation of an asset, 

starting from the date on which it fulfilled the criteria for being 

acknowledged as an intangible and legal asset. Such costs include: 

 outlays for materials and services used during the manufacture of 

an intangible and legal asset; 

 remuneration of workers engaged in the manufacture of a given 

asset, 

 fees for the registration of a legal title; 

 depreciation of patents and licenses used during the manufacture 

of a given intangible and legal asset; 

 disclosed interest pursuant to the criteria contained within the 

International Accounting Standard 23, "Costs of external financing"
23

. 

Goodwill is classified as an intangible asset, i.e. positive goodwill is 

established as being the remainder between the purchase price of a given 

entity or its organized part and lower than it fair value of accepted net 

assets.
24

 The organized part of the enterprise has been defined in the 

provisions of the Act on Income Tax as being either an organizationally 

and financially collection isolated in the existing enterprise, or a 

collection of tangible and intangible assets, including liabilities, assigned 

for the realization of specified economic tasks. This could, at the same 

time, constitute an independent enterprise independently realizing those 

tasks.
25

 Net assets are defined as being an asset of an entity, less 

liabilities, but equal to the value of equity.
26

 The fair value of these assets 

depends on their kind, in particular, in the case of: 

 listed securities - current quotation, less costs of sale; 

 unlisted securities - estimated value, including among other 

notions, price earning ratio and divided rate of comparable securities; 

                                                           
23 International Financial Reporting Standards (IFRS) 2007 covering International Accounting Standards (IAS) and 

Interpretations according to the state as of January 1,2007, T. 1, International Accounting Standards Board, 

Accountants' Association in Poland Warszawa 2007 p. 1182. 
24 Article 33, item 4 "u.r." 
25 ArЭТМХО 4К, ТЭОЦ 4 „Ю.p.Н.Ш.p.". 
26 ArЭТМХО 3, ТЭОЦ 29 „Ю.r.". 
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 receivables - discount values of amounts to be paid, taking into 

account proper current interest rates, less deductions for endangered and 

uncollectible  receivables, as well as the possible costs of recovery stocks 

of finished products and goods-net sales price less discount margin, 

arising out of the cost of bringing the stock to sales; 

 stocks of semi-finished products - net sales price, less costs of the 

completion of the production, arising out of cost of bringing the 

stock to sales; 

 stocks of materials - current price of purchase; 

 fixed assets - market value or the value according to an 

independent price; 

 intangible assets-value estimated basing on the market prices of 

the same or similar components.
27

 

Similar definitions of the idea of initial positive goodwill is found in the Act 

on the Corporate Income Tax. This is the remainder between the price of the 

purchase of the enterprise or an organized unit, and the sum of the market value 

of fixed assets and intangible assets that were included in the purchase or were 

accepted for use upon payment or which contributed to the company enterprise 

or organized unit, as of the date of purchase, plus the total value of assets, 

which are not fixed assets or not intangible assets, but which increase the assets 

of the buyer.
28

 If the price of the purchase of a given unit or its organized part is 

lower than the fair value of accepted net assets, then it constitutes a 

negative goodwill. Negative goodwill contributes towards deferred income. 

This is to an amount not exceeding the fair value of purchased fixed assets, 

excluding long term listed financial assets, during the period which is the 

weighted average of the economic life of purchased assets subject to 

depreciation. In the part in which it exceeds the fair value of fixed assets 

established in such a way, it is described by means of the remaining 

operational revenues.
29

 

The balance sheet valuation of fixed assets, as well as the value of 

intangible assets is performed in accordance to the provisions of the Accounting 

Act, according to the price of purchase or the manufacturing costs or the post re-

valuation amount (after the valuation of fixed assets), less the depreciation or 

                                                           
27 Article 44b, item 4 "u.r." 
28 ArЭТМХО 26Р, ТЭОЦ 10 „Ю.p.Н.Ш.p.". 
29 Article 44b, item 11-12 „Ю.r.". 
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amortization, as well as the costs that arise due to permanent loss of value.
30

 

This depreciation or amortization is conducted by means of systematic, planned 

division of its initial value for an agreed upon period of depreciation. In turn, 

permanent loss of value takes place when there is a vast probability that the 

asset controlled by the entity does not bring in the fixture a significant part of 

the anticipated economic profits or their total amount. This justifies an updating 

of the amount of the deduction of the value of the asset that arises from the 

accounting books, due to the price of net sale, or if there is a lack, due to the 

agreed upon fair value.
31

 The updated deduction reflects the permanent loss of 

value, and is performed as part of the burden of the remaining operating costs. 

A specific case is a situation in which the entity does not conduct further 

activity, and thus the principle of continuation ceases to be fulfilled. The 

valuation of fixed assets and intangible assets is then conducted at the prices of 

net sale possible to gain, but not higher than prices of their purchase or the costs 

of manufacture, less previous depreciation and amortization, as well as 

deductions due to permanent loss of value. Such a valuation should be 

carried out: 

 the day before the entity is liquidated or bankruptcy is announced; 

 at the end of the financial year, provided that on the day of the 

acceptance of the financial statements for a given financial year, the entity will 

not continue its activity; 

 at the end of the financial year, during the liquidation or bankruptcy      

proceedings; 

 the day before handing over, division or sale of the entity, if a proper 

agreement does not provide for acceptance as the basis of calculation, the 

value of the property. This will be done by way of the weight determined under 

the assumption that the business activity will be continued by the entity.
32

 

 

 

 

 

 

                                                           
30 ArЭТМХО 28, ТЭОЦ 1 „Ю.r.". 
31 Article 28, iЭОЦ7„Ю.r.". 
32 ArЭТМХО 29 „Ю.r.". 
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1.1.3. Amortization of intangible assets and fixed assets 
 

 

Fixed assets consumption out in a physical sense (technical) and in an 

economic (moral) sense. The loss of the market value of fixed assets takes 

place together with the loss of its usability value. When the pace of market 

value loss is bigger than the pace of usability value loss, then it is deemed 

the economic phenomenon of the consumption out of fixed assets. The 

consumption of such kind takes place due to technical development and 

does not cause the loss of technical efficiency by the fixed assets. 

Amortization constitutes an objective economic category reflecting 

the gradual loss of value of fixed assets and their gradual transfer to the 

prepared by way of use of these funds, as well as the items produced, and 

the gradual accumulation of monetary equivalent of that value. 

According to balance sheet law, the initial value of fixed assets, with 

the exception of lands not used for the extraction of minerals by way of 

open cast mining, reduces the depreciation made for the purpose of 

taking the loss of their value into consideration due to consumption and 

lapse of time. 

The Accounting Act does not specify the methods of conducting 

amortization deductions. It only, puts forth a general principle, which 

says that depreciation or amortization is conducted by means of 

systematic, planned division of its initial value for an agreed upon period 

of depreciation. It follows from the above that the balance sheet law also 

does not regulate explicitly the frequency of performing this 

depreciation. In practice, amortization deductions are performed for 

reporting periods, which usually are monthly periods. 

The start of amortization takes place not earlier than after taking the 

fixed asset for use. In addition, its completion occurs not later than at the 

moment of equalization of the value of depreciations with the initial 

value of the fixed asset, or when it is assigned for liquidation, sold or 

when a deficiency is stated. However, the completion of amortization 

may take into account the time anticipated during the liquidation pace of 

net sale of the remaining parts of the fixed asset. 

On the day of accepting the fixed asset for use, the entity should 

establish the period (rate) and the method of its depreciation. Once 
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accepted, this method should be consequently obeyed until the full 

depreciation of assets occurs. The correctness of applied periods and the 

rates of amortization of fixed assets should be periodically verified by 

the company, hence enabling the performance of appropriate correction 

of depreciation deductions in consecutive financial years. 

When establishing the period of depreciation and the yearly rate of 

depreciation, the economic life of a fixed asset should be taken into 

account. According to the Accounting Act, the following have the most 

particular influence
33

: 

 the number of changes on which the fixed asset is exploited; 

 the pace of technical-economic development; 

 the efficiency of a fixed asset expressed in the number of hours of 

its work, or the number of manufactured items produced, or some other 

appropriate measure; 

 legal or other time limitations in using a fixed asset; 

 the anticipated price during liquidation of the net sale of the 

significant remaining part of the fixed asset. 

The following methods are applied when calculating the consumption 

of fixed assets. From the point of view of the manner of division of the 

value of consumption in time, the following methods are listed
34

: 

 the method of even depreciation; 

 the method of uneven depreciation. 

The method of even depreciation, commonly called a line method', 

assumes that the fixed assets consumptions out proportionately to the 

lapse of time during the whole anticipated period of its use. 

The method of uneven depreciation that is most commonly applied is 

the method of digressive depreciation'. This method is based on the 

assumption that due to the process of moral depreciation, the usability of 

a fixed asset decreases as the time of using progresses. Thus, the 

production of fixed assets should take place in an accelerated manner. 

The aim of the regulation of balance sheet law is the presentation of a 

real and reliable picture of the costs of depreciation and of the property 

                                                           
33 Article 32, item 2, "u.r.". 
34 A. KКrЦКńsФК, E. АКХТrТsФК,ПТбОН КssОЭs ТЧ ЛКХКЧМО sСООЭ КЧН ЭКб ХКа,  pЮЛХТsСТЧР СШЮsО A.D. 
DrąРШаsФТ, Warszawa 2003, p. 19. 
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that is subject to depreciation. The depreciation regulated by the 

provisions of tax law serves quite a different purpose. The aim of tax law 

is the security of inflow to the national budget from income tax. Due to 

that fact, the establishment of methods and rates of depreciation for tax 

purposes is more precise than in the case of balance sheet law. 

According to the act on corporate income tax, objects subject to 

depreciations constitute the property of the tax payer, or are objects 

acquired or manufactured by oneself, that are complete and usable on the 

day of commissioning
35

. These are: 

 constructions, buildings and premises being a separate property; 

 machines, equipment, means of transport; 

 other objects. 

Such objects are of an anticipated usability longer than a year, or are 

used by the tax payer for the purposes of activities concerned by the tax 

payer, or are handed over for using upon a lease, rent or other agreement 

of similar nature. 

Subject to depreciation, regardless of anticipated usability are:
36

: 

 third-party fixed assets accepted for use; 

 constructions and buildings raised on third-party land; 

 assets not constituting the property or co-property of the tax payer, 

but are used by him for the purposes concerned with the conducted 

activity, upon a leasing contract that has been concluded with the owner 

or co-owners of those assets, but only if these assets are classified as 

assets of the tax payer (using person); 

 costs of transport by sea, or items under construction. 

In accordance with tax provisions, depreciation deductions are not 

conducted from
37

: 

 lands and rights subject to perpetual usufruct; 

 buildings, constructions, premises and facilities classified as 

housing cooperative stocks or serving for the socio-educational activity 

conducted by housing cooperatives; 

 works of art and museum exhibits; 

                                                           
35 ArЭТМХО 16К, ТЭОЦ Х„Ю.p.Н.Ш.p.". 
36 ArЭТМХО 16К, ТЭОЦ 2 „Ю.p.Н.o.p.". 
37 ArЭТМХО 16М, ТЭОЦ 2 „Ю.p.Н.Ш.p.". 
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 fixed assets which are not used due to discontinuance of the 

activity to which they were used; these assets are not subject to 

depreciation starting from the month following the month in which the 

activity has been discontinued. 

The basis of depreciation is the initial value of fixed assets according 

to the provisions listed in acts on income tax. This concerns above all, 

other than low-price fixed assets. 

According to the tax acts, depreciation deductions are performed 

when the initial value of a fixed asset on the day of commissioning is 

higher than PLN 3500. If the initial value of a fixed asset is equal or 

lower than PLN 3500, the tax payers may: 

 not conduct depreciation deductions, and the expenses borne for 

its acquisition relate to tax deductible expenses in the month of 

commissioning; this means that the asset may not be classified as being a 

fixed asset, and thus may not be included in the records; 

 once its deductible value in the depreciation costs in the month of 

commissioning or the following month; 

 conduct depreciation deductions according to a general method 

provided for by the provisions of tax acts. 

The balance sheet law, by way of the principle of vitality, also accepts 

applying such an approach to fixed assets of low initial value. 

In tax law, a general principle of conducting depreciation deductions has 

been accepted from the initial value of the property subject to initial 

depreciation. This starts from the first month following the month in which 

the property had been entered into records. This ends in the month in which 

there is an equalization of sums of depreciation deductions with the initial value 

of the property, or in the month in which the property had been liquidated, or 

sold, or a shortage had been stated. 

The entity has the possibility to choose the manner of conducting 

depreciation deductions from the value of the property subject to depreciation. 

This can be done in equal installments each month, or in equal installments 

each quarter, or once at the end of the financial year. The sum of depreciation 

deductions from fixed assets conducted in the first tax year in which the assets 

had been entered into the records, may not be higher than the value of those 
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deductions for the period since their entry into the records till the end of that 

tax year
38

. 

The basic method employed during tax depreciation is the 'line method'. 

This is applied in relation to all fixed assets, and is the method most commonly 

used in practice. It is a well known fact that the essence of this method lies in 

performing depreciation deductions from the initial value of particular fixed 

assets in equal years. However, the legislator regulates the lifetime of an asset 

by announcing specific yearly rates of depreciation in the list of depreciation 

rates. This also allows for the possibility of increase or decrease. Furthermore, 

in relation to some objects, the tax provisions specify the minimum period 

of depreciation. 

Economic units may increase as per the list rates
39

: 

 for buildings and constructions used in deteriorated conditions - factors 

applied are not higher than 1,2 and factors applied for bad conditions are 

not higher than 1,4; 

 for machines, appliances and means of transport (excluding offshore 

fleets), used more intensively in relation to the average conditions, or requiring 

particular technical efficiency - factors applied are not higher than 1,4; 

 if they constitute fixed assets subject to rapid technical development 

that belong to group 4-6 of the Classification of Fixed Assets - factors 

applied are not higher than 2. 

With regard to the existence or withdrawal of conditions for increasing the 

rates referred to in the two first points, these rates are subject to increase or 

decrease within the following month, after the month in which such 

circumstances justifying the changes taking place. 

The tax payers may also increase the rates for fixed assets mentioned in 

point 3 or resign from applying them following the first month of the 

consecutive tax year. 

Depreciation rates may also be lowered. The tax payer may decrease 

depreciation rates listed in the List of yearly depreciation rates for particular 

fixed assets without any limits
40

. The lowering of the rate takes place from the 

month in which the assets were entered into the records, or following the first 

month of each consecutive tax year. 

                                                           
38 ArЭТМХО 16С, ТЭОЦ 4 „Ю,p.Н.Ш.p.". 
39 ArЭТМХО 16Т, ТЭОЦ 2 „Ю.p.Н.Ш.p.". 
40 ArЭТМХО 16Т, ТЭОЦ 5 „Ю.p.Н.Ш.p." 
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Individual depreciation rates may be established by tax payers for used or 

improved fixed assets, for the first time entered into the records, as well as 

investments in third-party fixed assets
41

. 

Fixed assets, from group 3-6 and 8 from the Classification of Fixed 

Assets and means of transport are deemed as being used - if the tax payer 

proves that before their purchase, they were used at least for 6 months; or 

as being improved - if before entering into the records, the expenses 

borne by the tax payer constituted at least 20% of the initial value. 

Buildings and constructions are deemed as being used - if the tax 

payer proves that before their purchase, they were used at least for 60 

months; or as being improved - if before entering into the records, the 

expenses borne by the tax payer constituted at least 30% of the initial 

value. 

If the improvement of a fixed asset took place during its use, the tax 

law anticipated only a change of the basis from which the depreciation 

counts, therefore the period of depreciation is lengthened. 

The construction of an individual rated asset is base on minimum 

periods of depreciation. Period of depreciation arising out of individual 

application of depreciation rates may not be shorter than: 

1. for fixed assets from group 3-6,8: 

 24 months, when their initial value does not exceed PLN 25 000; 

 36 months, when their initial value does not exceed PLN 50 000; 

 60 months in remaining cases; 

2. for means of transport, including passenger cars: 30 months;4 

3. for buildings and constructions: 10 years. 

A particular kind of individual depreciation rate are that of a rate for a 

specific period in the agreement
42

. This must meet the following 

conditions: 

 If concluded upon the provisions on commercialization and 

privatization of state owned enterprises, if the right to buy fixed assets 

and intangible assets follows from the agreements; such rates for all 

fixed assets and intangible assets are applied - if the following-up 

depreciation periods are shorter than those accepted upon general 

                                                           
41 ArЭТМХО 16У, „Ю.p.Н.Ш.p.". 
42 ArЭТМХО 16Э, ТЭОЦ 1 КЧН 5 „Ю.p.Н.Ш.p.", 
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principles (this is obligatory). 

 With regard to financial leasing of machines and appliances 

(group 3-6), if the agreement has been concluded for at least 5 years; the 

application of such rates by the licensee is his right. 

For machines and appliances from group 3-6 and 8 of the 

Classification of Fixed Assets and means of transport (excluding 

passenger cars with capacity of 500 kg), the tax provisions expect that 

the line method be adopted, but will accept the application of the 

digressive method. In such a case, depreciation deductions are conducted 

in the first year of using, from the initial agreed upon value basing, on 

tax provisions according to rates from the list of depreciation rates, plus 

the factor not higher than 2.0. 

If the factory of the tax payer is situated on the territory of a 

commune of particular threat of high structural unemployment, or in a 

commune threatened with social degradation, which is listed upon 

separate provisions by the Council of Minister, the given rates in the list 

of depreciation rates may be increased when the factors are applied, but 

not higher than 3.0.
43

 If during the tax year, the commune is excluded 

from the list, the tax payer may apply to the end of that year, the 

increased depreciation rates. 

The entrepreneurs deemed as being small tax payers may conduct 

one-off depreciation deductions from the initial value of fixed assets, to 

an amount not higher than the equivalent of Euro 50,000 within the tax 

year
44

. When establishing the limit, deductions from assets not exceeding 

PLN 3500, are not included. Fast depreciation may be also applied both 

for new and used fixed assets. One-off depreciation concerns fixed assets 

from the group 3-8 KST, excluding passenger cars. In the following tax 

year, after the application of one-off deduction, the performance of 

depreciation deductions shall take place in accordance to the line method or 

the degressive method. A small tax payer is the one whose value of income 

from sales (together with due VAT) in the previous tax year did not exceed 

Euro 800 000. Apart from the use by small tax payers, one-off depreciation 

may be used by tax payers prior to commencing their business activity. They 

can enjoy such possibility only in the year of commencing their activity. 

                                                           
43 ArЭТМХО 16Ф, ТЭОЦ 2 „Ю.p.Н.Ш.p." 
44 ArЭТМХО 16Ф, ТЭОЦ 7 „Ю.p.Н.Ш.p.". 
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Due to the independence of balance sheet law from tax provisions, there 

are differences between the depreciation calculated for tax and for accounting 

purposes. Therefore, if the entity has established the value of depreciation 

according to the accounting principles, and it shall diverge from the 

depreciation established according to tax provisions, then the difference 

should be duly established
45

. In this case, the following provisions apply: 

 reserve from deferred income tax, if the tax depreciation is higher than 

the accounting depreciation - it is created in the amount of the amount of the 

income tax payable in future that is due to the transitory differences which had 

caused the increase of the basis for the calculation of the income tax; 

 assets from deferred income tax, if the accounting depreciation is higher 

than tax depreciation - it is created in the amount of the amount to deduct from 

the income tax rate in relation to the occurrence of deductible temporary 

differences which will reduce the basis for calculating rate of income tax. In this 

case, the tax loss may be deducted. 

Intangible assets, as well as fixed assets constitute the most varied assets of 

property both in terms of shape and manners of their assessment. Both 

categories have common features arising from the fact that they are constituted 

elements of fixed assets, that is, they are used for the purposes of an entity for a 

period longer than a year. The valuation of assets is performed in accordance 

to the provisions of the Accounting Act, according to the price of purchase, or 

the costs of manufacture, or the post re-valuation amount (after the valuation 

of fixed assets). This is, however, less the depreciation or amortization, as 

well as costs due to permanent loss of value. Due to the fact that the predicted 

period of economic life exceeds 12 months, there are also significant issues 

related to the establishment of the level of loss of their value due to their use or 

lapse of time. An additional element complicating the analysis of intangible 

assets, as well as fixed assets, is the fact that they are covered by special 

provisions of the act on income tax. While the balance sheet law should 

provide real, objective, reliable presentation of property, the tax acts serve for 

the provision of proper inflow to the national budget. This on-going paper 

indicated and described the difference arising out of this. 

 

                                                           
45 Martyniuk T., The account ШП НОprОМТКЭТШЧ ШП ПТбОН КssОЭs ТЧ КЧ ОЧЭОrprТsО, ODDK, GНКńsФ 2008, 
p. 130. 
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1.2. THEORETICAL AND METHODICAL ASPECTS OF 

INTANGIBLE ASSETS ACCOUNTING IN UKRAINE 

 

 
The nowadays period of economics development defines by the 

activation of innovation processes which are stipulated by the 

economical development. It basis are the continuous changes in 

production, creation of new technologies, goods and services, increasing 

of the science and machinery role and intellectual activity, the main 

source of which is a creative work. The intellectual property becomes a 

powerful lever of society economical development. 

The Ukrainian scientists, such as I.A. Bigdan, L.V. Brazhna,         

F.F. Butynets, N.G. Vygovska, S.F. Holov, V.P. Zavgorodnyy,          

M.V. Kuzhelnyy, V.B. Mossakovskyy, V.V. Sopko, N.M. Tkachenko, 

and foreign scientists, such as H.A. Andersen, Belverd E. Needles,      

M.F. van Breda, Glan A. Velsh, D. Coldwell, V.F. Paliy,                     

E.S. Hendriksen, A.D. Sheremet and others researched the fundamental 

problems of intangible assets accounting 

But, recognizing the significant achievements of abovementioned 

scientists, it is necessary to mention that modern conditions of economic 

management assign new tasks for the intangible assets accounting 

problems solution. The indefiniteness of intangible assets category, 

intellectual property, goodwill, problems of intangible assets valuation; 

formation and reflection in the accounting of expenses for researches and 

elaboration, the result of which is intangible assets creation; economical 

substantiation of amortization policy and terms of intangible assets use; 

documentary execution of intangible assets accounting are to be referred 

to the problems that are not solved today. 

In the second half of XIX century intangible assets were determined 

as a subject of accounting. But the first attempt of their accounting 

normative regulation was carried out in 1944 (bulletin "Intangible assets 

amortization" of Accountancy Methods Committee under American 

Accountants Institute). 

During the examination of intangible assets essence the American 

scientists E.S. Hendriksen and M.F. van Breda emphasized: "Intangible 

assets are the subjects without material embodiment. In order to 
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recognize a subject as an intangible asset it must correspond to the 

definition of the asset and it could be measured, it should be significant 

and reliable". 

Besides, Welsh, Glen A. Short, Daniel G. mentioned that long-term 

intangible assets means the assets which do not exist physically. Such 

assets provide the owner with a right to their use. 

B. Needles, H. Anderson, D. Coldwell define the intangible assets as 

long-term ones, which have no physical substance, but have a value, 

based on the rights or privileges of the owner. Typical examples of such 

assets are the trade marks, copyrights, goodwill and etc. [106, p. 227-

228]. 

Thus, the main peculiarity of intangible assets is the absence of their 

embodiment material form. Namely this circumstance creates the 

difficulties at such assets accounting. The problems, connected with the 

intangible assets peculiarity are taken into account in international 

standards. 

Primarily the IAS 9 "Expenses for Researches and Elaborations" was 

admitted in the international standards system. In July 1998 it was 

replaced by IAS 38 "Intangible assets". The AS 8 "Intangible assets" 

(came into legal force on 01.01.2001) was elaborated by the Ministry of 

Finances of Ukraine on the basis of this document [98]. That's because 

the national standard has a number of common features with the 

international standards. But there are certain differences. 

According to the item 4 of AS 8 intangible asset is "non-monetary 

asset, which has no material form and can be identified". In this term 

definition in the item 8 of IAS 38 instead of "form" is a term 

"substance". There are no other differences, thus, we think that definition 

of the term both in international and Ukrainian standards is considered to 

be identical. 

The features, presence of which allows referring one or another 

subject to the category of the assets, can be clearly marked in the 

definition of the term, which is a subject of the examination: 

 nonmonetary; 

 immateriality; 

 possibility of identification; 

 application in production manufacturing, execution of work, 
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rendering of services or for management purposes; 

 application within the term of more than one year or within the 

usual cycle, if it is more than one year. 

The nonmonetary and immateriality allow to differ the intangible 

assets from the financial assets and material assets correspondingly. 

The asset corresponds to the criteria of the identification possibility in 

the intangible asset definition, if it: 

a) can be separated, it means that there is a possibility of its 

separation or detachment of the economic management subject and sale, 

handing over, licensing, lease or exchange separately or together with a 

corresponding contract, asset or obligation, 

or 

b) it arises in the result of contractual or other legal rights, regardless 

of whether they could be handed over or separated from the economic 

management subject or from other rights or obligations (paragraph 12 

IAS 38) [65]. 

Thus, identification is a possibility to separate the subject from a 

number of other subjects. It is significant when there arise a necessity to 

distinguish an intangible asset from a goodwill that appears at business 

merging. But not every subject gets into the financial reports. According 

to the item 6 of AS 8 the intangible asset is shown in the balance under 

the condition that: 

 there is a possibility to obtain future economical profits, connected 

with its application; 

 its value can be reliably determined. 

Thus, in the author's opinion, the one or the other subject must be 

reflected in the financial reporting (balance) in the item "Intangible 

Assets", if it has unique, peculiar only to intangible assets features and at 

the same time it corresponds to the criteria of recognition as an asset. 

National economics orientation to the innovative development 

stipulates that a great number of subjects, which were not properly 

reflected in the accountancy because their legal protection problem 

requires legislative regulation, were applied in the enterprises. Thus, 

from the intangible assets economic essence definition point of view, the 

closer definition of the intangible assets composition becomes especially 

significant. For the purposes of the accountancy the intangible assets are 
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to be classified according to the types. 

Classification is systematization, intangible assets subjects grouping 

by certain features and it is an important basis for accounting and 

economic analysis organization. The published works of such scientists 

as Borodin Yu., Butynets F.F., Kuzhelnyy M.V., Pushkar M.S., Sopko 

V.V. and Tkachenko N.M. are dedicated to this matter [32; 80; 118; 132; 

144; 27]. 

On the basis of the evaluation and generalization of normative-

legislative acts information, literary sources, we propose to form a 

classification of intangible assets consisting of the following four groups: 

ЭСО ТЧЭОХХОМЭЮКХ prШpОrЭв rТРСЭs, ЭСО МШpвrТРСЭ sЮЛУОМЭs‟ rТРСЭs КЧН rОХКЭОН 
rights, the natural resources use rights, the material and immaterial 

property use rights (Fig. 1). 

 
Fig. 1. General classification of intangible assets as accountancy subjects 

 

At the same time, as distinct from AS 8, we propose to integrate the 

names of intangible assets group "The industrial property rights subjects" 

and "The commercial symbols rights" and replace them with 

"Intellectual property rights". It is grounded by the fact that the 

intellectual property conception absorbs the industrial property 
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conception. Also the industrial property is subordinated to the 

intellectual one. 

Such intangible assets grouping will allow: 

 ЭШ ТЧЯОsЭТРКЭО ЭСО ОЧЭОrprТsО‟s rОsШЮrМОs pШЭОЧЭТКХ sЭrЮМЭЮrО ТЧ ЭСО 
part of intangible assets; 

 to improve the efficiency of intangible assets management 

information support; 

 to determine the influence grade of this kind of assets on the 

enterprise activity results. 

Intangible assets classification in IAS 38 slightly differs from 

classification in Ukrainian standard. International standard only provides 

examples of the classes, and it does not insist that they are compulsory.   

The accent on the rights is made in the Ukrainian standard: the 

intangible assets groups are the groups of rights. Based on this, not the 

intellectual property subjects are the subject of the accountancy but only 

the rights to them. 

Also there are other intangible assets classifications (according to the 

identification level, the ways of income, the level of legal protectability 

and etc.). Thus,Yu. Borodin considers, that about 30 kinds of the rights to 

the property subjects can be the intangible assets, and at this he divides 

them by their legal characteristics [27, p. 4]. Based on the investigations 

we consider, that the classification, proposed by Yu. Borodin, requires 

clarification and perfection from functional use position and attribution 

of separate kinds of subjects to the enlarged groups. 

For intangible assets placing on the balance of the enterprise, their 

use in the economic activity process it is necessary to evaluate them. The 

enterprises of high-technology industries must use an especially detailed 

approach to the problems of evaluation. As a rule, for the great and well-

known enterprises namely intangible assets value makes a significant 

contribution into the total value of the enterprise. But as a rule the 

intangible assets are underestimated in domestic enterprises. 

The goal makes a corresponding influence on the estimation, it 

means, determination of the intangible assets value depending on their 

intended use. It is stipulated by the fact, that the intellectual property 

subjects themselves are not to be estimated but only to materialize the 

right to them. Material property as intangible assets use in the economic 
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activity of the enterprise causes the necessity in: 

 formation of amortization charges norm according to what the part 

of the intangible assets value is to be taken into account into newly 

produced goods; 

 prices grounding for production, at manufacturing of which the 

intangible assets were used with consideration of economical profit. 

Ukrainian accountancy standards, using the term "estimation" do not 

explain its meaning, but developers of international standards give the 

definition of the term "estimation" in conceptual basis of IAS and they 

describe the kinds of estimations which are used in the financial reports. 

Estimation (evaluation) is a process of monetary sums determination 

according to which the elements of financial reports should be 

recognized and reflected in the balance-sheet and profit and loss 

statement (paragraph 99 of Conceptual Basis of IAS). 

The value is a subject of changes, that's why any subject is to be 

periodically estimated. There can be distinguished three main moments 

of intangible assets estimation: 

 initial recognition moment; 

 balance-sheet date; 

 subject withdrawal moment. 

The intangible assets come to the enterprise in different ways. They 

can be bought for the money, received in exchange for other assets and 

free of charge and etc. The order of their initial value formation depends 

namely on the above according to AS 8. 

"Initial value is a historical (actual) noncurrent assets cost in a 

monetary amount or in a fair value of other assets, paid (transferred), and 

spent for purchase (creation) of noncurent assets" - this definition is 

mentioned in the item 4 of AS 7 "Fixed Assets". Because there is said 

about noncurrent assets, also it can be applied to intangible assets. From 

the above-mentioned it becomes clear that the initial value can be equal 

to either: 

 amount of paid (or those which are to be paid) funds; 

 fair value of the other transferred assets. 

As a rule, the initial value includes the value of the subject (the main 

element) itself and other actual expenses (additional elements). 

The initial value elements, namely those expenses, which form it, are 
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particularized in the item 11 of AS 8. The list of additional expenses, 

which are connected with intangible assets purchase, is significantly 

shorter than the same list of fixed assets, because due to their specific 

features the intangible assets do not need, for example, the expenses for 

shipment or installation. 

The initial value of the intangible assets which the enterprise creates 

itself and also those ones which the enterprise purchased in 

unaccomplished condition with the purpose of their finishing is being 

formed in a special way. In this case the order of initial value formation 

is similar to the way of formation of the initial value of fixed assets, 

which are created by economical means. At these intangible assets 

creation also requires material resources application. Besides, the initial 

value includes direct expenses for salary, equipment amortization and 

any other expenses, stipulated by the AS16 "Expenses". 

The term "estimation after the initial recognition" is usually used in 

international standards. At the same time more often there is spoken 

about estimation as for the balance-sheet date. In some cases, as, for 

example, in AS32 "Investment Real Estate", it is precised "as for the date 

of annual balance-sheet". 

The estimation as for the balance-sheet date is very important both for 

intangible assets and any other noncurrent assets because their actual 

value depends on a number of factors (namely, external) and it changes 

under the influence of those factors. And if the actual value is changed, it 

should be reflected in the accountancy. 

IAS 38 offers the economic activity subjects to chose and fix one of 

two methods of estimation after the initial recognition as an accountancy 

policy element: 

 cost method (paragraph 74 IAS 38); 

 revaluation method (paragraph 75 IAS 38). 

Nothing is said about estimation methods and necessity to choose one 

of them in AS 8. The enterprise can carry out the "revaluation according 

to fair value as for the date of balance of those intangible assets 

concerning which the active market exists" (item 19 of AS 8). Today the 

existence of active market for intangible assets is not significant.   

According to AS 28 as for the date of annual balance the enterprise is 

obliged to estimate whether there exist the signs of asset usefulness 
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possible decrease. But, it is necessary to pay attention that namely the 

presence of signs is to be estimated. The revaluation of noncurrent assets 

made in time, can prevent the liquidation of the enterprise, because 

according to the provisions of the part three of the article 155 and the 

part four of the article 144 of the Civil Code of Ukraine the business 

company is to be liquidated if the value of its net assets is less than the 

statutory capital amount, provided by the legislation for the certain kind 

of the companies. 

The above mentioned is a basis for assertion that an objective 

estimation of the intangible assets is one of the more important factors 

for administrative decisions making, which facilitate the enterprise 

activity improvement with corresponding maximally possible profits. 

That's because the choice and grounding of approaches to the intangible 

КssОЭs ОsЭТЦКЭТШЧ ЦЮsЭ ЛОМШЦО КЧ ОssОЧЭТКХ ОХОЦОЧЭ ШП ЭСО ОЧЭОrprТsО‟s 
accounting policy. 

The intangible assets can take part in different operations, which 

include three main stages in certain enterprise: 

 income; 

 upkeep (use); 

 withdrawals. 

 For each of those stages a certain economic operations are 

distinctive, they are a little different from the operations which are 

carried out with tangible noncurrent assets. The economic operations in 

noncurrent assets accounting in the enterprise are shown in the Fig. 2. 

However, there exist some distinctions between the lists of operations 

which could be done with the intangible assets and fixed assets. As it 

becomes clear from the Fig. 2, there was no place in the list for such 

economic operations, as temporary closing down and lease because they 

are not peculiar for intangible assets. Some economic operations can not 

be carried out concerning certain kinds of intangible assets. For example, 

the license, that confirms the right to carry out certain kind of activity is 

not to be sold or exchanged, it can not be overvalued or contributed to 

the statutory capital. 

Documentary execution is very important at intangible assets 

accounting. The initial documents are necessary for reflection of 

information about economic operations carrying out in accountancy 
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books and they must contain true data. 

 

 
 

 

Fig. 2. Classification of economic operations in intangible assets accounting 

in the enterprise 

  

Much attention is paid to the documentary execution of the operations 

with intangible assets in economical literature. First L.Z. Schneidman 

(1991) [128, p. 9-12] emphasized in his works the technical aspect of this 

kind of assets registration, when joint ventures faced the problem of 

documentary confirmation of intangible assets contribution into the 

statutory capital. In this situation there was proposed to use the forms of 
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fixed assets accounting initial documents.  

Such scientist as N.M. Tkachenko, M.V. Chabanova, V.V. Sopko, 

N.M. Hrabova and other scientists - economists hold the same views. As 

authors see, the main requirement to the content of the initial document 

is detailed description of the subject, the presence of its initial value, 

amortization norm, term of useful usage, name of the section, in which 

this subject is used, signatures of the officials, which have accepted the 

subject, list of the documents, which characterize the subject itself or the 

order of its application. But none of the documents, which are used 

today, correspond to such requirements, they do not show the operations 

of revaluation and improvement of intangible assets. Because of that one 

of the main tasks of the documentary execution of intangible assets is the 

development and improvement of initial accounting documentation 

forms for their reflection, that will enable to obtain the extensive and true 

information about the subjects.The following factors are significant for 

the accountancy: 

– payment form (monetary, barter, mixed, mutual offset and etc.); 

– partner's (contractor's) status in the operation (resident or 

nonresident, VAT payer or not, private businessman, natural person, 

public enterprise, connected person and etc.); 

– is the subject purchased abroad or on the territory of Ukraine and 

etc. 

Notwithstanding the absence of the material form, intangible assets 

can be sold for the compensation, contributed into the statuary capital, 

transferred free of charge, liquidated. According to the item 34 [98], the 

intangible asset is written down off the balance in consequence of 

"impossibility of further obtaining of the economic profit from its use for 

the enterprise" at the time when fixed assets are written down in the 

consequence of non-conformity to the asset recognition criteria. 

 The financial result in the consequence of intangible assets withdraw 

is determined as "difference between income from withdraw (after 

deduction of indirect taxes and expenses, connected with withdraw) and 

their residual value" item 35 [98]. At the same time, the financial result 

reflection does not depend on the kind of intangible assets withdraw 

(sale, free of charge transfer and etc.). 

The residual value of the intangible assets transferred free of charge is 
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written down to the expenses within the reporting period, in which the 

corresponding administrative decision was made and the "Report of 

withdraw (liquidation) of the intellectual property subject from the 

intangible assets composition according to the form HA-3", with that 

without income recognition and transfer to the composition of 

noncurrent assets, destined for sale. This is because the fact that such 

operation does not cause the profit occurring in the accountancy because 

it does not stipulate the own capital increase [item 511]. For this reason it 

is not necessary to transfer the intangible assets into noncurrent assets, 

destined for sale. 

In the domestic practice the intangible assets amortization methods 

are stipulated the item 27 of AS 8 [98]. It states that if it is impossible to 

determine the conditions of further profits it is necessary to use the 

straight-line basis of amortization charge. In the other cases the 

amortization charges determined by AS 7 "Fixed Assets" are to be used 

[98]. 

Thus, the following intangible assets amortization charges methods 

can be used: straight-line, residual value decrease, accelerated residual 

value decrease, cumulative, industrial, amortization method, which is 

used in fiscal accounting (which essentially is a straight-line 

amortization method analogue) [98]. 

IAS 38 "Intangible Assets" stipulates only three methods of intangible 

assets amortization charge: straight-line, balance decrease, products 

amount [65]. 

From January 1, 2011 the Tax Code of Ukraine came into force, 

because of this the intangible assets amortization charge for the taxation 

purposes is carried out by the methods, stipulated in the sub-item 145,1,5 

of the item 145,1 of the article 145 [139]. 

According to [139] the intangible assets are grouped into six groups 

which actually correspond to the provisions of AS 8, besides, there are 

stipulated the terms of right to intangible assets use validity. 

The amortization charge is carried out within the term of useful use 

(operation) of the subject, what is to be stipulated by the order for the 

enterprise at recognition of the subject being an asset (at acceptance to 

the balance), but not less than determined in the item 145,1 [139] and it 

shall be suspended for the period of its removal from service (for 
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reconstruction, modernization, completion, additional equipment, 

conservation and other causes) on the basis of the documents, which 

confirm such fixed assets removal from service. 

The following shall be taken into consideration at determination of 

useful operation (use) term: 

– expected subject use by the enterprise taking into account its 

capacity or efficiency; 

– expected physical and moral wear; 

– legal or other limitations concerning the subject operation terms 

and other factors [139]. 

Thus, the rapprochement of accountancy and fiscal accounting took 

place there. 

The enterprise can change the method of intangible assets 

amortization charge and the term of their useful use at the end of 

reporting period in the case when there is expected the change of 

conditions of further economical profits gaining from such intangible 

asset use. 

The financial reporting is stipulated in AS 1 "General Requirements 

to the Financial reporting" as accountancy reporting which reflects the 

financial condition of the enterprise and its activity results for the 

reporting period. The purpose of such reporting is satisfaction of 

information needs of a wide range of users for economic decisions 

making. 

The financial reporting, taking into consideration the complete 

interpretation principle, must contain all information about actual and 

potential consequences of operations and events, which can influence the 

decisions made on their basis. Information, which is to be disclosed is to 

be entered directly in the financial reports or in notes to them. The 

intangible assets are to be detailed according to their groups in the notes 

to the financial reports, if the general information is indicated in the 

financial reports. 

The disclosure of the information about the intangible assets in the 

accountancy reporting is shown in the table 1. 

The following is to be additionally shown in the notes: 

– the value of intangible assets concerning which there exists the 

limitation of the right of ownership; 
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– the value of the intangible assets, given in pledge; 

– the value of the intangible assets, created by the enterprise; 

– the value of the intangible assets, received for the account of the 

target allocations; 

– accumulated amortization of intangible assets, concerning which 

there exists the limitation of the right of ownership. 

Table 1 

The disclosure of information about the intangible assets in the 

accountancy reporting 

Item  Information Reporting Form 

1 2 3 

1. About initial value of the intangible assets 

as for the beginning and as for the end of 

the reporting year according to separate 

groups 

The Balance of the Enterprise (form 

№ 1), part 1. "Intangible Assets". 

2. About charged amortization according to the 

main groups of intangible assets  as for the 

beginning and as for the end of the reporting 

year 

The Balance of the Enterprise (form 

№ 1), part 1. "Intangible Assets". 

3. About the residual value of the intangible 

assets as for the beginning and as for the 

end of the reporting year 

The Balance of the Enterprise (form 

№ 1), part 1. "Intangible Assets". 

4. About the income from intangible assets 

withdraw as a part of the other incomes for 

the reporting period and for the analogous 

period of the preceding reporting year 

Report about the Financial Results 

(form № 2) 

5. About the expenses connected with the 

intangible assets withdraw as a part of the 

other expenses for the reporting period and 

for the analogous period of the preceding 

reporting year. 

Report about the Financial Results 

(form № 2) 

6. About cash earnings in the capacity of 

proceeds of other noncurrent assets sale 

(including intangible assets) for the 

reporting period 

Report about the Funds Movement 

(Form № 3), part II. "The Movement 

of the Funds in the Result of 

Investment Activity". 
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Continuation of the table 1 

1 2 3 

7. About funds payment for intangible 

assets purchase 

Report about the Funds Movement (Form 

№ 3), part II. "The Movement of the 

Funds in the Result of Investment 

Activity". 

8. About Intangible Assets Additional 

Estimation 

Report about Own Capital (Form № 4) 

9. About Intangible Assets Reduction Report about Own Capital (Form № 4) 

10. About intangible assets initial value as 

for the beginning and as for the end of 

the reporting year according to separate 

groups 

Notes to the Annual Financial Reporting 

(Form № 5), part 1 "Intangible Assets" 

11. About charged amortization according 

to the main Groups of Intangible assets 

as for the beginning and as for the end 

of the reporting year 

Notes to the Annual Financial Reporting 

(Form № 5), part 1 "Intangible Assets" 

12. About intangible assets residual value 

as for the beginning and as for the end 

of the reporting year 

Notes to the Annual Financial Reporting 

(Form № 5), part 1 "Intangible Assets" 

13. About the intangible assets movement 

within the reporting year in the main 

groups according to the initial 

(revalued) value 

Notes to the Annual Financial Reporting 

(Form № 5), part 1 "Intangible Assets" 

 

In author's opinion, for enterprise's accountancy policy disclosure it 

will be reasonable to show the following information in the notes to the 

annual financial reporting: 

– about the terms of intangible assets useful use by the certain 

groups adopted by the enterpris; 

– about the methods of amortization charges calculation by the 

certain groups of intangible assets; 

– about determination of evaluation of intangible assets received 

according to the contracts which stipulate the execution of the obligation 

by non-monetary means;  

– the amount of the contract for intangible assets purchase in future; 
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– total amount of expenses for investigation and development 

included into the reporting period expenses; 

– the causes of recognition the term of intangible assets useful use  

being uncertain and its balance value; 

– composition of intangible assets the information about which is 

essential, their balance value and remaining useful use term. 

 The carried out investigations of organization and the methods of 

intangible assets accounting allow making the following conclusions: 

1. Comparison of the main provisions and concepts of AS 8 

"Intangible assets" and IAS 38 "Intangible assets" confirm the fact that in 

Ukraine the methodological principles of information about intangible 

assets forming in accountancy correspond to the international standards, 

but still certain differences exist. 

2. Intangible assets as economic and record category are 

characterized by such main mutually well-grounded and interrelated 

components as the absence of material and physical form, usefulness in 

production and products sale (services rendering, works execution)  and 

also in enterprise management; possibility to gain the profit not only 

within the certain time but also in the future economical activity periods. 

3. Absence of unified methodological basis of intangible assets 

classification causes the impossibility of comparison of the intangible 

assets shown in the accountancy. For those problems solution it is 

necessary to elaborate the intangible assets classification criteria which 

will allow to classify the intangible assets subjects depending on the set 

goal. 

There was detected the insufficient quantity and imperfection of the 

existing forms of initial accounting for intangible assets reflection. The 

typical forms of initial accounting are confirmed by the order № 732 of 

Ministry of Finances of Ukraine dd. November 22, 2004 only for the 

intellectual right subjects incorporated in the intangible assets. That's 

because it is necessary to elaborate the initial documents forms for 

demonstration of presence of the intangible assets movement. The initial 

documents forms allow characterizing completely the intangible assets 

subjects from the moment of their arrival to the enterprise till the 

moment of their write-off. 
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1.3.
 
CONCEPTUAL POSITIONS OF UKRAINIAN FIXED 

ASSETS ACCOUNTING 

 

 
Complete orientation of the national economy on a strategy of 

innovative development, increasing competition on innovative products 

global market are the main reasons of management complications of 

financial and economic activities of enterprises. The basis for the 

creation of innovative products is the fixed assets, intellectual property 

rТРСЭs КЧН ТЧЭКЧРТЛХОs ШП ОЧЭОrprТsОs. TСКЭ‟s аСв ОППТМТОЧЭ ЦКЧКРement 

information ensuring about assets use is the priority for accounting 

system. Thus, improving the essence, classification, organization and 

methods of accounting for fixed assets is the first accounting task in 

current conditions. 

Significant contribution to the essence and classification of fixed 

assets study is made by such scholars: V.V. Babich, M.I. Bondar,       

F.F. BЮЭвЧОМ‟, B.I. VКХЮОЯ, Г.V. ГКНШrШУЧвТ, E.V. KКХвЮРК,              
M.V. KЮУОХ‟ЧвТ, A.M. KЮг‟ЦТЧs‟ФТв, N.M. MКХвЮРК, L.V. NКpКНШЯs‟ФК, 

E.I. SЯТНОrs‟ФТв, V.V. SШpФШ, M.G. CСЮЦКМСОЧФШ КЧН ШЭСОr. Studies 

related to recognition, measurement and depreciation of fixed assets 

were fulfilled by such foreign scientists: Breda M.F. Van, G.A. Welsh, 

S.J. Gray, B.E. Needles, E.S. Hendriksen, D.G. Short.   

DОspТЭО ШП sТРЧТПТМКЧЭ КМСТОЯОЦОЧЭs ТЧ sМТОЧЭТsЭs‟ rОsОКrМС, К ЧЮЦЛОr 
of issues require further study. Detailed review of scientific papers and 

business practice suggests that many of the theoretical positions 

concerning fixed assets accounting are controversial, and a number of 

important issues related to the accounting of these assets should be 

improved. Thus, there is an urgent need for further research in this 

direction. 

Current development state of accounting in general and fixed assets, 

in particular, is characterized by the distribution of such subsystems as: 

financial, tax and management accounting. Selection of such accounting 

components became basic prerequisite of a conflict between financial 

and tax accounting that in turn is characterized by a single legislative 

base and different requirements of accounting. 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

49 

Not so long ago the differences between financial and tax accounting 

of fixed assets had global character and were showed up in all 

fundamental points, namely: terminology, estimation, classification, 

depreciation, repair costs, etc. With the aim of maximum approximation 

of fanincial and tax accounting the Tax Code of Ukraine [139] was 

adopted. Main positions of this code clarified many controversial 

accounting questions. The Tax Code КЧН NAR(S) 7 „FТбОН КssОЭs” Д97] 

form the domestic legal framework in the sphere of fixed assets 

accounting. 

Due to the fact that the National Bank of Ukraine, Ministry of 

Finance of Ukraine and State Statistics Committee of Ukraine adopted 

joint letter (dКЭОН 07.12.2011 № 12-208/1757-14830, № 31-08410-06-

5/30523, № 04/4-07/702), the public corporations, banks and insurance 

companies are indebted to use the Intarnational Financial Reporting 

Standards (IFRS) in preparing the financial statements [84]. This 

requirement concerns the accounting of fixed assets. Different 

rОРЮХКЭТШЧs КpprШКМСОs ЭШ ЭСО НОЭОrЦТЧКЭТШЧ ШП „ПТбОН КssОЭs” КrО РТЯОЧ ТЧ 
table 2.  

So, it should be noted almost complete conformity determination of 

fixed assets specified in NAR(S) 7 to the interpretation of IAS 16. This 

situation can be explained by the fact that national regulations 

(standards) were created taking into account the content of international 

accounting standards. Definition of fixed assets given in the Tax Code to 

the certain extent can be compared with definition of fixed capital that 

existed in the Law of UkrainО “OЧ EЧЭОrprТsО PrШПТЭ TКб” Д2]. The 

similarity of the definitions is in the connection of the objects with 

economic activity and cost determination (since 2012 – UAH 2500). IЭ‟s 
necessary to note that in accordance with the accounting principles of the 

RЮssТКЧ FОНОrКЭТШЧ №6/01 “FТбОН AssОЭs AММШЮЧЭТЧР” ЭСО СТsЭШrТМКХ МШsЭ 
f the property should be more than 40,000 Russian rubles [6].    
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Table 2 

Identification of the term “fixed Кssets” Кccording to the positions 
of legal documents 

Legal Document Determination of the Term “Fixed Assets” 

National 

Accounting 

Regulation 

(Standard) 7 

“FТбОН AssОЭs” 

[97] 

Tangible assets held with the intention of being used for the 

purpose of producing or providing goods or services, leasing to 

other or for fulfillment of administrative, social and cultural 

functions, the expected service life of which is more than one year 

(or operation cycle if it is longer than a year)  

Tax Code of 

Ukraine [139] 

Tangible assets including natural resources contained in land given 

for utilization (other than value of land, unfinished capital 

investments, automobile roads of common use, libraries and 

archives, tangible assets with value not exceeding UAH 2500, non-

productive fixed assets and intangible assets) intended by the 

ЭКбpКвОr ПШr ЮsО ТЧ ЭСО ЭКбpКвОrs‟ ОМШЧШЦТМ КМЭТЯТЭТОs аТЭС ЯКХЮО 
not exceeding UAH 2500 and that are gradually depreciated due to 

physical or moral tear and wear with expected term of utilization 

exceeding one year (or one operational cycle, if it is longer than 

one year) 

International 

Accounting 

Standard 16 [64] 

Tangible items that: 

a) are held for use in the production or supply of goods or services, 

for rental to others, or for administrative purposes; 

b) are expected to be used during more than one period. 

 

Many scientific works of native researches and practitioners are 

devoted to the determination of the fixed assets essence. Some authors 

identify fixed assets with the fixed capital emphasizing the necessity of 

their attributing to the means of labor used in production for a long 

period of time [24; 41]. However almost all researches consider fixed 

assets as tangible assets with the service life that exceeds one year or 

operational cycle [5; 31; 82; 156; 157].   V.V. Babich characterizes fixed 

assets as a set of tangible and material values that operate in a natural 

form during long-term period of time both in the field of material 

production and in an unproductive sphere. Cost of such assets gradually 

decreases in connection with a physical and moral depreciation [20,       

p. 34]. V.V. Sopko determines the meaning of fixed assets as such one, 

which in the process of use pass their cost partly (as far as they 

depreciate) on the newly created by their use product. Thus such assets 

remain the consumer cost till the final depreciation [133, p. 294].  
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As M.I. Bondar rightly observes, although debate according 

definition of economic essence of fixed assets, their structure and 

terminology are conducted by decades, necessary clearness and sequence 

in decision of these disagreements are not attained [25, p. 7]. We support 

an assertion of L.O. Leonovoyi [83, p. 7] concerning the fact that fixed 

assets is one of the labour-intensive accounting objects. It is due the 

complexity of their structure and variety of accounting tasks. In the 

process of fixed assets accounting questions related to the recognition, 

estimation and depreciation are very important.     

No less important and contradictory issue is an estimation of the fixed 

assets. Although a native legal base explains necessary preconditions of 

using of historical, residual, fair, liquidation and change in accounting 

value for the estimation of fixed assets, but in this area there is a number 

of unresolved questions. It primarily relates to the formation of the 

historical cost of fixed assets. Peculiarities of historical cost forming of 

the fixed assets according to the native and foreign accounting practice 

are represented in table 3.  It is evident (table 3) that requirements of 

historical cost forming of the fixed assets according to the national and 

international accounting standards are quite different. The main reason of 

this fact is specific and novelty of business transaction types which are 

not used in Ukraine.   

Forming of fixed assets change in accounting value occupies an 

important place and until recently was considered controversial from the 

standpoint of financial and tax accounting. However, in relation to the 

introduction of the Tax Code and changes in NAR(S), existing 

disparities were resolved. Thus, according to the legislative innovations 

change in accounting value of the fixed assets can be increased by the 

amount of expenses connected with repairs and other improvements of 

the assets. It means that all repairs and improvements of the fixed assets 

within 10 per cent of the total book value of all groups of the fixed assets 

at the beginning of the accounting period can be attributed to the period 

costs in which such improvements were made. Previously this right was 

indicated only by the tax accounting and in the financial accounting it 

was necessary to determine the influence of the conducted improvements 

on future economic benefits from the means use.      
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Table 3  

Peculiarities of historical cost forming of the fixed assets 

 (according to the requirements of national and international 

standards)  
Cases of 

cost 

formation 

Forming of historical cost of the fixed assets  

National 

Accounting 

Regulations 

(Standards) 

International Accounting Standards 

1 2 3 

Exchange 

of the 

assets 

Estimation of 

acquired asset 

through exchange 

for another asset 

depends on the 

similarity degree of 

the assets. These 

requirements 

correspond to 

outdated standards 

IAS 16 [4] 

If an asset is acquired in exchange for another 

asset (whether similar or dissimilar in nature), the 

cost will be measured at the fair value unless (a) 

the exchange transaction lacks commercial 

substance or (b) the fair value of neither the asset 

received nor the asset given up is reliably 

measurable. If the acquired item is not measured 

at fair value, its cost is measured at the carrying 

amount of the asset given up [IAS 16] 

Acquisition 

at the 

expence of 

grants 

Analogical 

procedure is not 

envisaged 

Carrying amount of an asset could be measured by 

deducting the grant from the asset's carrying 

amount [IAS 20] 

Share-

based 

payment 

Analogical 

settlements are not 

used 

If the company settles up for acquired assets with 

equity instruments in that case an asset account is 

debited, and ЭСО pКrЭЧОr‟s МКpТЭКХ КММШЮЧЭ Тs 
credited; if it settles up with cash (the sum is 

equivalent to the cost of the offered equity 

instruments) – the asset account is debited too, but 

the account of obligations is credited [IFRS 2] 

Borrowing 

costs 

ArОЧ‟Э ТЧМХuded to 

the historical cost of 

the asset 

Borrowing costs that are directly attributable to 

the acquisition, construction or production of a 

qualifying asset form part of the cost of that asset 

and, therefore, should be capitalised. Other 

borrowing costs are recognised as an expense 

[IAS 23] 

Deferred 

expense 

reserve 

- If payment for an item of property, plant, and 

equipment is deferred, interest at a market rate 

must be recognised or imputed [IAS 37] 
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Continuation of the table 3 

1 2 3 

Ceasing of 

cost 

recognition  

- Recognition of costs in the carrying amount 

of an item of property, plant and equipment 

ceases when the item is in the location and 

condition necessary for it to be capable of 

operating in the manner intended by 

management [IAS 16] 

 

Comparing with the requirements in the IAS 16 concerning the change in 

accounting estimate, it should be noted that this document does not 

contain similar principles. Revalued cost of the assets (in accordance to 

the IAS 16) should be displayed as profit or loss of the enterprise. 

Thus, according to the legislative innovations change in accounting 

value of the fixed assets can be increased by the amount of expenses 

connected with repairs and other improvements of the assets. It means 

that all repairs and improvements of the fixed assets within 10 per cent 

of the total book value of all groups of the fixed assets at the beginning 

of the accounting period can be attributed to the period costs in which 

such improvements were made. Previously this right was indicated only 

by the tax accounting and in the financial accounting it was necessary to 

determine the influence of the conducted improvements on future 

economic benefits from the means use. Comparing with the requirements 

in the ISA 16 concerning the change in accounting estimate, it should be 

noted that this document does not contain similar principles. Revalued 

cost of the assets (in accordance to the IAS 16) should be displayed as 

profit or loss of the enterprise.      

Accounting unit of the fixed assets is an object of the fixed assets. 

Object of the fixed assets is complete device with all attachments and 

accessories; structurally separated object intended for implementation of 

certain independent functions; separate set of connected objects with the 

identical or different functions that have for their service general 

attachments, accessories, management and only foundation, because of 

аСКЭ ОЯОrв ШЛУОМЭ МКЧ ОбОМЮЭО ТЭ‟s ПЮЧМЭТШЧs КЧН МШЦpХОб – only certain 

work in composition of complex; another asset that corresponds to the 

definition of the fixed assets or part of the asset which is controlled now 

[97].    
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The cost of an item of property, plant and equipment shall be 

recognized as an asset if, and only if:   

 it is probable that future economic benefits associated with the 

item will flow to the entity;  

 the cost of the item can be measured reliably.      

According to the accounting regulations of Russian Federation         

№ 6/01 “AММШЮЧЭТЧР ШП ЭСО FТбОН AssОЭs” ПТбОН КssОЭs ШЛУОМЭ Тs 
recognized as an asset at simultaneous implementation of such 

conditions: an object is intended for the use in the production of goods, 

implementation of works or services, for the administrative necessities of 

organization or for a giving for a pay in temporal possession and use or 

on a rental basis; an object is intended for the use during great while, that 

is to the term over 12 months or ordinary operating cycle, if it lasts more 

than 12 months; an enterprise does not plan to carry out further resale of 

this object; an object is able to bring organizations economic benefits 

(profit) in the future.    

AММШrНТЧР ЭШ ЭСО prТЧМТpХОs ШП NAR(S) 7 “FТбОН КssОЭs” КrО МХКssТПТОН 
on the following groups: 

 fixed assets (lands; capitalized expenses for land improvement; 

houses, buildings and transmission devices; machines and equipment; 

transport vehicle; instruments, devices and inventory (furniture); draught 

and productive live-stock; long-term plants; other fixed assets; 

 other non-current tangible assets (library funds, low-unit cost nun-

current tangible assets; temporary buildings; natural resources; inventory 

packing; rental objects; other non-current tangible assets). 

As to the March 18, 2011 the uncompleted permanent investments 

were the component of the fixed assets (according to the NAR(S) 7 

“FТбОН КssОЭs”). HШаОЯОr Лв ЦКФТЧР ШП МШrrОspШЧНТЧР МСКЧРОs ЭСТs ЧШrЦ 
was withdrawn. 

  Equally important is the scientifically grounded classification of 

fixed assets according to the most important economical and technical 

signs: 

 own and leased fixed assets (according to the possession sign). 

Own fixed assets are the property of the enterprise and have the source 

of their formation. The leased assets can be used by the enterprise, but 

КrОЧ‟Э ТЭ‟s prШpОrЭв)ś 
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 active and inactive (according to the degree of use in productive 

and economic activity). Fixed assets are active if they are used in 

enterprise work at this time. Inactive are the basic tools that are not used 

in the present period of economic activities because of their temporal 

conservation or expectation of the moment when they could be used; 

 fixed assets of the building, industry, agriculture, transport, trade 

and others (according to the types of economic activity). 

The requirements of national and international accounting standards 

concerning fixed assets depreciation differ from each other. Their 

comparative characteristics are represented in table 4. 

Table 4 

Comparative characteristics of the native and foreign legislative 

documents concerning the points about depreciating of fixed assets 
Indicators NAR(S) 7 and Tax Code  

[97, 139] 

IAS 16 [64] 

1 2 3 

Beginning of 

depreciating 

In the month following the 

month of bringing the asset to 

working condition for its 

intended use 

Depreciation of an asset 

begins when it is available 

for use, ie when it is in the 

location and condition 

necessary for it to be 

capable of operating in the 

manner intended by 

management. 

Depreciation 

cease 

In the month following the 

month of its disposal 

Depreciation of an asset 

ceases when the asset is 

derecognised. Therefore, 

depreciation does not cease 

when the asset becomes idle 

or is retired from active use 

and held for disposal unless 

the asset is fully depreciated 

Accidents when 

depreciation can 

be ceased 

Reconstruction, modernization, 

completion, equipping and 

preservation of the object 

- 

Service life Is НОПТЧОН ТЧ ЭОrЦs ШП ЭСО КssОЭs‟ 
expected utility.  However, tax 

law provides the minimum 

acceptable limits for all groups 

of permanent assets 

The useful life of an asset is 

defined in terms of the 

asset's expected utility to 

the entity 
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Continuation of the table 4 
1 2 3 

Review of the 

residual value and 

service life 

- Shall be reviewed at least at 

each financial year-end and, 

if there has been a 

significant change in the 

expected pattern of 

consumption of the future 

economic benefits 

embodied in the asset, the 

method shall be changed to 

reflect the changed pattern. 

Depreciation 

methods 

Straight-line, diminishing of 

residual value, rapid 

diminishing of residual value, 

cumulative and production 

methods 

Straight-line method, 

diminishing balance method 

and units of production 

method 

Land depreciation Is not depreciated In some cases, the land 

itself may have a limited 

useful life, in which case it 

is depreciated in a manner 

that reflects the benefits to 

be derived from it. 

 

It is evident (table 4) that depreciation of the fixed assets according to 

the principles of native and foreign legislation is different. But 

permanent improvement of NAR(S) and the Tax Code of Ukraine, 

enhance of their coordination positively influence on harmonization of 

native accounting theory and practice with the requirements of 

international standards. 

IЧ ТЧЭОrЧКЭТШЧКХ prКМЭТМО ЭОrЦ “МХКss” Тs ЮsОН ТЧsЭОКН ШП “РrШЮp ШП 
pОrЦКЧОЧЭ КssОЭs”, ЛЮЭ ЭСО ЦОКЧТЧРs ШП ЭСО ЭОrЦs КrО КХЦШsЭ ЭСО sКЦО. 
Group of permanent assets is a totality of the non-current tangible assets 

with the same technical descriptions, setting and terms of the use. It 

should be noted that art. 45 of the Tax Code of Ukraine defines 16 

groups of fixed assets and other intangible assets, but the groups of fixed 

КssОЭs КrОЧ‟Э spОМТПТМКХХв ЦОЧЭТШЧОН КЦШЧР ЭСОЦ (IAS 16 НТsЭТЧРЮТsС 8 
classes). Selection of fixed assets groups is actual enough today, because 

in the process of calculation of repair expenses limit related to the tax 

expenses only 10 percent of total book value of all groups of permanent 
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assets can be taken into account. In table 5 the main groups of permanent 

assets are represented. 

Table 5 

Groups of permanent assets according to the principles of tax and 

finance accounting* 
Group 

number 

Title Minimum 

possiЛle Кssets’ 
useful life 

(according to the 

Tax Code of 

Ukraine) 

Accounts 

1 2 3 4 

Fixed assets 

Group 2 Capitalized expenses 

for land 

improvement not 

connected with 

building 

15 Control account 102 

«Capitalized expenses 

for land improvement» 

Group 3 Houses 20 Control account 103 

«Houses and buildings» Buildings 15 

Transmission devices 10 

Group 4 Machines and 

equipment, 

particularly:  

5 Control account 104 

«Machines and 

equipment» 

 subgroup 

«mainframe» 

2 

Group 5 Transport vehicle 5 Control account 105 

«Transport vehicle» 

Group 6 Instruments, devices 

and inventory 

(furniture) 

4 Control account 106 

«Instruments, devices 

and inventory» 

Group 7 Live-stock 6 Control account 107 

«Live-stock» 

Group 8 Long-term plants 10 Control account 108 

«Long-term plants» 

Group 9 Other fixed assets 12 Control account 109 

«Other fixed assets» 

Group 12 Temporary untitled 

buildings 

5 Control account 113 

«Temporary untitled 

buildings» 

Group 13 Natural resources - Control account 114 

«Natural resources» 
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Continuation of the table 5 
1 2 3 4 

Group 14 Inventory packing 6 Control account 115 

«Inventory packing» 

Group 15 Rental objects 5 Control account 116 

«Rental objects» 

Other non-current assets 

Group 1 Lands - Control account 101 

«Lands» 

Group16 Long-term biological 

assets 

7 Account 16 «Long-term 

biological assets» 

Group 10 Library funds - Control account 111 

«Library funds» 

Group 11 Low-unit cost non-

current tangible 

assets 

- Control account 112 «Low-

unit cost non-current 

tangible assets» 

* based on: [62; 139] 

 

According to the table data it can be argued that groups of permanent 

assets and other non-current assets have almost the same title in tax and 

financial accounting. However, we consider that it would be proper to 

distinguish separately in the Tax Code of Ukraine the groups of the fixed 

assets and other non-current assets groups. According to the points of 

NAR(S) „FТбОН КssОЭs” ШЧО ШП ЭСО МШЦpШЧОЧЭs ШП ЭСО ПТбОН КssОЭs КrО 
other non-current tangible assets, but under the Chart of Accounts of 

Assets, Capital, Liabilities and Business Transactions of Enterprises and 

Organizations fixed assets and other non-current tangible assets should 

be reflected on the impersonal accounts. Supporting statements of 

V.Babich and A.Podderyogin [19, p. 9] we note that the establishment of 

minimum possible useful life of non-current tangible assets is a positive 

fact. These standards should be used in the accounting practice.    

Depreciating of the fixed assets is regulated both by the tax 

legislation and NAR(S) 7 „FТбОН КssОЭs”. DОprОМТКЭТШЧ Тs sвsЭОЦКЭТМ 
distribution of the cost of depreciable fixed assets during the period of 

their service life. As rightly observes N. Dovgopol [35], depreciation 

problem is complicating by the inter-depreciation of the Ukrainian 

economy and the presence among native economists conceptual views 
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on the nature of depreciation, the philosophy of its accounting and 

charging (table 6).   

Table 6 

Fundamental accounting conceptions of depreciation* 
Сonception The 

prevalence 

of the 

concept 

Disadvantages of 

the concept 

Role (value) 

of 

depreciation 

The reason 

for 

depreciation 

Causal 

conception 

Widely used 

in the USSR, 

was 

unpopular in 

the capitalist 

countries 

In practice it is 

impossible to 

measure the amount 

of physical and 

moral depreciation 

of fixed assets, 

service life of the 

object may differs 

from the term of 

maintenance 

Provides 

legitimacy  of 

depreciation 

expenses 

recognition  

within the 

costs of 

enterprise 

Wear, aging, 

that is physical 

and functional 

factors 

Costs 

conception 

(resource) 

Is widely 

used in 

foreign 

countries 

DШОsЧ‟Э МШЧsТНОr 
restoration function 

of depreciation and 

financial aspects of 

its calculation 

Is based on the 

common 

accounting 

principles  

Calculation of 

net income 

through the 

distribution of 

assets cost 

between the 

relevant 

accounting 

periods 

Restoration 

conception 

Was widely 

used in 

socialist 

countries 

Depreciating does 

not automatically 

lead to the 

accumulation of 

monetary means. 

Depreciation is 

charged on those 

assets that are not 

replaced 

Provides 

emergency 

monetary 

means for 

assets replace 

and is itself a 

cash asset 

Ensuring the 

recovery of 

capital assets 

which are used 

in production 

Estimation 

conception 

Had no 

practice use 

Does not take into 

account the change 

in value of assets 

under the influence 

of other factors 

Gives 

possibility to 

accurate value 

of assets 

Estimation 

change of the 

assets due to 

inflation 

Conception of 

the capital 

preservation 

Is used in 

accounting 

information 

systems 

Has limited scope of 

use because of 

conventionality of 

payments 

This is a 

simplified 

version of the 

depreciation of 

tools 

Adjustment of 

the profit due 

to price 

changes and 

inflation 
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* based on [35, p. 3]. 

Functioning of two concepts of depreciation (recover costs) in the 

native economics leads to the existence of differences in interpretation of 

the nature of depreciation and determining its role in the process of 

updating and modernization of fixed assets. 

Depreciation is carried out during the period of service life of an asset 

since the moment of its recognition and till the beginning of its 

reconstruction, modernization, completion, equipping and conservation. 

With the introduction of the tax Code of Ukraine depreciation in tax 

accounting is charged by the same methods as in financial accounting. 

According to the provisions of the Tax Code of Ukraine and NAR(S) 7 

“FТбОН КssОЭs” НОprОМТКЛХО КЦШЮЧЭ ШП ЭСО КssОЭ ЭСКЭ Тs ЭСО НТППОrОЧМО 
between cost and residual value is depreciating. Both in tax and financial 

accounting the service life of the assets should be determined separately 

for each significant object in the moment of its recognition. The terms of 

service life are specified in order of the enterprise and for tax purposes 

they can not be less than those established by the Tax Code of Ukraine. 

Consequently, both in the Tax Code of Ukraine, and in NAR(S) 7 "Fixed 

assets" depreciation is calculated for each object separately, indicating 

the convergence of tax and financial accounting. 

However, there are some differences in depreciating in the tax and 

financial accounting. Thus, in the tax accounting while depreciating the 

minimum pШssТЛХО КssОЭs‟ ЮsОПЮХ ХТПО should be considered, which are 

declared by the Tax Code of Ukraine. In financial accounting the actual 

terms of objects use should be considered. 

IЭ‟s ЧОМОssКrв ЭШ ЧШЭО ЭСКЭ in tax accounting purchase expenses of 

fixed assets are depreciating. Thus, received free fixed assets sСШЮХНЧ‟Э 
depreciating in tax accounting except some cases: value of donated items 

received energy, gas and heat, water, sewerage networks, based on 

consumer demand of specialized utilities companies under the technical 

conditions for joining these networks or facilities. In financial accounting 

value of all assets received free of charge with no exceptions is 

depreciating. 

In tax accounting all purchase (production) and expenses on repair, 

reconstruction, modernization or other improvements expenses of the 

non-productive fixed assets (non-current tangible assets not used in 
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economic activity of taxpayer) also are not depreciating (p. 144.3 of the 

Tax Code of Ukraine) in contrast to the financial accounting. 

According to the provisions of the Tax Code of Ukraine not all 

НОprОМТКЭТШЧ ЦОЭСШНs ЦОЧЭТШЧОН ТЧ NAR(S) 7 “FТбОН КssОЭs” МКЧ ЛО ЮsОН 
in tax accounting. For example, houses, buildings, transmission devices 

(group 3) can not be depreciated in tax accounting using method of rapid 

diminishing of residual value in contrast to the financial accounting 

(table 7). 

Table 7 

Depreciation methods (according to the Tax Code of Ukraine)* 
Groups of 

permanent 

assets and 

other non-

current 

tangible 

assets 

Depreciation methods 

Straight

-line 
method 

Method of 

diminishing 
of residual 

value  

Method of 

rapid 
diminishing 

of residual 

value  

Cumulative 

method 

Productive 

method 

50

% 
to 

50

% 

100% 

1 2 3 4 5 6 7 8 

Group 2 – 

capitalized 

expenses 

for land 

improveme

nt (not 

connected 

with 

building)  

+ + - + + - - 

Group 3 – 

houses, 

buildings, 

transmissio

n devices 

+ + - + + - - 

Group 4 – 

machines 

and 

equipment 

+ + + + + - - 

Group 5 – 

transport 

vehicle 

+ + + + + - - 

Group 6 - 

instruments

, devices 

and 

inventory 

(furniture) 

+ + - + + - - 
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Continuation of the table 7 

1 2 3 4 5 6 7 8 

Group 7 - 

live-stock 

+ + - + + - - 

Group 8 - 

long-term 

plants 

+ + - + + - - 

Group 9 - 

other fixed 

assets 

+ - - - + - - 

Group 10 – 

library funds 

- - - - - + + 

Group 11 - 

low-unit cost 

non-current 

tangible 

assets 

- - - - - + + 

Group 12 - 

temporary 

untitled 

buildings 

+ - - - + - - 

Group 14 - 

inventory 

packing 

+ - - - + - - 

Group 15 - 

rental 

objects 

+ - - - + - - 

Group 16 – 

long-term 

biological 

assets 

+ + - + + - - 

* based on [139] 

 

Fixed assets mentioned in groups 1 and 13 are not deprecating. Thus, 

not all available methods can be used for depreciating in the tax 

accounting. In order to compare methods of depreciation used in tax and 

financial accounting it is advisable to form a table 8. 

Thus, it is possible to observe the existence of certain differences. 

Therefore, it is necessary to focus on tax accounting requirements, which 

data is used in forming of income-tax return. 

FТбОН КssОЭs‟ КrО rОПХОМЭОН ШЧ КММШЮЧЭ "FТбОН AssОЭs". RОМОТpЭ МШsЭ ШП 
fixed assets is shown on debit of account. Also total cost associated with 

improvements (modernization, modification completion, reconstruction, 

etc.), resulting in increasing of future economic benefits expected from 
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use of the object are shown on debit of account. On credit of account - 

disposal of fixed assets by sale or free transfer of mismatch recognition 

criteria for assets, and in case of partial liquidation of an item of plant, 

the amount of reduction of fixed assets. The amount of depreciation 

records on the debit accounts and on the credit account "Depreciation of 

fixed assets". 

Table 8 

DepreciКtion methods (Кccording to NAR(S) 7 “Fixed Кssets”)* 
Groups of permanent assets Possible depreciation methods 

Lands, natural resources Are not depreciated 

Capitalized expenses for land 

improvement (not connected with 

building); houses, buildings, 

transmission vehicles; machines and 

equipment; transport vehicles; 

instruments, devices and inventory 

(furniture); live-stock; long-term plants; 

other fixed assets   

Straight-line method, method of 

diminishing of residual value and rapid 

diminishing of residual value, cumulative 

and productive methods 

Temporary untitled buildings; inventory 

packing; rental objects; other non-

current tangible assets  

Straight-line and productive methods 

Library funds and low-unit cost non-

current tangible assets 

100% in the first month of use of an asset; 

50% in month of assets commissioning, 

50% in month of assets disposal; 

straight-line method 

productive method 

* based on [97] 

 

As МШЧМХЮsТШЧ ТЭ Тs ЧОМОssКrв ЭШ ЧШЭТМО ЭСКЭ ТЧМrОКsО ШП ОЧЭОrprТsОs‟ 
МШЦpОЭТЭТЯОЧОss НОpОЧНs ШЧ ОППТМТОЧМв ШП ПТбОН КssОЭs‟ ЮsО.   

At the present development stage Ukrainian legislation in the sphere 

of financial and tax accounting are not inconsistent in many issues. The 

introduction of the Tax Code of Ukraine is positive moment of present 

changes. These provisions in tax law provide a unified approach to the 

essence of "fixed assets" and their revaluation. The most noticeable 

nowadays problem is inconsistency of accounting according to NAR(S) 

requirements and accounting under IAS. It is mostly evident in 

operations with fixed assets. Improvement of national regulations with 

regard to the provisions of international standards will help to improve 
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the use and reproduction of fixed assets, which in turn will provide a 

positive financial result and maximizing profits. 

As a result of the research existence of differences in financial and 

tax accounting depreciation of fixed assets is admitted. Discrepancies 

ЛОЭаООЧ ЭСО ТssЮОs ШП ЭСО TКб CШНО ШП UФrКТЧО КЧН NAR(S) 7 “FТбОН 
КssОЭs” КppОКr ТЧ ЧОбЭ pШТЧЭsŚ 

 requirement concerning consideration of minimum possible fixed 

КssОЭs‟ ЮsОПЮХ life is provided only in the tax accounting; 

 not all fixed assets received free of charge should be depreciated 

in the tax accounting; 

 the purchase, self-repair, reconstruction, modernization or other 

improvement expenses of fixed assets are not depreciated in tax 

accounting in contrast to financial accounting; 

 there are some inconsistencies regarding use of some methods for 

depreciation of fixed assets in financial and tax accounting. 

 

 

 

1.4. TANGIBLE CURRENT ASSETS IN POLISH BALANCE-

SHEET LAW 

 

1.4.1. The Balance-Sheet valuation of materials, products for 

resale and goods 

 

 
Tangible current assets are assets of a business entity intended for 

sale or consumption within 12 months from the balance-sheet date or 

within the normal operating cycle for a given activity, if longer than 12 

months. In Polish balance sheets they are presented in the group of 

stocks, and among materials, semi-finished products and work in 

progress, finished products and goods for resale. Such a presentation 

reflects the tangible form in which they exist. 

The stocks of materials and goods for resale, as well as finished 

prШНЮМЭs, pХКв К МrЮМТКХ rШХО ТЧ КЧ ОЧЭТЭв‟s КМЭТЯТЭТОs, КЧН ЭСОТr ОбТsЭОЧМО Тs 
contingent upon the form of conducted activity – in manufacturing 

entities the inventory of materials and products are predominant whilst in 
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commercial entities goods for resale are predominant. In both cases the 

Balance-Sheet will also include advance payments on account of 

deliveries (although they are entered in the records in the settlement 

section). 

A characteristic feature of current assets which include the stocks of 

materials and goods for resale is its contribution in a circular flow, which 

means that any funds gained through the sale of goods and products are 

used to purchase materials for manufacturing purposes and goods for 

resale in the next operating cycle. Goods are current assets intended for 

resale, and hence the stocks of goods are included in the Balance Sheets 

of commercial entities. 

Finished products are the result of production and by-production 

subject to all manufacturing stages, yet not subject to any further 

manufacturing process, and in accordance with the statutory standards or 

contractual provisions, i.e. they are ready for resale. Finished products 

are subject to storage. 

Work in progress means that part of the manufacturing process which 

is not completed and not covered by stock management. Work in 

progress is in the course of the manufacturing process (e.g. brick in  the 

firing process). Semi-finished products are stock items which have 

undergone a particular processing stage (manufacturing), have been 

delivered to the warehouse and are intended for further processing.  

Materials are current assets purchased by an entity (in seldom cases 

internally generated) with a view to being manufactured or used for the 

ОЧЭТЭв‟s ШаЧ ЧООНs. 
Unsold or unused products, materials and goods for resale are 

recognised in the Balance-Sheet in the stocks of current assets, whereas 

sold stocks are reflected in the Profit-and-Loss Account as operating 

costs. A proper register of materials, goods for resale and products in the 

Balance-Sheet or Profit-and-Loss Account depends upon reliable 

information on the kept and sold stocks. 

Pursuant to Polish balance-sheet regulations, tangible current assets 

are valued at historical cost (i.e. paid for respective assets) taking into 

account present prices (i.e. applicable on the market upon valuing the 

asset) as at the balance-sheet date. This approach complies both with the 

prudence principle and the substance over form principle.  
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Pursuant to Art. 28 Section 1, item 6 of the Accounting Act
46

 stocks 

of materials, products for resale and goods are valued at purchase prices 

or manufacturing costs not exceeding their net realisable value as at the 

Balance-Sheet date.  

Pursuant to Art. 28 Section 2 of the Accounting Act, the purchase 

price is understood to mean the actual purchase price (the amount 

payable to the seller less the deductible Value Added Tax) increased by 

any costs directly connected with the purchase and adaptation of the 

asset to make it fit for use or trading (including transport, loading, 

unloading, storage or insurance costs), less any rebates, discounts and 

any other similar reductions or benefits (e.g. materials recovered from 

packaging used during transport).  

In the case of imported materials and goods, the purchase price is 

increased by public and legal levies such as customs duty and  – in some 

cases – excise duty. The value of customs duty is calculated on the basis 

of customs value i.e. the price stated by the foreign supplier in foreign 

currency converted into Polish zloty based on the average exchange rate 

announced by the National Bank of Poland as at the date of the 

assessment of customs duty, increased by the costs of shipment to the 

first place of customs clearance in a given country.  

Simultaneously Art. 34, Section 1, item 1 of the Act provides for the 

possibility of valuing, as at the balance sheet date, materials and goods 

for resale at cost prices (instead of purchase prices) but only if it does not 

НТsЭШrЭ ЭСО ОЧЭТЭв‟s ЛКХКЧМО ШП КssОЭs Шr ПТЧКЧМТКХ rОsЮХЭ.   
What type of costs are included in the purchase costs and when 

НШОsЧ‟Э ЭСОТr НТrОМЭ rОМШРЧТЭТШЧ ТЧ ЭСО ПТЧКЧМТКХ rОsЮХЭ НТsЭШrЭ ЭСО ПТЧКЧМТКХ 
statement? Purchase costs include any costs directly connected with 

purchasing a particular asset; in particular they include transport services 

and loading and unloading costs, as well as insurance of materials during 

shipment. Furthermore, it is assumed that any costs relating to the 

adaptation of goods and materials to make them fit for use, e.g. the costs 

of cleaning or sorting. However, purchase costs do not include the costs 

                                                           
46 The Accounting Act of 29 September 1994, Journal of Laws 2009, No. 152, item 1223, as 

amended.  
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of storing and warehouse transfer or the remuneration of store workers 

and the costs of maintaining the Procurement Department.
47

 

Balance-sheet valuation at purchase prices will not distort the picture 

of the entity based on the financial statement where the incurred 

purchase costs constitute small part of the value of the acquired 

goods/materials and if the stocks of goods/materials and costs connected 

with their purchase remain at a similar level (or if their contribution to 

the total asset value is relatively low). In such a case purchase costs in 

total may be included in the costs of the period in which they were 

incurred. Applying this solution in practice means attributing all the 

purchase costs incurred in this period to the costs of materials used (in 

the case of costs-by-type records) or to the relevant accounts of the cost 

breakdown in proportion to materials consumed (in the case of costs-by-

activity-type records) without the need to account for them in the closing 

stock.
48

 

Valuation at manufacturing cost is applied to the products, goods for 

resale and materials manufactured internally by an entity. Such costs 

comprise any direct costs and a reasonable portion of indirect costs 

corresponding to the manufacturing period. Thus, the balance-sheet 

valuation is based upon total manufacturing costs calculated at purchase 

prices (historical cost).
49

 

Direct costs are costs which may be attributed, on the basis of direct 

sЮrЯОв Шr sШЮrМО НШМЮЦОЧЭКЭТШЧ, ЭШ ЭСО ОЧЭТЭв‟s ЦКЧЮПКМЭЮrОН prШНЮМЭ. 
They cover the value of direct materials consumed, the costs of obtaining 

and processing directly related to the manufacturing and other costs in 

connection with bringing the product to its location and condition as at 

the valuation date. 

                                                           
47 H. KКХШЭК, EаТНОЧМУК Т rШгХТМгКЧТО ФШsгЭяа гКФЮpЮ, „MШЧТЭШr RКМСЮЧФШаШ МТ Т FТЧКЧsяа”, NШ. 3, 
2006, p. 13. 
48 A. Kuzior, EаТdencвjne ujęcТe гakupu Т гużвcТa materТałóа, (in:) RacСunkoаość fТnansoаa  г 
uагРlędnТenТem MSSF, pod. red.  Z. Messnera, PWN, Warszawa 2007 s. 316; M. Kamieniecka, M. 

TКrЧШаsФК, Аpłва pШХТЭвФТ rКМСЮЧФШаШ МТ а гКФrОsТО ШЛrШЭЮ ЦКЭОrТКłШаОРШ ЧК sвЭЮКМУę 
ЦКУąЭФШаШ-ПТЧКЧsШаą prгОНsТęЛТШrsЭаК, „ГОsгвЭв NКЮФШаО UЧТаОrsвЭОЭЮ SгМгОМТńsФТОРШ”, NШ. 
625, Finanse, Rynki Finansowe, Ubezpieczenia Series, No. 32, Szczecin 2011,  pp. 484-487. 
49 H. RШЧОФ, АвМОЧК prШНЮФЭяа а rКМСЮЧФШаШ МТ ПТЧКЧsШаОУ, (in:) АspяłМгОsЧО prШЛХОЦв 
rКМСЮЧФШаШ МТ, ОНs. H. Ronek, UMCS, Lublin 2007,  p. 128. 
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A reasonable portion of indirect manufacturing costs accounts for 

variable indirect manufacturing costs as well as such a portion of fixed 

indirect manufacturing costs as corresponds to the level of such costs at 

the normal operating rate. 

The normal operating rate is deemed to be the average expected 

production volume in typical conditions, in a given number of periods 

(years) or seasons (in the case of seasonal production), taking into 

account planned overhauls. Therefore, if the value of the actual 

production completed is indeed equivalent to or exceeds the typical one, 

the completed production will be charged at the total value of the fixed 

costs. If the production value is below the value deemed to be typical, 

the completed production will be charged with a product of the 

production completed and at the rate of fixed costs, that is the amount 

less than the sum of fixed costs incurred. Such a method of excluding the 

costs of unused production capacity from the product cost was 

introduced into Polish Balance-Sheet Law in 2002. Business entities 

encountered some problems with determining accurately production 

capacities on a standard level. Therefore, the Accounting Standards 

Committee developed and issued an approach on the determination of  

manufacturing costs for the purposes of balance-sheet valuation of 

stocks
50

, which included explanations for the most important questions. 

Pursuant to this approach, upon determining the level of production 

capacities the following should be taken into account: 

 the theoretical production capacities of the manufacturing 

potential (the level specified by designers or manufacturers); 

 restrictions to the theoretical level of production capacities 

resulting from planned maintenance works, overhauls and 

improvements; 

 the system of work (one, two, three shifts, the number of 

holidays); 

 seasonal fluctuations in production and demand; 

 connections of assemblies of machinery, lines or process lines 

affecting the production capacities; 

                                                           
50 TСО AММШЮЧЭТЧР SЭКЧНКrНs CШЦЦТЭЭОО‟s КpprШКМС ШЧ НОЭОrЦТЧТЧР  ЭСО ЦКЧЮПКМЭЮrТЧР МШsЭs ПШr ЭСО 
purposes of the balance-sheet valuation of the stocks, the Official Journal of the Minister of Finance 

of 2007, No. 2, item 11. 
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 other factors (e.g. cyclical natural factors such as low temperatures 

etc.). 

An unreasonable portion of indirect manufacturing costs may 

comprise the following: 

 fixed costs resulting from unused standard production capacity;  

 costs resulting from higher-than-average production losses of 

materials, defects, remuneration. 

Thus, the manufacturing cost does not include
51

: 

 any costs resulting from unused production capacity or production 

losses; 

 general administrative expenditures not connected by bringing the 

product to its location and condition as at the balance-sheet date; 

 the storage of finished and semi-finished products, unless it is 

required to incur such costs in the course of the manufacturing process; 

 any costs of product sales. 

Of course, manufacturing costs do not comprise any other operating 

and financial costs or extraordinary losses. All these costs are recognised 

in the period i.e. they affect the financial result of the reporting period in 

which they were incurred. 

As regards the stocks of work in progress and uncompleted 

production, general principles provide for their disclosure in the 

manufacturing costs, taking into account the degree to which they were 

processed. 

The Accounting Act also provides for the possibility of the simplified 

determination of the value of the work in progress. It allows, insofar as it 

НШОs ЧШЭ НТsЭШrЭ ЭСО КssОssЦОЧЭ ШП ЭСО ОЧЭТЭв‟s ПТЧКЧМТКХ sЭКЧНТЧР, ТЭs 
valuation at direct manufacturing costs or direct materials cost and – an 

even further simplification – no valuation (in which case any costs 

incurred in the period are attributed to the value of finished products). 

These simplified methods of valuing uncompleted products may not be 

applied to production with an expected completion time longer than three 

ЦШЧЭСs, ТЧЭОЧНОН ПШr sКХО Шr ПШr ЭСО pЮrpШsОs ШП ЭСО ОЧЭТЭв‟s МКpТЭКХ аШrФ 
in progress (except for agricultural production).

52
 

                                                           
51 The Accounting Act, Art. 28, Sec. 3. 
52 The Accounting Act, Art. 34, Sec. 1, item  2. 
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If, due to any reasons it is impossible to determine the purchase price 

(as in the case of donations) or the manufacturing cost, they are valued at 

the net selling price of identical or similar materials (goods) less any 

average gross profit from sales.
53

 It should be stressed that in the case of 

coupled production during which more than one product is manufactured 

or during which, besides a major product, there are also by-products 

manufactured, the accurate determination of the manufacturing costs of 

each single product is very difficult. The costs are then attributed in a 

reasonable manner to all coupled products, whereas by-products are 

valued at net liquidation value, which means a  net realisable value. 

The net selling price of an asset is understood to mean its net 

realisable value as on the balance-sheet date, less any Value-Added Tax, 

rebates, discounts, excise duty and costs of the adaptation of materials 

(goods) for sale, and selling them increased by any subsidy receivable. 

The selling price may also mean the stock-exchange price index – 

applicable to those assets which are listed on the commodity exchange. 

The Accounting Act does not indicate how to calculate the other 

parameter required for a simplified valuation of the manufacturing cost – 

gross profit from product sales. Entities may calculate return on assets 

(ROA) comparing the manufacturing cost of sold product with revenues 

from product sales increased by the stock of finished products at their 

selling prices. It should be noted that such a procedure may be defective 

due to changes in selling prices, differences between the stock and sale 

structures, and the different profitability of respective groups of 

products.
54

  

If it is impossible to determine the selling price of materials (goods), 

their fair value as at the balance-sheet date should be determined is some 

other manner. The notion of fair value was adopted by the Polish 

Accounting Standards from International Financial Reporting Standards. 

Fair value is understood to mean the amount for which a given asset 

                                                           
53 The Accounting Act, Art. 28, Section 3. Determining the sales price is also requird for the 

observance of the prudence concept (valuation at the purchase (cost) price or manufacturing cost, yet 

not exceeding the sales price) which will be further discussed in this work. 
54 G. BЮМТШr, UprШsгМгШЧК авМОЧК prШНЮФЭяа, „ГОsгвЭв NКЮФШаО UЧТаОrsвЭОЭЮ SгМгОМТńsФТОРШ”, 
No. 625, seria Finanse, Rynki Finansowe, Ubezpieczenia No. 32, Szczecin 2011,  p. 108 - 110. 
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МШЮХН ЛО ОбМСКЧРОН ШЧ ЭСО ЛКsТs ШП КЧ КrЦ‟s-length principle between 

concerned, well-informed and unrelated parties. 

Polish Balance-Sheet Law, in justified cases, allows the external 

financing of stock. In cases where long-lasting preparation of goods or 

products for sale or long-lasting manufacturing time is required, the 

purchase price or the manufacturing cost may be increased by the costs 

of servicing the liabilities incurred in order to finance the stocks of goods 

during the period preceding the sale or products during the 

manufacturing time (including increases in costs relating to any foreign 

exchange differences in connection with such liabilities – less any related 

gains).
55

The Act further provides for specific principles for the valuation 

ШП prШНЮМЭs sЮЛУОМЭ ЭШ ЦЮХЭТpХО sКХОsŚ “AЧв ПТХЦs, МШЦpЮЭОr sШПЭаКrО, 
standard designs or other similar products intended for sale, are valuated 

during the period when they generate economic benefits, not exceeding 5 

years, as the amount of surplus of the manufacturing costs over proceeds 

at net selling prices derived from the sale of the products during that 

period. Any manufacturing costs remaining unallocated upon the lapse of 

ЭСТs pОrТШН, ТЧМrОКsО ЭСО ШЭСОr ШpОrКЭТЧР МШsЭs”.56
 

PЮrsЮКЧЭ ЭШ ЭСО AМЭ, ТП “СТsЭШrТМКХ” prТМОs КrО СТРСОr ЭСКЧ rОКХТsКЛХО 
value as at the balance-sheet date, lower selling prices should be applied 

upon valuing the stock and consequently recognise any impairment loss, 

which reflects a reduction in the stock value. Differences between the 

purchase price or manufacturing cost and net realisable value are 

recognised in the other operating costs. Statutory provisions state that 

“ТЦpКТrЦОЧЭ ШММЮrs аСОrО КЧ ОЧЭТЭв-controlled asset is highly unlikely to 

ЛrТЧР КЧв ОбpОМЭОН ОМШЧШЦТМ ЛОЧОПТЭs, аСОЭСОr sЮЛsЭКЧЭТКХХв Шr КЭ КХХ”.57
 

Impairment may be affected by the following:  

 loss of functional, quality and aesthetic features due to: damage, 

expiry date;  

 an excessive quantity of the stocks (due to uncontrolled orders, 

technological changes, changes in the assortment structure);  

                                                           
55 The Accounting Act, Art. 28, Section 5. 
56 The Accounting Act, Art. 34, Section 3; This work, due to its restricted volume, does not bring up 

the question of the balance-sheet evaluation or calculation of revenues and expenditures on account 

of long term services.  
57 The Accounting Act, Art. 28, Sec. 7. 
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 changes in market prices (due to competition, exchange rates, 

market saturation);  

 no demand for products on the market or their rejection by the 

client;  

 abandonment of production in the immediate future;  

 or any other reasons.  

If any stock item regains in total or in part values already impaired, 

its valuation should be revaluated by recognising impairment loss in the 

other operating costs.  

Revaluation of stock value leads to temporary differences between 

income tax and accounting tax liability, in connection with which the 

amount of deferred tax should be determined at least at the end of the 

financial year. After impairment and revaluation the accounting value of 

the stocks is lower than the tax value, i.e. the value which will reduce the 

income tax base in the event of gaining, whether directly or indirectly, 

any economic benefits from these stocks. In such a case there appear 

negative temporary differences which involve assets for deferred tax. 

These assets reflect economic benefits in the form of a decreased tax 

base in the future. Such future tax benefits derived from the assets will 

be realised (reversal of temporary differences) upon the sale of the stocks 

which were revalued.
58

 

Other principles in the balance-sheet valuation of the stocks are 

provided for in the event of the discontinuance ШП ЭСО ОЧЭТЭв‟s ШpОrКЭТШЧs. 
If the management foresees that in the future the entity will continue its 

operations to a lesser extent or it will be put into liquidation or declared 

bankrupt, the stocks of the current assets are valued at net selling prices 

no higher than their purchase prices (manufacturing costs). In such a case 

the entity is also obliged to provide for any additional costs and losses 

resulting from the discontinuation or loss of ability to continue the 

ОЧЭТЭв‟s ШpОrКЭТШЧs.59
 

Valuation at net selling prices and recognition of provisions take 

place on the date preceding the date of the entity being put into 

liquidation or declared bankrupt, at the end of the financial year falling 

                                                           
58 А. GКЛrЮsОаТМг, M. KКЦТОЧТОМФК, MSR 12 PШНКЭОФ НШМСШНШав. MТęНгвЧКrШНШаО Т ФrКУШаО 
rОРЮХКМУО spШrгąНгКЧТК sprКаШгНКń ПТЧКЧsШавМС а prКФЭвМО, DТПТЧ, АКrsгКаК 2007, p. 92-93. 
59The Accounting Act, Art. 29, Sec. 1. 
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in the course of liquidation or bankruptcy proceedings, as well as on the 

date preceding the date of transfer, division or sale of the entity, unless a 

rОХОЯКЧЭ КРrООЦОЧЭ КssЮЦОs ЭСО КssОЭs‟ ЯКХЮО НОЭОrЦТЧОН ШЧ К РШТЧР 
concern basis as a basis for any settlement. It should be noted that the 

difference resulting from asset valuation and the recognition of 

provisions affect the amount of the revaluation reserve.
60

 

The stocktaking of assets is required to allow an accurate balance-

sheet valuation. The provisions regarding dates and methods of 

stocktaking can be found in Chapter 3 of the Accounting Act. The 

stocktaking of goods and materials should be carried out on the last day 

of the financial year by physical count. Data obtained as a result of 

stocktaking should be valued and compared with the records in the 

account books. Any discrepancies, in accordance with the accrual and 

matching concepts should be explained and accounted for in the account 

books of the financial year in which the stocktaking was carried out.
61

 

The term of the stocktaking of tangible current assets is deemed to be 

in compliance with requirements if it is started no earlier than three 

months preceding the end of the financial year and completed by the 15
th
 

day of the following year, adjusting the balance by any incomes and 

expenditures that occurred between the date of the count and the 

balance-sheet date. The stocktaking of products, goods and materials 

covered by a record of quantity and value and stored in guarded storage 

areas may only be carried out once every two years. Physical stocktaking 

of goods and materials (packaging) covered by a value-based record in 

ЭСО ЛЮsТЧОss ОЧЭТЭв‟s rОЭКТХ ШЮЭХОЭs, КЧН ЭСО sЭШМФs ШП аШШН ТЧ ЛЮsТЧОss 
entities conducting forestry activities should be carried out once a year.

62
 

 

 

1.4.2. Types of stock records 

 

 

Proper stock records should allow identifying the stocks by their 

storage areas, assortments and persons responsible for their storage. 

                                                           
60 The Accounting Act, Art. 29, Sec. 2 and 2a.  
61 The Accounting Act, Art. 26, Sec. 1. 
62 The Accounting Act, Art. 26, Sec. 3. 
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Three-level records are deemed to be most practical, i.e. the following 

records:  

1) of quantity – in storage areas of materials (goods, products) – in 

warehouses; 

2)  of quantity and value – in stock management (goods, products); 

3) value-based – in accounting (finance, general, balance-sheet). 

The keeping of records off the balance-sheet for the inventory of 

goods of multiple use is required. Pursuant to the Accounting Act, the 

manager of a business entity decides on the application of the relevant 

method of keeping records, taking into account the type and value of the 

respective groups of tangible current assets held by this business entity. 

The legislator does not impose the three-level record, but provides the 

following choice
63

: 

1) a record of quantity and value in which the totals and stocks of 

each item are stated in physical and monetary units; 

2) a quantitative record of totals and stocks for the respective items or 

their homogenous groups, exclusively in physical entities. The value of 

the stocks is measured at least at the end of the reporting period for 

which income tax is paid to the state budget, based on actual data; 

3) a value-based record of totals and stocks of goods and packaging, 

kept by retailers or storage facilities, where only receipts, issues and total 

stocks are entered; 

4) recognising the value of materials and goods as expenditures as at 

their purchase date or in the case of their finished products at the time of 

their manufacture and subsequently determining the inventory of such 

assets, measuring their value as well as adjusting the expenditures by the 

value of such inventory no later than the balance-sheet date. It should be 

stressed that in such a case the recording account of the stocks functions 

only in the reporting periods and the physical stocktaking is valued under 

the FIFO method (“ПТrsЭ ТЧ – ПТrsЭ ШЮЭ”).  
It should be noted that any simplified solutions relating to records, 

although they make accounting work easier, carry a threat of 

discrepancies in the book inventory and the actual situation. Thus a 

constant supervision over the reliable keeping of simplified records is 

                                                           
63 The Accounting Act, Art. 17, Sec. 2. 
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required. It should further be noted that simplification No. 4 in business 

entities which make seasonal purchases will cause significant cost 

fluctuations, which may hinder the current management of the business 

entity and calculation of cost production as well as disproportions in the 

allocations of tax liabilities in respective months. 

 

 

1.4.3. Prices applied in stock records  
 

 

Any tangible current assets, namely stocks, are recognised in the 

account books with the observance of the following concepts: the 

chronological-order concept, which means that the stocks are recognised 

in the quantity and  value by the sequence of days of receipts and issues; 

and the concept of the current recognition in the account books. In the 

case of the latter the entries in the records of quantity should be made no 

later than on the date following the date of conducting business 

transactions in connection with both receipt and issue. 

Tangible current assets may, as at the date of purchase or 

manufacturing, be recognised in the account books at the actual prices of 

the acquisition or purchase, manufacturing costs or fixed prices adopted 

for the records, taking into account any differences between these prices 

and their actual  purchase or cost prices or manufacturing costs.
64

 

However, the stock valuation is dependent upon the manner of settling 

purchase costs, as well as the manner of valuing the stocks receipts and 

issues. 

Depending on the principle of stock valuation adopted by a given 

business entity, i.e. at purchase or cost price, the relevant solutions 

relating to the records and manner of settling purchase costs are applied. 

Thus, the following solutions may come into being: 

If the stock valuation is based on purchase prices, purchase costs are 

settled in total by cost centres (according to relevant activity costs e.g. 

industry, building, commerce), in proportion to the value of the issued 

items and attributed to the period in which they were incurred. Such 

                                                           
64 The Accounting Act, Art. 34, Sec. 2. 
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records should not be kept in the case of purchase of goods/materials 

whose purchase costs are substantial, as it would be inconsistent with the 

reliability concept in relation to the stock valuation and cost level, 

- if the stocks are valued at actual purchase price, one of the 

following may be applied: 

a) attribute materials at their purchase prices ( i.e. jointly with cost 

prТМОs) ЭШ ЭСО КММШЮЧЭ “MКЭОrТКХs ТЧ sЭШМФ”, Шr  
b) apply actual purchase prices in the stock records and recognise 

pЮrМСКsО МШsЭs ТЧ ЭСО КММШЮЧЭ “PrОpКвЦОЧЭs КЧН КММrЮКХs” Лв sОЭЭХТЧР 
them in proportion to the issue of stock and closing stock. In this version 

ШП sОЭЭХТЧР pЮrМСКsО МШsЭs, ЭСО КММШЮЧЭ “PrОpКвЦОЧЭs КЧН КММrЮКХs” 
indicates the final balance which expresses the purchase costs in respect 

of the stocks of materials. At the end of the financial year the final 

balance of the account “PrОpКвЦОЧЭs КЧН КММrЮКХs” Тs КМЭТЯКЭОН КЧН 
increases the value of the stocks of materials (resulting in the value of 

materials at their purchase prices) in the balance sheet. 

Version b) provides more detailed information, as we know the value 

of the stocks at purchase costs and, at the same time, we are able to 

determine the level of purchase costs incurred, observing the possibility 

of the stock valuation at purchase prices. Furthermore, it is easier to be 

applied in practice as we do not have to know purchase costs incurred in 

order to record the receipt of materials in the warehouse.  

Another solution is the application of the fixed standard prices in the 

stock records determined at the purchase or cost prices of respective 

assortments of tangible current assets. In the first case (where the 

purchase price constitutes the basis) there will be a difference between 

the receipt at actual purchase prices increased by actual purchase costs 

and the income at fixed standard prices determined at purchase prices 

causing deviations from fixed standard prices, which is calculated in 

accordance with the principle adopted for calculating deviations from 

fixed prices. In the other case (where the purchase price constitutes the 

basis) there will be a difference between the receipt of the stocks 

determined at fixed standard price and actual purchase price, also 

resulting in deviations (any purchase costs are attributed in total to the 

costs of the period in which they were incurred or are recognised in the 
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КММШЮЧЭ “PrОpКвЦОЧЭs КЧН КММrЮКХs” КЧН sОЭЭХОН ТЧ prШpШrЭТШЧ ЭШ ЭСО 
receipt of the stocks). 

Depending on the specific situation in the given business entity, the 

application of different solutions in respect of the records and manner of 

settling purchase costs may be justified. In the event of a purchase of 

materials, a business entity may acquire numerous groups which will 

subsequently be used in different types of activities, e.g. the 

manufacturing of several products. Different amounts of purchase costs 

may be attributed to these materials since very high costs are incurred in 

connection with the purchase of one item (the purchase of lumber, steel 

constructions, building materials, coal, natural resources and other heavy 

and spatial materials), whilst lower costs are incurred in connection with 

the purchase of materials, e.g. for the manufacturing of jewellery 

products of precise engineering, or other products and services involving 

the predominant contribution of labour and the low consumption of 

materials. In case of a specified group of the stocks of materials there 

may be insignificant purchase costs and, thus, such materials will be 

valued at purchase prices, and purchase costs will be attributed to the 

activity costs in the months in which they were incurred. In the case of 

other groups of materials (such as materials used in large quantities in 

the manufacturing process) whose purchase costs are high and the 

balance of the stocks at the opening and closing period disclose serious 

discrepancies, it is advisable to record purchase costs in the account  

“PrОpКвЦОЧЭs КЧН КММrЮКХs” КЧН sОЭЭХО ЭСОЦ ЮЧНОr МШЧsЮЦpЭТШЧ КЧН 
closing stock (stock valuation at purchase prices).  

Where purchase costs differ in respect of relevant groups of materials, 

such purchase costs may be recognised on separate itemised accounts 

and settled by the consumed materials to which these incurred purchase 

costs refer, in relation to their value. In the case of settling purchase cost 

by means of one mark-up resulting from the relation of total purchase 

costs to all materials, the cost statement of relevant products may be 

distorted. Thus, in the case of significant price differences, the 

application of common mark-up fails. Accurate stock valuation is 

therefore dependent upon settling purchase costs through determining 

two or more mark-ups, as the case may be.  
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The adoption of a proper solution for stock valuation (purchase or 

cost price), and consequently, a proper method of records and calculation 

of purchase costs, should be preceded by the following analysis:   

 development of the stocks at the beginning and end of different 

periods (e.g. for the last two, three years);  

 the ratio of prices of one of groups of the stocks to other groups of 

the stocks and verification as to significant discrepancies; 

 the ratio of  purchase prices to the total value of purchased stocks 

and such costs by main group of these stocks.  

The principles of recording and settling purchase costs should be 

specified in the documentation of the adopted accounting principles and 

applied consistently.  

Current valuation is quite apparent only in the event of possessing 

purchase documents which clearly states the purchase price and purchase 

costs, if any, relating to transport, insurance or packaging. In the case of 

internally generated products, the valuation of manufacturing costs is 

preceded by the calculation of costs. The reliability of the measurements 

of costs adopted for the records is dependent on the quality of 

information regarding the inventory value.
65

 

The Accounting Act indicates that the current inventory valuation is 

similar to the balance-sheet valuation
66

. 

 

 

1.4.4. The methods of valuation of stock issues 
 

 

In order to allow the accurate calculation of costs and their 

recognition in the Profit-and-Loss Account as a result of the stock issues, 

the relevant method specified in the Accounting Act should be adopted. 

Depending on the objective of the financial statement in respect of its 

                                                           
65 In cases justified by necessary, long-lasting preparation of stocks (goods and products) for sale or 

long manufacturing process, the purchase price or manufacturing cost may be increased by the cost 

of servicing the liabilities incurred in order to finance the stock of goods or products during the 

period they were being prepared for sale and manufactured and adjusted by any foreign exchange 

differences, less any related gains , (in:) the Accounting Act, Art. 28, Sec. 4. 
66FШłЭК T., GШНХОаsФК J., BТХКЧs 2005, GrЮpК АвНКаЧТМгК INFOR S.A., АКrsКа 2005, p. 164 
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users, valuation methods of the stock issues causing the decrease or 

increase in the financial result are applied in specified conditions. Insofar 

as the unit value of tangible current assets purchased or manufactured by 

a business entity may be identified even at constantly-changing prices or 

costs, it is more difficult to solve this problem within the scope of issues. 

Due to the fact that purchase or cost prices or manufacturing costs of 

tangible current assets that are similar or deemed to be similar, in respect 

of the similarity of their type and objective, may differ, the Accounting 

Act 
67

provides for the application of one of four methods relating to the 

valuation of the stock issues (consumption, sale) and methods of 

valuation of the closing balance of tangible current assets. They include 

the following:  

1) the average costing method AVCO;  

2) the FIFO method (first in first out); 

3) the LIFO method (last in first out); 

4) the method of identifying in detail the actual prices (costs). 

The average costing method consists of the valuation of the stock 

issues at the unit value calculated after each delivery or on a seasonal 

basis and determined as the weighted average prices (costs) or the 

manufacturing cost of the beginning stock received at the warehouse in a 

given period.  

Pursuant to the method of the earliest price, the value of the stock 

issues at a given time is based on the prices (costs) of the earliest 

warehouse receipts. Upon handing over the first delivery, the next one is 

handed over etc., which means that the first issues are determined (in 

terms of current accounting valuation) by original warehouse receipts. 

Pursuant to this method the stocks first purchased are the first ones to be 

used.   

 The method of the latest price consists of the valuation of the stock at 

the prices (costs) of the subsequent receipt starting from the latest 

delivery. In such a case, the accounting valuation of the first issues is 

determined by the latest deliveries. The items which are left in the 

inventory at the end of the period are the earliest purchased items.  

                                                           
67 The Accounting Act, Art. 34, Sec. 4. 
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The method of the detailed identification of actual prices  is identified 

by a physical count – one item as the closing stock including the relevant 

deliveries and they are valued at invoice prices. This valuation method 

also known as the actual value per unit method has one drawback – it is 

expensive and time-consuming. It is connected with clearly-specified 

undertakings, regardless of their purchase or manufacturing date.  

TСО ОЧЭТЭв‟s аКrОСШЮsОs ЦКв ТЧМХЮНО sЭШМФs ШП ЭСО sКЦО ЭвpО КЭ 
different prices or manufacturing costs. The entities apply the principle 

of the common valuation of the stocks belonging to the same type, 

regardless of the amount and any fluctuations in the unit prices of the 

current assets. Such an approach to the methods of current stock 

valuation contributes to the fact that issues and closing stock are valued 

in total in respect of a given type of materials, goods for resale, finished 

products or uncompleted production. Business entities may decide at 

their own discretion on the method permitted by law. The choice of the 

valuation of the stock issues affects, especially in periods of economic 

volatility and inflation, the amounts of the costs and assets and, 

consequently, the liquidity and profitability of the business entity. The 

aforementioned methods allow consideration of different assortments as 

one type provided that they are similar or intended for the same purpose. 

The simplification of the actual state allows easier stock management.   

The aforementioned methods are called periodic ones, which means 

that the valuation is carried out at the end of the reporting period. They 

may also be applied on a permanent basis i.e. determine their 

consumption and closing stock after each receipt and issue. It may also 

occur that the closing stock of e.g. materials will not be valued in 

accordance with any of the said methods as, pursuant to the prudence 

concept, in the event when the actual market price of the stock is lower 

than its purchase price, the stocks should be valued at the lower price, 

i.e. the market one. 

The method of the valuation of the stock issues may not be changed 

during the year but only at the beginning of the current or the following 

year. The Accounting Act provides for the application of the evaluation 

in a consistent manner over consecutive financial years. In the event of 

anв МСКЧРО ЭШ ЭСОsО ЦОЭСШНs, ЭСО ОЧЭТЭв‟s sЮppХОЦОЧЭКrв ТЧПШrЦКЭТШЧ ПШr 
the year in which such changes occurred should include the reasons for 
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these changes, their influence on the financial result in numbers, and the 

comparability of the data included in the financial statement for the year 

preceding the year in which the changes were introduced, should be 

ensured. 

The valuation of the stock issues at actual purchase prices may be a 

nuisance in the event when the assortment of materials is varied. Thus, 

fixed standard prices are very frequently applied. Fixed standard prices 

may be determined on the basis of the most frequent purchase or cost 

prices adjusted at the end of the period. 

The application of fixed standard prices brings the following benefits: 

 simplifies  the accounting techniques; 

 allows the control of costs incurred in connection with the 

purchase of materials; 

 allows the differences in the prices actually paid during the year to 

be identified; 

 does not violate the principle of the valuation of materials at their 

actual purchase prices as the actual purchase price = fixed standard price 

+ deviations from fixed standard prices + purchase costs.   

Any deviations relating to the fixed standard price and actual price 

(regularly recorded separately) should be shared between the stock 

issued and the stock in the warehouse. These deviations may be settled in 

the following manners:  

1) on a current basis upon issuing the stock due to its consumption, 

sale, shortage, loss of its use value, or gratuitous assignment, by 

indicating the deviations attributed to the stock issue in the accounting 

evidence constituting a basis for recording the issue. In such a case 

knowledge of the purchase (cost) price or manufacturing cost of each 

assortment so issued is required. This method of settlement is practical, 

since the value of materials is accrued on a current basis at actual 

purchase (cost) prices or manufacturing costs;  

2) at the end of each month in relation to the stock value – by means 

of an index of average deviations.  

Both methods (1 and 2) of settling the deviations may be applied to 

each separate group of the stocks of materials by developing so called 

“ЦТбОН” ЦОЭСШН ШП sОЭЭХТЧР ЭСО НОЯТКЭТШЧs ПrШЦ ПТбОН sЭКЧНКrН prТМОs. 
This method is based on that deviations attributed to the stocks used in 
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the manufacturing process are settled by means of the index of average 

deviations, whilst in the part attributed to other stock issues (sale, 

shortage, damage, loss of use value, gratuitous transfer, transfer for the 

purposes of presentation and promotion) they are determined on a 

current basis – upon the issuing of the stocks through applying the first 

of the two aforementioned methods. 

The division of deviations from fixed standard prices into the part 

adjusting the value of the stocks in the warehouse and the part attributed 

to the issue of these stocks in a given period may be carried out through 

separate indices intended for specific groups of materials (goods and 

finished products) or through one index for the total stock of one type. 

The adoption of the first solution requires a detailed record of deviations 

from the fixed standard prices of materials, goods or finished products to 

be adopted. 

A business entity settling the deviations on the issue and closing 

stock, as at the balance-sheet date, is obliged to verify any fixed standard 

prices of respective assortments of materials basing on the prices stated 

in invoices and the quantity of the stocks at the end of the year, so that 

these prices do not disclose any deviations. Thus, the stocks of materials 

may be valued at prices resulting from the latest invoice, i.e. under the 

FIFO method or the prices resulting from the earliest invoices may be 

applied under the LIFO method. Any discrepancies arising from such 

verifications are written down to operating activities relating to the sales 

of products. Any verified prices may be adopted as new fixed standard 

prices in the following financial year. 

To a certain extent, the discrepancies in the valuation of the closing 

stocks settled under different methods are evened out at the end of the 

financial year, which results from the observance of the prudence 

concept (the accounting value of the closing stocks should be compared 

with the present net selling price of these current assets; the balance-

sheet discloses the lower of these two values). 
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1.4.5. The assessment of applied issue valuation methods  
 

 

Choosing a specific method of the valuation of the stock issues 

decides upon both the value of costs resulting from the consumption of 

materials and the value of any other stocks. Furthermore, it affects the 

determination of tax liabilities as the method adopted for balance-sheet 

purposes is accepted under the tax law provisions (both in the meaning 

of the Personal Income Tax Act and the Corporate Income Tax Act). The 

method permitted by balance-sheet law has an even greater influence on 

ЭСО ОЧЭТЭв‟s ТЦКРО Кs ЭСО ЦКЧКРОЦОЧЭ МШЧНТЭТШЧs ЛОМШЦО ЦШrО ЮЧsЭКЛХО 
and the inflation process of the price increases more strongly. 

In the event of high inflation, the adoption of the earliest price (FIFO 

method) means that the valuation of consumption is carried out at the 

prices/costs of the cheapest stocks, purchased or manufactured, which is 

connected with lowering the issue value and, at the same time, inflating 

the financial result. Tax liabilities are thus much higher than in the case 

of any other method of issue valuation. Consequently, the warehouses 

contain more expensive stock items, purchased latest so the present 

balance-sheet stock valuation is ensured. However, the undervaluation of 

costs on account of the stock issue does not ensure their re-entering, thus 

increasing the financial result for  a given period by the amount resulting 

from such undervaluation.  

The issue valuation of tangible current assets by means of the LIFO 

method ensures the best matching of expenditures and revenues in a 

given period as it uses present market prices. In the event of price 

increase, the financial result in a given period is lower than in the case of 

applying the FIFO method, which additionally contributes to the 

decrease in tax liabilities. The closing stock is valued at historical, out-

of-date prices (costs), which contributes to the decrease in their balance-

sheet value and worse liquidity. Such valuation provides for the 

rebuilding of the stocks used in a given period and, hence, it is called 

“ЭСО СТННОЧ МШЧМОpЭ ШП sЮsЭКТЧТЧР ЭСО ОЧЭТЭв‟s МКpТЭКХ”. 
In practice, applying fixed standard prices (costs) is a comfortable 

solution as it facilitates the keeping of records of changes to tangible 

current assets. However, in the event of intensive changes on the market 
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this method carries a risk of non-accuracy in respect of valuation and, 

consequently, significant discrepancies in actual and previously-

determined prices (costs).  In practice, the FIFO method is most widely 

applied, mainly due to the fact that it reflects the proper, physical 

rotation of the stocks, i.e. it presents the implications of the rotation of 

the stocks in a business entity.
68

 

Polish Balance-Sheet Law pays a lot of attention to tangible current 

assets, specifying the concept of this category as well as possible 

methods of their valuation. Stock valuation is of a specific meaning, both 

the present and Balance-Sheet one. It affects the financial statement and, 

consequently, the value of assets, liabilities and costs, and most of all, 

the value of the financial result. The applied valuation methods should be 

consistent with the overriding accounting principles. The Act allows a 

business entity determine the price (cost) category depending on the 

objective to be fulfilled. Business entities should adopt the balance 

resulting from the account books confirmed by the stocktaking as a 

starting point. The Act also obliges business entities to choose a method 

of keeping itemised records for stock items. In the light of Art. 17, the 

ОЧЭТЭв‟s ЦКЧКРОr, ЭКФТЧР ТЧЭШ КММШЮЧЭ ЭСО ЭвpО КЧН ЯКХЮО ШП ЭСО rОspОМЭТЯО 
groups of tangible assets held by the entity, decides on the application of 

one of the methods for keeping records (of quantity, quantity and value, 

value-based or recognising the value of materials and goods as at their 

purchase date or finished products at the time of their manufacture). It 

clearly specifies the prices applied in the records and it pays a lot of 

attention to the manufacturing costs. The methods of determining the 

manufacturing costs defined in the Act restrict the possibility of 

activating unlimited costs for the purposes of the stocks of product being 

created, which is significant in the process of creating the actual picture 

ШП ЭСО ОЧЭТЭв‟s ПТЧКЧМТКХ sЭКЧНТЧР. 
The financial statement may also be affected by the adopted methods 

of the stock issues, causing an increase or decrease in the financial result 

and in the value of the stocks left in the warehouse or calculating the 

average value of the costs and stocks. 

                                                           
68 Furthermore, it should be noted that pursuant to the International Accounting Standard 2 

”IЧЯОЧЭШrТОs”, which was adopted by the EU members, the application of LIFO is prohibited.  
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A proper balance-sheet policy as regards the valuation and records of 

the stocks in business entities where these stocks have a substantial 

contribution to the total balance-sheet or the cost structure, plays a 

sТРЧТПТМКЧЭ rШХО КЧН ЦКв МrОКЭО ЭСО ОЧЭТЭв‟s ТЦКРО rОsЮХЭТЧР ПrШЦ ЭСО 
financial statement. Apparently, accounting policy elements should also 

ЛО НОsМrТЛОН ТЧ ЭСО ОЧЭТЭв‟s ТЧЭОrЧКХ МСКrЭ ШП КММШЮЧЭs Кs аОХХ Кs ТЧ ЭСО 
supplementary information to the financial statement.  

 

 

1.5. THEORETICAL AND METHODICAL ASPECTS OF 

UKRAINIAN STOCK ACCOUNTING 
 

 

As a rule, the stock is the most important and significant part of the 

enterprise assets, they take a special part in the property composition and 

they hold dominating positions in the structure of the expenses of the 

enterprises of different activity fields at determination of the enterprise's 

economic activity results and interpretation of information about its 

financial position. Conception of stock estimation plays the important 

role in the system of their formation and use theoretical basis, which at 

first has an influence on the objectivity of enterprise accounting and 

financial reporting formation. 

The problems of the methodology and organization of the stock 

estimation were researched in the works of the following scientists:    

O.S. Borodkin, F.F. Butynets, S.F. Holova, Z.B. Zadotrozhnyy,             

Ya. D. Krupka, M.V. Kuzhelnyy, V.O. Lastovetskyy, B.M. Lytvyn,    

N.M. Malyuha, M.S. Pushkar, V.S. Rudnytskyy, V.V. Sopka, B.F. Usach, 

I.D. Farion, V.G. Shvets, S.I. Shkaraban and others. The foreign 

scientists, namely H. Anderson, B. Volkstein, Glan A. Velsh, M.F. Van 

Breda, V. Kachalin, A. Kovalyov, T. Karlin, V. Paliy, E. Rice,               

Ya. Sokolov, J. Friedman, E. Helfert, E. Hendriksen and others also 

examine those questions. 

However, because of the fact that a lot of theoretical provisions, 

namely those, which concern stock classification and their evaluation 

choice, documentary execution and their accounting practical meaning 

are disputable. They need further researches and scientific elaborations, 
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connected with organization and methodology of stock accounting. 

The purpose of research is detection of stock accounting problems 

and also their solution ways search. Many different conceptions can be 

found in the normative-legislative, scientific and educational literature, 

but it is necessary to take into consideration that each of them has its 

own interpretation. Thus, the conceptions "production stock", "tangible 

assets" and "inventories" and etc. are often being used in the literature. 

The production stock means different material elements of production 

which are used as labor objects in production and other economical 

process. They are consumed completely in each cycle and they totally 

include their value into the value of manufactured goods, executed works 

and rendered services [109, p. 107]. 

Glan A. Velsh, Daniel H. Short consider that the tangible assets which 

under the normal conditions are intended for sale or will be used in the 

manufacturing of goods or rendering of services are to be included unto 

the composition of inventories. The inventories are to be reflected in the 

balance-sheet as current assets because usually they will be consumed or 

transformed into the money within the year or normal enterprise 

operation cycle (depending on the longer one). The elements which 

usually are incorporated into the composition of inventories depend on 

the peculiarities of the enterprise [47]. 

The certain contradictions are connected with the term "labor objects" 

application. Along with the instruments of labor the labor objects, which 

act in the capacity of production stock: raw materials, fuel, spare parts 

and other values take part in any material goods production process. 

Unlike fixed assets the material values take part in the production 

process for one time and transfer their value to the manufactured product 

completely [3]. The AS 9 "Stock" [99] determines the methodology of 

accounting, the main conceptions and the order of information about the 

stock in financial reporting reflection. The Stock is the assets, which: 

 are kept for further sale under the conditions of usual economical 

activity; 

 are in the manufacturing process with the purpose of further 

manufactured product sale; 

 are kept for consumption during the production manufacturing, 

execution of works and services rendering and also enterprise 
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management. 

 The Stock is recognized as being the assets if: 

 there exist the possibility that the enterprise will gain the 

economical profit, connected with their use in the future; 

 their value can be reliably estimated. 

Having generalized the above mentioned, we made the conclusion 

that the stock is the assets, which are the property of the enterprise, have 

the material embodiment and which are able to bring the profit in the 

process of their use or constantly serve the enterprise needs, what 

promotes further profits formation within the period that does not exceed 

12 months from the balance date or one operation cycle. The enterprise 

stock division into separate groups is necessary for understanding of 

generalized accounting information, which is perceived by the financial 

reporting users. The name of the object, stipulated by the normative-

legislative document, is the unit of accounting and the signs stipulated by 

the law are the type, kind, sort, size, content characteristics (moisture, 

specific weight of useful substances), unit of measurement, price, value 

and etc. 

The classification (grouping) of stock according to the fields of 

activity, technical-technological and organizational signs form the basis 

of their accounting which is to be elaborated at each enterprise 

separately. Their indistinct classification can cause partial loss of 

information connections, which will be useful for certain interested 

people. Thus, the problem of classification and grouping of accounting 

information take an important place in the accounting theory. On the 

basis of the definition that the "classification is division of the objects, 

terms, conceptions and names into the groups, classes and categories at 

which the objects which have common quantitative-qualitative signs get 

into one group" [25] we consider that it is possible to interpret the 

classification of stock as its grouping according to a certain sign 

depending on the goal for reaching of which it is carried out. 

The stock classification is shown in AS 9 "Stock". Accordingly for 

accountancy purposes the stock consists of: 

 raw materials, main and auxiliary materials, accessories and other 

material values provided for products manufacturing, works execution, 

services rendering, production servicing and administrative needs; 
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 uncompleted products in the form of unfinished parts, units and 

devices and unaccomplished technological processes. Uncompleted 

production at the enterprises which execute the works and render the 

services consists of expenses for execution of uncompleted works 

concerning which the enterprise has not recognized the income yet; 

 finished products made by the enterprise, intended for sale and 

corresponding to the technical and qualitative requirements, stipulated by 

the contract or other normative-legislative act; 

 the goods in the form of material values, purchased (received) and 

kept by the enterprise for further sale; 

 assets of low unit cost which are used within no more than one 

year or normal operation cycle if it is longer than one year; 

 current biological assets if they are evaluated according to AS 9 

and agricultural and forestry products after their initial recognition. 

According to Prof. M.S. Pushkar, the number of signs according to 

which the raw materials and goods are classified can be appended by the 

chief accountant depending on informational needs of the administration 

body. Thus, Prof. M.S. Pushkar, except above mentioned signs, proposes 

the following classification: according to the groups - timber, textiles, 

ferrous metals, nonferrous metals, electrical goods, varnishes and paints 

and etc., according to the value - precious, high, middle and low value; 

according to the mode of storage - outdoor or indoor storage; according 

to use periodicity - mass and frequently - little used. 

The liquid assets of low unit cost which are used within not more than 

one year or normal operation cycle if it does not exceed one year are 

allocated into a separate group. The production, finishing of which is 

completed and which has passed the test, acceptance and completing 

according to the conditions of the contract, and corresponds to the 

stipulated standards and has passed the technical control at the enterprise 

and was delivered to the warehouse or handed over to the customer 

(buyer) according to the current order of production acceptance are 

referred to the finished products. At finished products accounting 

organization the key point is the determination of its nature. According to 

this sign the finished products are grouped according to form, stage of 

readiness and technological difficulty. 

When the material values stock list is significant for rational 
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accounting, qualitative control, avoidance of mistakes in accounting, 

prevention of stock re-assorting facts it is necessary to elaborate the 

detailed classifier of material values, in which the materials are 

systematized by groups, subgroups, kinds or sorts. The nomenclature 

number (code) is assigned to each name, mark, sort and size. The 

evaluation correctness depends on reliable classification of stock at its 

posting at the enterprise. At this the stock as the accountancy subject 

classification depends on many factors, the main of which are values 

belonging to their certain kinds and the nature of possession. 

According to the item 9 IAS № 2 [63] the stock is to be measured 

according to the less of two indexes: cost or net selling value, because 

one of the conceptual fundamentals of the IAS, concerning the 

qualitative characteristics of financial reporting is carefulness, namely in 

assets estimation. Carefulness means exercise of certain caution at 

formation of opinion, which is necessary at estimation under the 

conditions of uncertainty in such a way that the assets and the incomes 

should not be overestimated and liabilities or costs - underestimated. It is 

necessary to mention that in AS9 only one index is determined at stock 

estimation - it is initial value. It is determined as purchased stock cost; 

productive cost of stock, manufactured in-house; fair value of received 

free of charge, received to the statutory capital or exchanged for unlike 

stock and as a book cost of handed over stock during exchange for 

similar stock. It is necessary to examine the estimation of the stock by its 

separate kinds at the following stages of their movement (Fig. 3). 

 

 

 

 

 

 

Fig.  3.  Estimation of stock at the enterprises of Ukraine  
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Received or manufactured stock is entered to the enterprise balance 

according to its initial value which consists of the amount of actual 

expenses for its purchase or manufacturing. At the stock entry to the 

enterprise its initial value is formed as follows (Fig. 4). 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 
Fig. 4. Peculiarities of stock estimation at their entry to the enterprise 

according to NARS 9 "Stock" 

 

The following expenses form the initial value of the stock in the case 

of its entry to the enterprise in the result of purchase: 
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- the amounts which are to be paid to the supplier (seller) according 

to the contract, except the indirect taxes; 

- import duty amount; 

- amount of indirect taxes in the connection with purchase of stock 

which are not compensated to the enterprise; 

- expenses for procurement, handling, transportation of stock to the 

place of its use, including the expenses for stock transportation risks 

insurance; 

- other expenses, which are directly connected with the stock 

purchase and their bringing to the condition in which they are suitable 

for use in the planned purpose. 

According to NARS 9 the following expenses are not included into 

the initial value: stock losses in excess of norm and their shortage; 

expenses for sale; percents for credits use (including commercial); 

administrative and other similar expenses, which are not directly 

connected with purchase and delivery of the stock and its bringing to the 

condition in which they are suitable for use in the planned purpose. 

According to IAS 2 "Stock" the stock value must contain the 

purchase price, expenses, connected with the production processing and 

also the costs for stock delivery to the place of destination and bringing 

to the proper condition. The expenses for stock purchase include the 

stock value, which is indicated in the contract, import duty and 

transportation and procurement costs, and expenses, directly connected 

with finished products, materials and services purchase. 

A special meaning has an enterprise's choice of the approach to the 

accounting of the costs for transportation and procurement which make 

an additional element of the stock value. 

Costs for transportation and procurement are the expenses for stock 

procurement, payment of the tariffs (freight) for stock handling and 

transportation by all means of transport to the place of their use, 

including the expenses for stock transportation risks insurance. 

The NARS 9 "Stock" provides that those expenses should be 

allocated to the stock initial value composition. It is possible if the 

uniform stock is entered in the books in the process of delivery to the 

warehouse. But it is a rare phenomena under the modern national 

conditions. Now the approach of the governing body to the stock 
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management has sharply changed and all the efforts are directed to 

formation of the most optimal level of stock normative, and preferably it 

should be not very big. In the connection with this the approaches to one 

kind of stock order volume have changed, and their assortment is 

significantly extended. That's because it is desirable to account 

separately the volume of costs for transportation and procurement which 

occur in the process of delivery. This will promote the efficient 

enterprise's expenses management. 

The initial value of the stock, manufactured by the enterprise itself, is 

their factory cost, which is to be determined according to NARS 16 

"Costs" [102]. The direct material cost, direct costs for salary and other 

direct costs, variable manufacturing costs and fixed distributed factory 

charges are included into the factory cost of the products (works, 

services). 

The expenses for the certain kind of products manufacturing which 

are directly included into its cost on the basis of the basic documents are 

called direct ones. 

The following expenses are not to be included into the factory cost 

and they are to be written-off to the expenses of the period (factory cost, 

turnover) in which they took place: 

- excess waste; 

- expenses for storage, except those which are necessary in the 

manufacturing process, prior to the following manufacturing stage; 

- administrative overhead expenses; 

- expenses for sale. 

The order of the finished products initial value formation is shown in 

the Fig. 5. 

The factory costs of the production are to be decreased for the fair 

value of the attendant products which are being sold in the estimation of 

their possible use, and also for the value of the reusable scraps, gained in 

the process of production manufacturing which are estimated in the same 

order. The national standards disclose a wide spectrum of discarded 

stock value accounting methods for enterprise's accountants. The 

absence of methodological instructions concerning their practical use 

stipulates application of the method, proved in the accountant practice on 
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most cases, notwithstanding how it affects the process of factory cost 

formation, provision of stock accounting according to their market value. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Fig. 5. The order of the finished products initial value formation according 

to NARS 16 "Costs" 

 

The choice of stock writing-off estimation method can significantly 

influence the final financial result of enterprise activity, especially under 

the inflation conditions. The optimal method of stock writing-off 

estimation choice by the enterprise will promote the increase of current 

assets, investments attraction that in result makes possible to gain more 

profit and to improve the financial condition of the enterprise. 

Thus, there arise the problem of choice of the optimal mechanism of 

stock value writing-off depending on internal organizational and 

economical conditions, enterprise activity peculiarities and production 

structure. But, it is recommended to examine two systems of stock 

accounting at the enterprise: periodical and constant (continuous) before 
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the analysis of practicability of each written-off stock value estimation 

method. The periodical accounting system corresponds to the production 

stock income accounting organization. It is basic for formation of costs, 

connected with material assets purchase in the accounting system. The 

constant stock accounting system provides operations accounting system 

both according to income and retirement, what allows to calculate their 

reminder in each economic operation and it stipulates stock movement. 

At stock issuance for production, sale and their other retirement the 

estimation of stock is to be carried out according to one of the methods, 

shown in the Fig. 6. 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fig. 6. Methods of stock estimation at their retirement 

Estimation of stock retirement 
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For all units of stock, which have similar assignment and equal usage 

conditions, only one of the above mentioned methods is to be used. 

At the same time there arise the problem of stock value discard 

method selection; this method should provide the stock value at the level 

of its market value for the end of the period. Solution of this problem if 

possible under the condition of the most optimal of written-off stock 

value estimation method selection, each of them has some advantages 

and disadvantages at corresponding administrative decision making. 

The most correct way of determination of stock retirement method is 

carrying out of quantitative and qualitative analysis of goods movement 

accounting from the previous periods, and each method effect on the 

financial result, obtained in such periods (profit or loss). 

Under the conditions of market instability, what is expressed in rather 

significant prices fluctuations, the estimation of stock according to its 

purchase price is not reliable. That's why foreign practice of accounting 

and reporting has elaborated a rather efficient ways of this problem 

solution. In order to save the reliability of stock evaluation under the 

price instability conditions they are to be estimated according to the 

lower of cost rule. It consists in the fact that there acts the prudence 

concept, according to which the stock is to be estimated and reflected by 

its lower of possible values - market price or cost. 

According to NARS 9 [99] in with the purpose of maintaining the 

reliability of stock estimation the latter is to be reflected in the 

accountancy and reporting according to the lowest of two values: initial 

value or net selling value. 

Net selling value of stock - it is expected selling price of the goods 

under the conditions of usual activity except the expected costs for their 

manufacturing finishing and sale. 

 The net selling value can become lower than the book value, if: 

 the stock price is reduced; 

 the stock has lost its primary expected economic advantage 

(damaged, became obsolete, etc.); 

 the expected expenses for manufacturing finishing and sale have 

increased. 

Calculation of net selling value is carried out on the basis of such 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

96 

sources, as price-lists, tariffs, stock-exchange quotation, economical 

reviews and etc. 

Actually the initial value does not always coincide with the net selling 

value. Two situations are possible in this case: 

 the stock initial value exceeds net selling value; 

 the stock initial value is lower than net selling value. 

In the first case the excess amount is to be written off to the reporting 

period expenses. In such a way the damaged lacking stock value is to be 

written off too. After determination of guilty in shortage persons, the 

amount which is to be compensated is to be entered into the debtors 

indebtedness (or other assets) and to the reporting period income. 

If the net selling value of the formerly markdown stock increases in 

the consequence of their overprice as for the balance date, the entry 

about previous decrease of such stock value is reversed by the amount of 

net selling value increase. 

The stock overpricing is carried out only in the case if such stock 

markdown in the amount that does not exceed the sum of former 

executed markdowns was previously carried out (it means that the value 

of the stock after its overpricing should not exceed the initial value of 

such stock). 

The information about the following is to be indicated in the notes to 

the financial reporting according to AS9 "Stock": 

 stock evaluation methods; 

 stock book (carrying) value within certain classification groups; 

 book (carrying) value of stock which is reflected according to its 

net selling value; 

 book (carrying) value of stock, handed over for processing, 

commission, pledge; 

 the amount of increase of net selling value according to which the 

estimation of stock is carried out. 

According to IAS 2 [63] the stock is to be indicated in the reporting 

according to the less of two values: initial value or net selling value. It is 

necessary to disclose the following in the financial reporting: 

1) accounting policy, adopted for stock estimation; 

2) total book value of stock and book value according to 

classifications, suitable for economic entity; 
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3) book value of stock, entered according to net selling value; 

4) stock book value, entered according to fairy value minus selling 

expenses; 

5) amount of any partial writing down, recognized as being a period 

cost; 

6) amount of any reversal of any partial writing down that is 

recognized being decrease of stock amount, that is recognized being a 

period cost; 

7) circumstances of events that have caused reversing of partial stock 

writing down; 

8) book value of stock, transferred into mortgage for liabilities 

security. 

Thus, the value of the stock which the enterprise buys for their further 

use in manufacturing and sale as needed should be evaluated taking into 

consideration the enterprise size, its technological capabilities and 

economical environment conditions in which they are. It is expedient to 

estimate the value of final product transferred for sale within the 

reporting period with application of standard method according to 

planned cost with its further correction up to the actual level. Out of the 

reporting period limits it is expedient for the enterprise to choose one of 

written down stock estimation methods, taking into consideration the 

pros and cons of each. In order to ensure the prudence concept 

application in the estimation process it is rational to estimate the value of 

stock of goods handed over for sale according to the method of sale price 

with compulsory reflection of this information in the notes to the 

financial reporting. 

 

 

1.6. FINANCIAL INSTRUMENTS - RULES OF VALUATION 

AND PRESENTATION IN FINANCIAL STATEMENTS 

ACCORDING TO POLISH BALANCE-SHEET LAW  

 

 
TСО ЭОrЦ “ПТЧКЧМТКХ ТЧsЭrЮЦОЧЭ” аКs ПШr ЭСО ПТrsЭ ЭТЦО ТЧЭrШНЮМОН ТЧЭШ 

The Regulations of Polish balance-sheet law in 2000 during the enacting 
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of an amendment to the Accounting Act
69

 - an amendment which is often 

МКХХОН “РrОКЭ” ЛОМКЮsО ТЭ ТЧЭrШНЮМОН ЦКЧв rОХОЯКЧЭ МСКЧРОs ЭШ ЭСО PШХТsС 
accounting system. The issue of financial instruments is considered one 

of the most difficult and complex areas of accountancy. 

The issue of accountancy and financial instruments, apart from The 

Regulations of the Accounting Act, are also regulated in Polish balance-

sheet law by The Regulation of the Minister of Finance of 12 December 

2001 regarding the detailed rules of acceptance, valuation methods, the 

scope of revealing and methods of the presenting financial instruments
70

 

(hereinafter called Regulation). The provisions of the Regulation (as an 

executive Act and at the same time a supplementary document to the 

Accounting Act) may not be used by entities whose financial statements 

are not subject to obligatory examination according to the provisions of 

the Act, provided that it does not cause a distortion in the financial 

situation or financial result. 

The issue of financial instruments Regulation formulated in The 

Regulation and the Accounting Act are in many aspects divergent, which 

makes them highly complex. In practice many problems occurred 

particularly in those entities which, for instance, because of the 

obligation for statement examination, must start accounting in the sphere 

of financial instruments according to the Regulation, although previously 

they complied with rules stipulated in the Act. 

The aim of this article is to discuss the most important principles 

regarding the expression, valuation and presentation of financial 

instruments according to Polish balance-sheet law, taking into account 

the rules included in both the Accounting Act and in the Regulation on 

financial instruments. 

 

 

 

                                                           
69 AМЭ НКЭОН 29 SОpЭОЦЛОr 1994 r. ШЧ КММШЮЧЭТЧР (Dг. U. г 1994 r. Чr 121, pШг. 591 г pяźЧ. ГЦ 
[Journal of Laws No. 121, item 591 of 1994 as amended]) amended by the Act dated 9 November 

2000 ШЧ МСКЧРОs ЭШ AММШЮЧЭТЧР AМЭ, Dг.U. г 2002 r. Чr 76, pШг. 694, г pяźЧ. гЦ. ДJШЮrЧКХ ШП LКаs 
No. 76, item 694 of 2002 as amended] 
70 Dг. U. г 2001 r. Чr 149, pШг. 1674 г pяźЧ гЦ. ДJШЮrЧКХ ШП LКаs NШ. 149, ТЭОЦ 1674 ШП 2001 Кs 
amended] 
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1.6.1. The essence of financial instruments and their classification 

according to Polish balance-sheet law 
 

1.6.1.1. The concept of financial instruments 
 

 

The concept of a financial instrument is ЮЧНОrsЭШШН Кs К “МШЧЭrКМЭ  
which causes the creation of financial assets for one party and a financial 

liability or a capital instrument for the other party, provided that a 

contract involving two or more parties results in explicit economic 

effects, regardless of whether the execution of rights or liabilities arising 

ПrШЦ ЭСО МШЧЭrКМЭ СКЯО КЧ ЮЧМШЧНТЭТШЧКХ Шr МШЧНТЭТШЧКХ МСКrКМЭОr” 71
. 

In the light of the above definition, some particular features of a 

financial instrument can be indicated: 

 every financial instrument is a contract, i.e. an agreement between 

two parties; the definition does not indicate the form of the agreement; in 

practice, however, most financial instruments have a written form (e.g. 

credit agreement); 

 a contract results in the creation of a financial-assets component 

for one party while for the other party it creates a financial liability or a 

capital instrument (sometimes also a capital liability and a capital 

instrument simultaneously); 

 a contract of a financial instrument has to determine economic 

results for both parties (e.g. the date of the realisation of the instrument, 

the amount of realisation, the way of calculating interest, etc.).
72

 

Financial instruments can be allocated in many ways. The 

classifications described below are two classifications included in the 

provisions of Polish balance-sheet law. 

Figure 7 presents the first classification - that is, the division of 

financial instruments according to the Accounting Act. This 

classification includes elements which arise for parties signing the 

financial instrument contract. Therefore, financial instruments include 

financial assets; capital instruments; financial liabilities. 

                                                           
71 Art. 3 sec. 1 point 23 of the Accounting Act. 
72 Commentary to the Accounting Act. Accountancy – MSR/MSSF – Taxes, edited by. A. Jarugowej 

КЧН T. MКrЭвЧТЮФ, O rШНОФ DШrКНгЭаК Т DШsФШЧКХОЧТК KКНr, GНКńsФ 2005, p. 111. 
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Source: own study. 

 
Fig. 7. The classification of financial instruments according to the 

Accounting Act 

 

According to article 3, section 1, point 24 of the Accounting Act 

financial assets are: 

 monetary assets; 

 capital instruments issued by other units; 

 the right to receive monetary assets resulting from the contract 
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 the right to conveniently exchange financial instruments with 

other units. 

Monetary assets are assets in the form of national legal tenders, 

foreign exchange and foreign
 

currency
73

. National legal tenders 

constitute money which is a legal means of payment in this country 

(Polish currency) and also bills of ОбМСКЧРО, МСОqЮОs, ЭrКЯОХОr‟s МСОqЮОs, 
letters of credit, orders of payment, bank drafts with a payment function 

and other bank and financial documents payable in Polish currency. 

Foreign currency constitutes money which is not a legal tender in the 

country and international participation units. Foreign currency is bills of 

ОбМСКЧРО, МСОqЮОs, ЭrКЯОХОr‟s МСОqЮОs, ХОЭЭОrs ШП МrОНТЭ, ШrНОrs ШП 
payment, bank drafts with a payment function and other bank and 

financial documents payable in foreign currency. Monetary assets also 

include other financial assets, in particular calculated interest from 

financial assets. 

A capital instrument is a contract (agreement) which results in the 

rТРСЭ ЭШ КЧ ОЧЭТЭв‟s prШpОrЭв rОЦКТЧТЧР КПЭОr ЭСО sКЭТsПКМЭТШЧ Шr ЭСО 
guarantee of all creditors and also the obligations of an entity regarding 

the issue or delivery of own equity instruments
74

. Financial assets which 

are capital instruments include acquired stocks and shares, the right to 

stocks, preemptive rights, etc. Capital instruments considered from the 

НrКаОr‟s pОrspОМЭТЯО КrО ОХОЦОЧЭs ШП ХТКЛТХТЭТОs. 
The rights to receive monetary assets resulting from the contract 

(agreement) include receivables from loans, payable in money assets, 

debt securities, and other receivables resulting from the contract. In 

connection with the above, according to some, delivery and service 

receivables accounted in other ways than physical delivery can be 

allocated as financial assets, even though they are presented in a different 

(in comparison with other financial assets) place in the balance sheet. 

Financial assets meaning the right to exchange financial instruments 

with another entity conveniently arise mostly (but not only) as a result of 

derivatives usage (e.g. a forward type of agreement).  

In connection with the use of financial instruments financial liabilities 

can arise for one of the contract parties after capital instruments. It is a 

                                                           
73 Art. 3 sec. 1, point 25 of the Accounting Act. 
74 Art. 3,  sec. 1, point 26 of the Accounting Act.  
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“ХТКЛТХТЭв ШП КЧ ОЧЭТЭв ЭШ РТЯО ПТЧКЧМТКХ КssОЭs Шr ЭШ ОбМСКЧРО К ПТЧКЧМТКХ 
instrument with another entity incШЧЯОЧТОЧЭХв” 75

. The basic types of 

financial liabilities are bank credits, taken loans and financial debt 

instruments liabilities. 

 

 

1.6.1.2. The classification of investor’s financial instruments 
 

 

In the case of financial assets it is necessary to classify them as fixed 

assets (long-term investments - long-term financial assets) or current 

assets (short-term investments - short-term financial assets) according to 

balance categorisation. Financial liabilities should be divided into long-

term and short-term ones. On the other hand, The Regulation classifies 

financial instruments according to the aim of their purchase, and the 

probability of realisation of this aim by an entity. The groups of 

instruments distinguished according to this criterion are presented in 

figure 8.  

 

 

 

 

 

Fig. 8. The classification of financial instruments according  

to the Regulation 

 

 

Source: own study based on the financial instruments Regulation. 

 

It is worth underlining that the classification presented in figure 8 

shows instruments which are not hedging instruments and it does not 

                                                           
75 Art. 3, sec 1, point 27 of the Accounting Act. 
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include capital instruments issued or drawn by the entity (equity 

instruments), as the latter are excluded from the objective scope 

governed by The Regulation. 

Financial assets in trading portfoliШ КrО “КssОЭs КМqЮТrОН ТЧ ШrНОr ЭШ 
obtain economic benefits resulting from short-term changes of prices and 

shifts in other market factors or the short time of duration of the acquired 

instrument, and also other financial assets, regardless of intentions 

during the signing of the contract, if they belong to a portfolio of similar 

financial assets with a high probability of the short-term realisation of 

КssЮЦОН ОМШЧШЦТМ ЛОЧОПТЭs”76
. The short-term is understood as a period 

of up to three months.  

The financial assets and financial liabilities in trading portfolio also 

include derivatives (excluding hedging instruments) while financial 

liabilities in trading portfolio include an obligation to provide lent 

securities and other financial instruments in the case of a short-sale 

contract (up to three months).
77

 

The second group - loans granted and receivables include - financial 

assets (regardless of their due term) arisen as a result of the direct 

payment of cash to the other party to the contract (giving a money credit 

or a loan), bonds and other financial debt instruments acquired in 

exchange for the direct payment of cash to the other party to the contract. 

This group does not include: 

 loans given and own receivables intended for short-term sale (they 

are included in financial assets in trading portfolio); 

 acquired loans and receivables; 

 payments made by the entity in order to acquire newly-issued 

capital instruments.
78

 

Financial assets maintained to the due term are financial assets not 

classified among loans given and own receivables, for which contracts 

signed establish a due term of nominal value payment and determine the 

right to receive a fixed economic benefit (e.g. an interest rate of a 

permanent or possible-to-establish amount) provided that the entity is 

                                                           
76 § 6, sОМ. 1 ШП TСО RОРЮХКЭТШЧ. 
77 § 6, sОМ. 2 ШП TСО RОРЮХКЭТШЧ. 
78 § 7, sОМ. 1 - 4 of The Regulation. 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

104 

going to and can maintain these assets till they become due.
79

 The last 

one of the groups mentioned above - financial assets available for sale - 

include all other financial assets which do not meet conditions for 

inclusion in the categories mentioned before.
80

   

The proper classification of a financial instrument as one of four 

groups described above is relevant from the point of view of financial 

valuation, which will be discussed later in this article. The proper 

assigning of financial instruments to the right groups is also important 

because of the fact that in some cases reclassification is impossible, or 

abandoning the realisation of original aim, which was the essence of 

acquisition (in cases when the aim has not been thought through) brings 

about specific results. 

Thus, financial assets in trading portfolio can be under some 

conditions reclassified to other groups if they are no longer maintained in 

order to be sold in a short-term (this limitation does not regard 

derivatives) but the group of financial assets in trading portfolio cannot 

accept the instruments reallocated from other groups. In the case of 

assets maintained till due term their earlier selling, giving in exchange 

for other assets, realisation of selling option, or reclassification results 

(except few cases) in the necessity of reclassification of all other 

portfolio assets to the assets available for sale and in the inability of 

including these instruments to this group in this year and over two 

successive financial years.
 81

 

 

 

1.6.1.3. The classification of financial instruments issued and 

drawn by the entity 
 

 

The distinction between issuing and drawing up of financial 

instruments results from the definitions included in the Financial 

                                                           
79 § 8, sОМ. 1 ШП TСО RОРЮХКЭТШЧ. 
80 § 9 ШП TСО RОРЮХКtion. 
81 FШr ЦШrО ТЧПШ sООŚ P. CгКУШr, RКМСЮЧФШаШ ć ТЧsЭrЮЦОЧЭяа ПТЧКЧsШавМС. MSSF, pШХsФТО prКаШ 
ЛТХКЧsШаО, rОРЮХКМУО pШНКЭФШаО, O rШНОФ DШrКНгЭаК Т DШsФШЧКХОЧТК KКНr, GНКńsФ 2010, s. 39-43. 
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Instruments Trading Act
82

 of 29 July 2005 and the Act of 29 July 2005 

on Public Offering, Conditions Governing the Introduction of Financial 

Instruments to Organised Trading, and Public Companies
83

. 

In accordance with these Regulations the term of issuing is connected 

аТЭС sОМЮrТЭТОs аСТХО ЭСО ЭОrЦ “НrКаЧ Юp” Тs Юsed for other financial 

instruments.  

Figure 9 presents the division of financial instruments from the 

perspective of the person issuing or the person drawing up.  

 

 

 

 

 

 

 

  

 

 

 

Fig. 9. Classification of financial instruments issued and drawn up  

by the entity 
Source: own study based on the Accounting Act and the Regulation. 

                                                           
82 Act of 29 July 2005 r. on trading of financial instruments, Dz. U. z 2005 r. nr 183, poz. 1538 z 

pяźЧ. гЦ ДJШЮrЧКХ ШП LКаs NШ. 183, ТЭОЦ 1538 ШП 2005 Кs КЦОЧНОНЖ ЮЧТПШrЦ ЭОбЭŚ  Dг. U. г 2010 r. 
nr 211, poz. 1384. [Journal of Laws No. 211, item 1384 of 2010] 
83 Act of 29 July 2005 r. on Public Offering, Conditions Governing the Introduction of Financial 

Instruments to Organised Trading, and Public Companies, Dг. U. г 2005 r. Чr 184 pШг. 1539, г pяźЧ. 
zm. [Journal of Laws No. 184, item 1539 of 2005 as amended] 
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The proper classification of financial instruments according to the 

presented division conditions the proper treatment, valuation and 

presentation of financial results of financial instruments.  

In spite of such a relevant meaning for the image of enterprise 

presented in financial statement, the distinction of debt instruments and 

capital instruments is not easy.  

The practice of contract conditions shaping led to the situation where 

the division into capital instruments and financial liabilities does not 

settle the embracing of a given instrument in equity capitals or  the 

liabilities of the entity. The above problem illustrates an example of 

stocks which by definition are a capital instrument. The fact that stock 

can be related to different rights may result in the obligation to present it 

as a financial liability. Examples of such a situation presented in subject 

literature are stocks obliging the payment of dividends
84

. 

It is necessary from the point of view of the proper classification of 

financial instruments issued and drawn up by an entity to establish 

whether the contract contains liability to issue financial assets. The 

existence of the above liability which cannot be omitted and which has 

fixed time frames is not sufficient for the inclusion of an instrument in 

financial liabilities. The next stage is the analysis of the settlement of 

ХТКЛТХТЭТОs. AММШrНТЧР ЭШ § 2, sОМЭТШЧ 2 ШП TСО RОРЮХКЭТШЧ, НОЛЭ 
instruments are liabilities settled in the way of issue of equity capital 

instruments provided that the number of own securities essential for the 

settlement of liability is changing with the change of their fair value. 

Thus, financial liability which will be settled by issuing of defined and 

fixed value should be presented in equity capitals.  

Compound financial instruments require a detailed analysis regarding 

the features described above. In order to illustrate the problem of the 

right separation and presentation of liability and capitaХ ОХОЦОЧЭ ХОЭ‟s 
consider the example of an entity which issues subsidiary bonds which 

can be exchanged for stocks at a fixed rate. The above instrument 

requires a separate presentation of bonds as a principle debt instrument, 

and an option as an element of equity capital. The above contract would 

                                                           
84 A. HОХТЧ, H. SгЭЮМгвńsФК, J. АКsТХОаsФК, RКМСЮЧФШаШ ć ТЧsЭrЮЦОЧЭяа ПТЧКЧsШавМС, O rШНОФ 
DШrКНгЭаК Т DШsФШЧКХОЧТК KКНr, GНКńsФ 2003, p. 27. 
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be presented in a radically different way if the maximum level of stock 

price would be established for which a common conversion factor is 

obligatory and when it is exceeded, the number of issued stocks, in order 

to settle the bonds, is established by way of division of liability value by 

the price of stocks as at the day of conversion. In the described situation 

the whole financial instrument constitutes financial liability. 

Additional liability connected with the stage of primary classification 

ШП МШЦpШЮЧН ПТЧКЧМТКХ ТЧsЭrЮЦОЧЭs rОsЮХЭs ПrШЦ § 10 КЧН § 6, sОМЭТШЧ 2 
of the Regulation. In strictly specified situations, they order separation 

and distinct presentation as the financial liability of embedded 

derivatives. In order to complete the above instruction, it is necessary to 

conduct a  thorough analysis of economic content of long-term contracts 

which include embedded derivatives, particularly in terms of their 

compliance with the contract as a whole in the sphere of generated 

monetary flows and the accompanying risk. In the case of fulfilling the 

circumstances obliging the separate display of embedded derivatives the 

host contract has to be classified according to its economic sense. For 

instance, a credit contract with the possibility of currency change-over 

requires a separate presentation of currency exchange option as an 

embedded financial instrument and the handling of taken credit as 

financial liability. 

In order to identify financial debt instruments the Regulation 

stipulates the separate financial liabilities in trading portfolio and others. 

AММШrНТЧР ЭШ § 6, pШТЧЭ 2 ШП ЭСО RОРЮХКЭТШЧ ПТЧКЧМТКХ ХТКЛТХТЭТОs ТЧ ЭrКНТЧР 
portfolio include the liability to deliver borrowed securities and other 

financial instruments in the case of signing a contract of short selling by 

the entity and derivatives except for hedging instruments.  

All financial liabilities not fulfilling the above definition are defined 

Кs “OЭСОr”. 
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1.6.2. The valuation of financial instruments and their treatment 

in accounting books and financial statements 
 

1.6.2.1. The characteristics of financial instruments valuation 

methods 
 

 

The most important categories of value which are used in the 

valuation of assets and financial liabilities according to The Regulation 

of Polish balance-sheet law will be defined before the presentation of the 

detailed rules of original valuation and the balance-sheet valuation of 

financial instruments. 

TСО pЮrМСКsО prТМО ТЧ ЭСО AММШЮЧЭТЧР AМЭ Тs НОПТЧОН Кs “ЭСО prТМО ШП 
purchase of an element of assets covering the amount due for the seller 

without the tax deduction of VAT and excise duty, and in the case of 

imports enlarged by statutory charges and by costs directly connected 

with the purchase
85

. 

The Regulation equates the purchase price to the fair price of incurred 

expenditures or other assets given in exchange for other assets - in the 

case of purchase of assets, or the amount acquired or other assets 

received in exchange - regarding the valuation of financial liabilities
86

. 

The fair value is considered the amount for which a given element of 

assets could be exchanged, and the liability settled under a market 

ЭrКЧsКМЭТШЧ ЛОЭаООЧ ТЧЭОrОsЭОН, аОХХ ТЧПШrЦОН КЧН ЮЧМШЧЧОМЭОН pКrЭТОs.” 
Further, the Act explains what constitutes the fair value of financial 

ТЧsЭrЮЦОЧЭsŚ “TСО ПКТr ЯКХЮО ШП ПТЧКЧМТКХ ТЧsЭrЮЦОЧЭs ЛОТЧР ТЧ ЭrКНТЧР ШЧ 
an active market is constituted by the market price reduced by the 

transaction costs if their amount were considerable. The market price of 

financial assets owned by the entity and the financial liabilities which the 

entity is going to take constitute the current offer of purchase submitted 

to the market, while the market price of financial assets which are going 

to be bought by the entity and the financial liabilities taken constitute the 

МЮrrОЧЭ ШППОr ШП sОХХТЧР sЮЛЦТЭЭОН ЭШ ЭСО ЦКrФОЭ”.87
 

                                                           
85 Art. 28, sec. 2 of the Accounting Act. 
86 § 13, sОМ. 1 ШП TСО RОРЮХКЭТШЧ. 
87 Art. 28, sec. 6 of the Accounting Act. 
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The Regulation, on the other hand, in a more detailed way in 

comparison with the Act, defines the ways of establishing the reliable 

fair value of financial instruments: “A rОХТКЛХО ПКТr ЯКХЮО Тs ЭСО ПКТr ЯКХЮО 
established in particular in the way of: 

1) the valuation of financial instrument according to the price 

established in the active regulated trading while the information 

regarding this price is generally available; 

2) the appraisal of financial debt instruments by specialised, 

independent entity providing this kind of services while the reliable 

appraisal of money flows connected with these instruments is possible; 

3) the applying of proper model of valuation of financial instruments 

while the entry data introduced for this model come from active 

regulated trading; 

4) the appraisal of the financial instrument price for which an active 

regulated trading does not exist on the base of publicly-announced, 

recorded in the active regulated trading price of not relevantly different 

but a similar financial instrument or the prices of elements of compound 

financial instrument; 

5) the appraisal of the financial instrument price by means of 

ОsЭТЦКЭТШЧ ЦОЭСШНs МШЦЦШЧХв МШЧsТНОrОН ЭШ ЛО МШrrОМЭ”.
88

 

Another value - the adjusted purchase price (amortised cost) is 

defined in a similar way in the  Act and in the Regulation. It expresses 

“ЭСО prТМО ШП pЮrМСКsО КЭ аСТМС ЭСО ОХОЦОЧЭ ШП ПТЧКЧМТКХ КssОЭs Шr 
financial liabilities were for the first time introduced into accounting 

books (original value), reduced by payments of nominal value (basic 

capital), adjusted in a proper way by the accumulated amount of the 

discounted difference between the original value of the element and its 

value on the due day, calculated by means of the effective interest rate 

and reduced by the write-НШаЧ ШП ЯКХЮО”89
. 

 

 

 

 

                                                           
88 § 15 ШП TСО RОРЮХКЭТШЧ. 
89 Art. 28, sec. 8a of the Accounting Act aЧН § 3 pШТЧЭ 12 ШП TСО RОРЮХКЭТШЧ. 
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1.6.2.2. The recognition, valuation, and presentation of financial 

assets 
 

 

TСО ЦШsЭ ТЦpШrЭКЧЭ ТssЮОs ШП ПТЧКЧМТКХ ТЧsЭrЮЦОЧЭs‟ КММШЮЧЭТЧР КrО  
the recognition of instruments, treatment and initial valuation, balance 

sheet valuation (and at the end of reporting period - where it is required), 

the presentation of instruments in the financial statement and the 

exclusion of instruments from accounting books. 

According to the Accounting Act (art. 35, sec.1) the moment of 

recognition of financial assets as a result of signing a contract of a 

financial instrument is the day of their purchase or arising. The 

Regulation defines two possible dates of recognition and at the same 

time the inclusion of the contract of financial instrument in the 

accounting books: the day of signing the contract (regardless of the term 

of settlement stipulated in the contract) or the date of transaction 

settlement (this possibility regards only transactions completed on 

regulated markets). 

The Regulations of Polish balance-sheet law regarding the rules of 

valuation of financial assets indicate the following moments of 

valuation: 

 primary valuation; 

 valuation at the end of the reporting period; 

 balance-sheet valuation. 

The Accounting Act indicates ways of valuing financial assets at the 

primary moment and on the balance day, but this valuation should be 

performed at least for the balance day, which means that the instruments 

can be valued more often (e.g. at the end of the reporting period). The 

Regulation on the other hand defines how to value financial assets at the 

primary moment and at the end of the reporting period (this kind of 

valuation should be performed no later than at that moment). As can be 

seen, these entities which apply the Regulation have to perform valuation 

more often. 

The primary valuation of financial assets introduced into accounting 

books according to the Accounting Act (art. 35, sec.1) is generally based 

on the cost of purchase. However, the purchase price can be used if the 
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costs of performing the transaction and settlement are not relevant. The 

Regulation, on the other hand, indicates that the valuation should be 

performed according to the costs of purchase constituting the fair value 

of expenditures incurred or of other estate elements provided in 

exchange. According to The Regulation, there is no possibility of 

defining the initial value of assets only according to purchase price, 

omitting the costs of the transaction. 

The balance sheet valuation of financial assets according to the 

Accounting Act is dependent on the classification of a given element to 

permanent assets or trading assets.  

In the case of financial assets included as long-term investments 

(fixed assets), they are valued according to one of three following 

categories at least for the balance day: 

 cost of purchase reduced by impairment loss; 

 fair value; 

 adjusted cost of purchase - if for a given element of assets a due 

term was established.
90

 

The results of the valuation of long-term investments according to the 

Act are included in the financial outcome or in equity capital - depending 

on the method used. 

The first method indicated, which can be also defined as a method of 

careful valuation, primary value, was revaХЮОН “ТЧ ЦТЧЮs” ТЧ ЭСО МКsО 
where the impairment loss will be established

91
. The resulting write-

down charges financial costs. In the situation where the reason for 

ТЦpКТrЦОЧЭ Тs ЭОrЦТЧКЭОН, ЭСО rТsО ШП ТЧЯОsЭЦОЧЭ ЯКХЮО (rООЯКХЮКЭТШЧ “ТЧ 
pХЮs”) rОРКrНs ЭСО financial revenue to the amount previously 

constituting financial costs (current value of an element cannot exceed 

the primary cost of purchase).  

In the case of the second method (fair value, which is usually the 

ЦКrФОЭ prТМО), ЭСО ЯКХЮО Тs rОЯКХЮОН Кs “ТЧ pХЮs” Шr “ТЧ ЦТЧЮs” sШ ЭСКЭ ПШr 
every moment the balance element of the investment was valuated 

according to current fail value. If there is an increase in value to the level 

                                                           
90 Art. 28, sec. 1 point 3. 
91 A permanent loss of value (according to art. 28 sec. 7 of the Accounting Act) occurs when there is 

a significant probability that the element of assets controlled by the entity will not bring as a part or 

as a whole the assumed economic benefits in the future. 
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of the market price above the price at which the element was introduced 

in the accounting books  (cost of purchase), equity capital is increased – 

capital from the revaluation of the valuation. Reducing the value of 

ТЧЯОsЭЦОЧЭs prОЯТШЮsХв rОЯКХЮОН “ТЧ pХЮs” Тs КНОqЮКЭОХв ЯКХЮКЭОН ПrШЦ 
equity capital (it is reduced to the value at which it was created). When 

capital is valuated any eventual further reduction of market value is 

taken to financial costs. The repeated increase in value of a given 

element of financial fixed assets connected with the prior reduction of its 

value (which found reflection in financial costs), is recognised to the 

value of these costs as financial revenue. 

Financial assets included in short-term investments (trading assets) 

are valuated not more rarely than on the balance day using (adequately) 

one of the following methods:  

 market (value) price; 

 cost of purchase or market (value) price depending on which one 

is lower (this method is a direct reflection of the rule of carefulness;  

 adjusted cost of purchase - if for a given element of assets a due 

term was established; 

 fair value defined in a different way - if for a given element of 

short-term investments no active market exists
92

. 

The results of valuation of short-term investments according to the 

Accounting Act are always included in the financial result (they 

influence the creation of costs and/or financial revenues).  

The way of later (than the initial moment) valuation of financial 

instruments according to The Regulation is closely connected with the 

classification of the financial assets element to one of four groups, which 

were described above - in point 1.2. This valuation, as has been 

mentioned before, has to be performed not later than at the end of the 

reporting period. The Regulation indicates the following categories used 

for the valuation of financial assets: 

 the reliably-established fair value - which is used for the valuation 

of the majority of financial assets; 

                                                           
92 Art. 28, sec. 5, 7 and 7a of the Accounting Act. 
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 the adjusted cost of purchase (amortised cost) - in the case of 

assets having a defined term of maturity (e.g. own receivables and 

granted loans, except for those in trading portfolio); 

 amount of due payment - which is used in order to define the value 

of the receivable with a short due term; 

 the cost of purchase - in few cases, e.g. when financial assets do 

not have a determined due term.
93

 

As can be seen, there are many differences between the Regulation 

and the Act regarding later valuation of financial instruments (for the 

balance moment or at the end of reporting period). 

Another group of differences is caused by the inclusion of change 

results of book value. The rules of results of revaluation of financial 

assets value are defined in the Regulation in the following way: 

a) in the case of financial assets classified in categories in trading 

portfolio - they are included to the costs or revenues of reporting period 

in which the reevaluation had place; 

b) for the financial assets available for sale and valued in fair value, 

the results of revaluation are proven in the way chosen by the entity: 

 including it in the financial result (as costs or financial revenues); 

 or including it in capital from revaluation; 

c) in the case of the assets valuated in the adjusted cost of purchase - 

discount write-offs are included in the financial costs and bonus write-off 

– in financial revenues.  

The value of the element of financial assets is completely or partially 

excluded from accounting books on the day when the entity lost control 

ШЯОr К РТЯОЧ ОХОЦОЧЭ. AММШrНТЧР ЭШ TСО RОРЮХКЭТШЧ (§ 11, sОМ. 1) “ХШss ШП 
control occurs when the rights to economic profit resulting from the 

МШЧЭrКМЭ sТРЧОН КrО ЭОrЦТЧКЭОН Шr ЭСО ОЧЭТЭв rОsТРЧs ПrШЦ ЭСОsО rТРСЭs”. 
Information regarding financial assets is presented in various 

elements of financial statements: in the balance sheet, profit-and-loss 

account, the account of money flows, and in additional information. The 

Regulation in comparison to the Act introduces more precise rules 

regarding the presentation of instruments in the statement, particularly 

regarding additional information. 

                                                           
93 § 14 КЧН 16 ШП TСО RОРЮХКЭТШЧ. 
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In the balance sheet, the financial assets are divided into long- and 

short-term assets, within permanent assets and trading assets.  

The revenues and financial costs connected with the ownership of and 

trading in financial instruments are presented in the profit-and-loss 

account. The results of change in value can be however presented 

differently depending on the rules of valuation accepted: 

 in the case of assets valued as fair value - an increase in value 

constitutes financial revenues (investment update revenues), while 

lowering - financial costs (investment update costs);  

 in the case of assets valued in adjusted cost of purchase - increase 

of value is included in financial revenues (interest revenues), while 

lowering in financial costs (interest costs).  

The result of the sale of financial instruments is presented according 

to the so-called net method, that is, when the profit constitutes financial 

revenue (profit from selling of investments) while the loss constitutes 

financial costs (loss from selling of investment). 

On the account of money flows, expenditures and inflows connected 

with investment financial assets are included in the section on investment 

activity. The inflows from investment activity include inflows from 

selling financial assets and dividends, and share in profits, received 

interest and payments of loans given to other subjects. The expenditure 

of this section include among others: expenditures on the purchase of 

financial assets, expenditures connected with granted loans and other. 

The Regulation determines a very broad scope of responsibilities in 

the field of the presentation of information regarding financial 

instruments in additional information and explanations. The  limited 

scope of the present elaboration does not allow a detailed description of 

all of them. All the information can be generally divided into: 

 information characterising financial instruments (e.g. for each 

group of financial assets presented in the statement a description should 

be included regarding the basic characteristics, methods used to 

determine fair value, methods of including results of value reevaluation, 

etc
94

); 

                                                           
94 § 40, sОМЭ. 1 ШП ЭСО RОРЮХКЭТШЧ. 
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 information regarding interest (among others: the necessity of the 

separate presentation of realised interests and unrealised interests); 

 information regarding hedging instruments. 

 

 

1.6.3. The recognition, valuation and presentation of financial 

instruments of a proprietary nature 

 

 
Capital instruments constitute a source of capital for the issuer and 

depending on the organisational and legal form they create share capital, 

ШаЧОrs‟ МКpТЭКХ, ПШЮЧНТЧР ПЮЧd or share fund. The general value of 

primary capital shown in the balance, resulting from the statute, 

confirmed by an entry in the court register, is more detailed in additional 

information in which data concerning the kind, structure of ownership, 

number and value of issued capital instruments is placed. The dynamic 

recognition of primary capital is presented in the statement of changes in 

equity capital (fund), which is a part of the financial statement of entities 

obliged to audit and publish financial statements. Entities who are not 

subject to the aforementioned liabilities are obliged to include and 

explain in additional information the state of capital at the beginning of 

the trading year, increases, utilisation and the final state. 

Issued capital instruments are included in primary capital at the 

nominal value to which the document amounts. The use of the above rule 

for balance-sheet law with the simultaneous permission of commercial 

code rules to acquire the shares before their final payment results in the 

obligation for the proper adjustment of equity capital. Compliant with 

art.36, sec.2 of Accounting Act declared but not paid capital 

expenditures are included in negative value as due expenditures on 

account of capital. Commentators of the Accounting Act indicate 

substantial significance of the above item for the recipients of financial 

statements, who are informed about the risk of lowering the capital due 

to the lack of payment for the recognised shares
95

. 

                                                           
95 CШЦЦОЧЭКrв ШЧ ЭСО AММШЮЧЭТЧР AМЭ, ОН. E. АКХТńsФК, АШХЭОrs KХЮаОr PШХsФК, p. 382 Accounting 

Act. Commentary. Edition 2, eds. E.  АКХТńsФК, Wolters Kluwer 2011.  
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Another consequence of the use of the valuation of basic capital in 

nominal value is the necessity of settling the surplus of issuing value 

over the nominal value of issued capital instruments. The realised 

sЮrpХЮs, НОПТЧОН Кs “КРТШ” sСШЮХН ЛО pХКМОН ТЧ sЮppХОЦОЧЭКrв МКpТЭКХ 
according to the Accounting Act. 

The issues underlined above indicate that the presentation of capital 

instruments goes beyond primary capital. In order to illustrate the issue 

ШП МКpТЭКХ ТЧsЭrЮЦОЧЭs‟ rОМШРЧТЭТШЧ ТЧ ТssЮОr‟s ЛШШФs, НОЭКТХОН prШЛХОЦs 
connected with rise and reduction of primary capital should be analised. 

The most common form of acquisition of capital is issuing new stocks 

according to rules established in the Act on public offerings, conditions 

governing the introduction of financial instruments to organised trading, 

and public companies and the Commercial Companies Code
96

 

(hereinafter referred to as CCC). The issuing of capital instruments is 

connected with the problem of recognition of expenditures incurred. The 

Accounting Act, both in the case of initial issue related to the 

establishment of a company and in the next issues resulting from rise in 

capital, orders covering this kind of costs from the portion of 

supplementary capital which is equal to the surplus of the issuing value 

over the nominal value of stocФs. SЮМС sЮrpХЮs Тs МКХХОН “agio”. IЧ ЭСО 
situation where the issuing costs exceed the agio amount, according to 

art. 36.2b they are included in financial costs.  

According to the provisions of CCC it is possible to acquire new 

stocks (shares) in the way of the introduction of money consideration or 

non-cash consideration. From the point of view of the price of cash 

consideration it is relevant in what currency they were expressed. The 

payment for capital in a foreign currency is to be valuated according to 

the actually-used exchange rate, usually the rate of bank purchase 

serving the entity on the day of inflow of the resources. 

The valuation of non-cash contributions is performed by associates 

who have full responsibility for its correctness. According to art.175 of 

CCC, if the value of non-cash contributions was highly inflated in 

comparison with their selling value on the day of signing the articles of 

association of the company, the associate who made such a contribution 

                                                           
96 Dz. U. z 2000 r. nr 94, poz. 1037 г pяźЧ. гЦ. [Journal of Laws No. 94, item 1037 of 2000 as 

amended] 
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and members of the board who knew about it but anyway submitted the 

company for registration are jointly and severally liable to cover the 

missing value and the liability cannot be relieved. The reliability of 

introduced contributions in the case of joint-stock companies is 

additionally controlled by a chartered accountant and the registry court, 

under the National Court Register Act
97

. 

A special form of acquiring new shares is the conversion of the 

ОЧЭТЭв‟s ХТКЛТХТЭТОs ТЧЭШ МКpТЭКХ sСКrОs, аСТМС МКЧ ЛО pОrПШrЦОН ТЧ ЭСО 
mode of a contractual deduction pursuant to art.498 of the Civil Code

98
 

(hereinafter referred to as CC) or relief from the debt according to 

art.508 of CC. The specificity of this operation is based on the fact that 

the issuing of financial instruments does not cause supplying the entity 

with new assets but it secures previous and future assets from reductions 

connected with the realisation of liabilities. The rules of the valuation of 

capitals created as a result of the described exchange are defined in art. 

36, sec. 2c of the Accounting Act, according to which it is valuated at the 

level of the nominal value of securities, liabilities, loans taking into 

consideration non-amortised discounts or bonuses, interest calculated but 

not paid until the exchange day, which will not be paid out, unrealised 

exchange-rate differences and capitalised issuing costs. 

Similar results for the structure of liabilities will be effected by rises 

in primary capital in the way described in art. 260, sec. 1 CCC as a rise 

in share capital from the compКЧв‟s ЦОКЧs, ЭСКЭ Тs ПrШЦ sЮppХОЦОЧЭКrв 
МКpТЭКХ Шr rОsОrЯО МКpТЭКХs (ПЮЧНs) МrОКЭОН ПrШЦ ЭСО МШЦpКЧв‟s prШПТЭ. 
A result of the above operation can be both the issuing of new capital 

instruments available only to the previous associates and a rise in the 

nominal value of previous shares. It should be underlined that payments 

made by shareholders of the limited liability company, which supply 

reserve capital are not a raise of capital. 

Capital instruments lose the features of a financial instrument at the 

moment of purchase by the issuer. Purchased shares and equity stocks 

reduce equity capitals and in spite of their legal existence they do not 

reflect right to the property of the company. The termination of 

                                                           
97 NКЭТШЧКХ CШЮrЭ RОРТsЭОr AМЭ ШП 20 AЮРЮsЭ 1997 ШЧ, Dг. U. г 2001 r. Чr 17, pШг. 209 г pяźЧ. гЦ. 
[Journal of Laws No. 17, item 209 of 2001 as amended] 
98 Dz. U. z 1964 r. nr 16, poz. 93 г pяźЧ. гЦ. ДJШЮrЧКХ ШП LКаs NШ. 16, ТЭОЦ 93 ШП 1964 Кs КЦОЧНОd] 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

118 

ownership interests can have a definitive or reversible character. We face 

the first situation in the case of the redemption of own stocks (shares 

acquired), which are excluded from the accounting books. On the other 

hand, the selling of own stocks (shares) causes the restoration of their 

primary meaning. According to art.36a.1 of the Accounting Act a 

positive difference between the selling price reduced by selling costs and 

the cost of purchase raises the reserve capital. A negative difference, 

according to the article mentioned, firstly reduces reserve capital and 

when it is exhausted, it is recognised as a loss from previous years. 

  

 

1.6.4. The recognition, valuation and presentation of financial 

instrument of debt nature 

 

 

The procedure for recognising financial liabilities starts with 

establishing the contract day. This day is indicated by the provisions of 

ЭСО RОРЮХКЭТШЧ ТЧ § 4, sОМ.2 КЧН Лв ЭСО AММШЮЧЭТЧР AМЭ ТЧ КrЭ.35К, sОМ.1 
as the moment in which drawers and issuers are obliged to register the 

inventory of the financial instrument in the Accounting Act. Such 

explicit directions mean that the moment of the realisation of financial 

liability is independent of the fact of the realisation of contract 

prШЯТsТШЧs. TКФТЧР ТЧЭШ МШЧsТНОrКЭТШЧ ЭСО ЦОКЧТЧР ШП § 4, sОМ.3 ШП ЭСО 
Regulation which allows the introduction of financial assets acquired in 

regulated trading into accounting books for the day of transaction 

settlement, we can experience a time discrepancy in the registration of 

ПТЧКЧМТКХ ТЧsЭrЮЦОЧЭs ТЧ ЭСО ТssЮОr‟s КЧН НrКаОr‟s ЛШШФs. 
Another stage in the recognition of financial instruments is the 

analysis of the economic content of a contract for proper classification. 

Accepted contractual conditions are a basis for the proper classification 

of the financial instrument. In order to fulfil the conditions included in 

КrЭ.35, sОМ.1 ШП ЭСО AМЭ КЧН § 5, sОМ.1 ШП ЭСО RОРЮХКЭТШЧ, ЭСО ТssЮОr КЧН 
the drawer are obliged to classify financial instruments as equity capital 

or financial liabilities, which can be included in trading portfolio or of 

other type. Therefore, an interpretation of the contract, which is 

compliant with the definition of each category, is necessary. 
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The primary classification of financial instruments consistent with 

their economic sense has a key meaning for the next stages in the 

valuation and presentation of financial instruments. 

AММШrНТЧР ЭШ § 13, sОМ,1 ШП ЭСО RОРЮХКЭТШЧ, ПТЧКЧМТКХ ХТКЛТХТЭТОs ШЧ ЭСО 
day of introducing into accounting books are embraced at the fair value 

of the acquired amount or the value of other proprietary elements 

received, reduced by incurred transaction costs. So, the received bonus in 

connection with the drawing of the currency option will increase the 

level of the financial liability. It should be underlined that the category of 

fair value of received payment used in the definition is not equal to the 

fair value used for valuation in later terms. Generally, the described 

method of valuation on the day of introduction into accounting books 

involves all categories of financial liabilities. It is also used for 

embedded financial instruments. An exception is the primary valuation 

of financial liabilities isolated from compound financial instruments 

whose initial value is determined by discounting the stream of future 

money flows with the current interest rate for corresponding simple 

financial instruments. 

As regards the initial valuation of financial liabilities expressed in 

foreign currency the Regulation refers to the Act. According to art.30, 

sec.2 and 3 on the day of introduction into accounting books in order to 

calculate the rate actually used should be applied, or, in justified cases, 

the average rate announced for a given currency by the National Bank of 

Poland at the previous day of the transaction. 

The valuation of financial liabilities in trading portfolio for 

prОsОЧЭКЭТШЧ pЮrpШsОs ТЧ ЭСО ПТЧКЧМТКХ sЭКЭОЦОЧЭ, КММШrНТЧР ЭШ § 18, sОМ.2 
of the Regulation is performed at the level of the fair value established 

for the valuation day. In exceptional situations when the due term of the 

liability is known and at the same time it is not possible to reliably 

establish the fair value, the valuation should be performed in an 

analogous way to the case of financial liabilities not classified as 

intended for trading according to the amortised cost. The results of value 

changes in financial liabilities classified into intended for trading 

(excluding hedged items and hedging instruments) are included into 

revenues or the financial costs of the reporting period in which the 

revaluation took place. Therefore, on the balance day, the financial 
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statement will present the financial results of risk connected with 

embedded derivative instruments. It would not be possible in the case of 

embracing a derivative instrument with the basic contract. In such a case, 

the revealing of the effects of base instrument value changes would take 

place at the moment of the settlement of the contract. 

Financial liabilities expressed in foreign currency for the balance day 

are valuated according to the current average exchange announced for a 

given currency by the National Bank of Poland (NBP). 

The exclusion of financial liability from accounting books according 

ЭШ § 12 ШП ЭСО RОРЮХКЭТШЧ ЭКФОs pХКМО аТЭС ЭСО ЭОrЦТЧКЭТШЧ ШП ЭСО ОЧЭТЭв‟s 
liability by way of: 

 completing a benefit; 

 relief from the liability for completing a benefit based on current 

legal Regulations; 

 expiration of liability; 

 accepting a debt by a third party with the consent of the creditor; 

 exchange of a debt financial instrument for another significantly 

different financial instrument; 

 changes in the contract leading to the creation of at least a 10% 

difference between the discount current value of money flows from a 

previous and changed contract. 

The difference between the realisation amount and the evidential 

value should be established for the day of the exclusion of financial 

ХТКЛТХТЭв ПrШЦ КММШЮЧЭТЧР ЛШШФs. TСО rОsЮХЭ КМqЮТrОН КММШrНТЧР ЭШ § 18, 
sec.4 of the Regulation is included in revenues or in the financial costs of 

the reporting period. 

Financial liabilities expressed in a foreign currency for the day of its 

realisation are valued according to the rate of actual use. In the case of 

using the actual rate not being justified the average rate of NBP for the 

given currency from the previous day of payments is used. 

In order to assess the investment attractiveness of a company detailed 

knowledge of the subject, character and influence of the financial 

instruments used by the entity in financial results is necessary. From the 

ТЧЯОsЭШrs‟ pШТЧЭ ШП ЯТОа ШП spОМТКХ ТЦpШrЭКЧМО Тs ТЧПШrЦКЭТШЧ rОРКrНТng 

the engagement of the entity in derivative instruments which have a real 

influence on future money flows. Extracting this information from the 
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financial statement is not simple and requires a thorough analysis. Data 

presented in the balance in short-term financial liabilities in the items 

“sСШrЭ-ЭОrЦ ПТЧКЧМТКХ ХТКЛТХТЭТОs”, “ШЭСОr sСШrЭ-ЭОrЦ ПТЧКЧМТКХ ХТКЛТХТЭТОs”, 
“sОЭЭХОЦОЧЭ ШП НОrТЯКЭТЯО ТЧsЭrЮЦОЧЭs ХТКЛТХТЭТОs” ЛОМКЮsО ШП ТЭs СТРС ХОЯОХ 
ШП КРРrОРКЭТШЧ КrО ЧШЭ sЮППТМТОЧЭ. FШr ТЧsЭКЧМО, ЭСО ТЭОЦ “ШЭСОr financial 

ХТКЛТХТЭТОs” КПЭОr НОrТЯКЭТЯО ТЧsЭrЮЦОЧЭs КХsШ ТЧМХЮНОs РШШНs МШЧЭrКМЭ 
liabilities whose settlement involves monetary form without physical 

delivery. In the settlement of flows of cash the results of paid sums in the 

form of reduced cash from financial activity are included. The profit-

and-loss account presents as a financial activity the results of settlements 

for the day of exclusions from accounting books and the valuation of 

these derivative instruments for which the accounting of securities was 

not used. It is therefore necessary to conduct a detailed analysis of 

explanatory notes and off-balance records which provide data on 

conducted transactions and applied rules of valuation as well as the 

vulnerability of derivatives used for the exchange of market parameters. 

The Regulation requires revealing in additional information and 

relevant features explanations of the number and value of financial 

instruments classified as financial liabilities and the presentation of the 

valuation methods used.  This part of a financial statement presents a fair 

value of financial liabilities indicated and non-indicated in accounting 

books which are not valuated in fair value according to the Regulation. 

Regulations regarding the accountancy of financial instruments in 

Polish balance-sheet law - particularly in the Regulation - refer to those 

included in international Regulations MSR 32, MSR 39 and MSSF 7. 

The dynamic development of financial markets and financial instruments 

results in relatively frequent, in comparison with other areas regulated by 

MSR, changes in accounting rules regarding this proprietary group. After 

the changes in MSR were performed, Polish balance-sheet law was also 

amended (in 2008 the financial instrument Regulation was amended, 

while in 2009 the Act - introducing to the last-mentioned Act the 

possibility of valuation in adjusted price of purchase of receivables and 

granted loans included in financial assets and financial liabilities). 

The complexity and high level of difficulty of using solutions 

indicated in the mentioned standards, underlining their lack of cohesion, 

complexity and even debatable form of some of the solutions, are 
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indicated in theory as well as in practice. The awareness of these 

problems caused the need for the elaboration of one coherent standard 

for financial instruments and their inclusion in accounting. In the middle 

of 2009 an introductory version of MSSF 9 was published which is still 

being expanded and completed. The full version of the standard will start 

being in force for reporting periods starting not sooner than on 1 January 

2013. It should be expected that the Regulation of Polish financial 

instruments accountancy will follow then, so they will be changed in 

relation to the current ones.  

 

 

1.7. ACCOUNTING OF BIOLOGICAL ASSETS 

 

 
Agriculture is a special sphere of productive activity, as in the process 

of finished products manufacturing, along with financial, material, 

technical and labour resources, natural resources: earth and living 

organisms,- are used as well . Record of presence and movement of such 

resources is rather difficult, as they change constantly - plants pass 

certain phases of development, animals gain weight, acquire age 

maturity, etc. A plant or an animal, which in the process of biological 

transformations can give an agricultural produce and/or supplementary 

biological assets, and also bring economic values in any other way, is 

ЧКЦОН К ЛТШХШРТМКХ КssОЭ (B ) [105]. 

Perennial plantations, working and productive cattle, animals on 

growing and fattening, materials of the agricultural purpose, agricultural 

produce are all biological assets and their derivatives. Biological assets 

are only a uniting name of assets that are used in agriculture and for 

which a separate accounting standard, namely:  Accounting Regulations 

(Standards) 30 "Biological assets", operates due to their accounting 

specifics. In the international practice it corresponds to IAS 41 

Agriculture. Both are called to regulate accounting treatment of 

agricultural assets, acounting specifics of which are not covered by other 

standards. 

Today, a question of biological assets accounting, is relatively new, 

however, considerable attention to it is paid by both scientists and 
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prКМЭТМКХ аШrФОrsŚ GШХШЯ S. F., GЮЭsКХОЧФШ L. V., ГСЮФ V. ., KКЧЭsЮrШЯ 
. ., KШЭsЮpКЭrвТ V.B., LТЧЧвФ V.G., LКЯrвЧОЧФШ L. I., MШssКФШvskyi 

V.B., MКrОЧвМС T.G., MОХЧвМСЮФ B.V., MвФСКТХШЯ . G., OРвТМСЮФ 
.F., PКrФСШЦОЧФШ V. ., SЮФ L. ., KСКrвЭШЧШЯК A. КЧН ШЭСОrs. 
Despite the large quantity of scientific works on organization and 

registeration of biological assets accounting, this question remains actual 

enough and requires deeper study of methodology of their measurement, 

registration and reflection in accounting, taking into consideration 

regulatory legal acts, with the aim of improvement of registration-

analytical work in agricultural enterprises. 

The aim is to determine ways of solution of separate problems, 

related to the estimation and accounting of biological assets in 

agricultural enterprises. 

DШЦОsЭТМ КРrТМЮХЭЮrКХ ОЧЭОrprТsОs МШЧНЮМЭ B  КММШЮЧЭТЧР ТЧ 
accordance with Accounting Regulations (Standards) 30 "Biological 

assets" and Methodical recommendations on biological assets accounting 

№1315 Д105; 90]. 

Definitions in Accounting Regulations (Standards) 30 "Biological 

assets" and IAS 41 Agriculture almost do not differ (table 9). However, 

national regulations contain term "supplementary biological assets", 

which is absent in the international standard. In IAS 41 agricultural 

produce and supplementary biological assets are united and named 

“КРrТМЮХЭЮrКХ prШНЮМО КЭ ЭСО pШТЧЭ ШП СКrЯОsЭ”. 
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Table 9 

Definitions related to agriculture 
 

Terms 

Accounting Regulations 

(Standards) 30 

"Biological assets" 

 

IAS 41 Agriculture 

Agricultural 

activity 

 

Management of biological 

transformations with the aim of receipt of 

КРrТМЮХЭЮrКХ prШНЮМО КЧН/ r 
supplementary biological assets 

The management by an entity 

of the biological 

transformation of biological 

assets for sale, into agricultural 

produce, or into additional 

biological assets. 

Biological 

changes 

(transformati

on) 

Process of qualitative or quantitative 

changes of biological assets 

The processes of growth, 

degeneration, production, and 

procreation that cause 

qualitative or quantitative 

changes in a biological asset 

Biological 

asset 

Animal or plant, which in the process of 

biological transformations is able to give 

an agricultural produce and/ r 
supplementary biological assets, and also 

bring economic values in other ways 

Living plant or animal 

Agricultural 

produce 

An asset, received as a result of 

dissociating from a biological asset,  

intended for  sale, processing or domestic 

consumption 

The harvested product of  the 

ОЧЭТЭв‟s ЛТШХШРТМКХ КssОЭs 
 

Harvest – The detachment of produce 

from a biological asset or the 

cessation of a biological 

КssОЭ‟s ХТПО prШМОssОs. 
Supplementa

ry biological 

assets 

Biological assets, received in the process 

of biological transformations 

– 

Group of 

biological 

assets 

An aggregation of similar by 

characteristics, assignment and terms of 

growing  animals or plants 

An aggregation of similar 

living animals or plants. 

 

 

The criteria of BA recognition are analogical to those used for all 

ОЧЭТЭв‟s КssОЭs, ТЧ pКrЭТМЮХКrŚ ЭСОrО Тs pШssТЛТХТЭв ШП rОМОТpЭ Лв КЧ 
enterprise of economic benefits related to their use, in the future; the BA 

value can be defined for certain. For the purposes of accounting BA are 

divided into current and capitalones (fig.10). 
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Fig. 10. Contents and classification of biological assets 

 

Such distribution takes place by a known rule: everything, that brings 

an economic value during a term that exceeds 12 months, belongs to the 

capital assets. And, on the other hand, assets, all economic value from 

the use of which is received during one year, are considered to be 

current. Capital BA, which during the reporting period are not yet able to 

give an agricultural prШНЮМО КЧН/ r supplementary biological assets of 

certain quality, belong to the immature capital biological assets. 

The special features of biological assets measurement depend on the 

sources of their coming to an enterprise. Figure 11 shows BA 

- Animal or plant, which in the process of biological 

transformations is able to give an agricultural produce 

and/ r additional biological assets, and also bring economic 

values in other ways 
 

Biological asset 

(BA) 

 

BA, able to give agricultural produce and/or

additional biological assets, or bring an economic

value in another way  during a term that exceeds 12 

months 

 

BA, able to give agricultural produce and/or 

additional biological assets, or bring an economic value 

in another way during a term that does not exceed 12 

months, and also animals on growing and fattening 

Capital/Long- term 

biological assets (LBA) 

Current biological assets 

(CBA) 

CBA classification 

 CBA in  plant growing; 

 CBA in cattle breeding 

 

LBA classification 

 LBA in plant growing; 

 LBA in cattle breeding; 

 immature LBA 

The object of accounting is a separate type of 

biological assets or their group  
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measurement order, which is given by the Methodical recommendations 

on biological assets accounting, ratified by the Ministry of Finance 

НОМrОО ШП 29.12.06 № 1315. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 
Fig. 11. Measurement of biological assets on their 

 

Analysis of Methodical recommendations № 1315 and Accounting 

Regulations (Standards) 30, and taking into account opinion of other 

Biological assets measureme nt  
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Purchase 

Asset received on a grant 

basis. Contribution to the 

statutory capital 

Transfer from current 

to capital BA 

V
a
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Exchange for a similar 

BA 

Exchange for a non-

similar BA 

Biological assets, 

received in the process 

of biological 

transformations 

)

Factual expences, beared to receive BA 

(primary cost) 

Fair value BA plus cost for making 

them usable  

Fair BA value,on their transfer date, 

less estimated point-of–sale costs 

 

Fair value of transferred BA 

 

Fair value of transferred BA, plus 

(minus) amounts (or their 

equivalents), that are payable 

(receivable) for the transfer 

Fair BA value, less estimated point-

of–sale costs 
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scientists [53; 54, 130; 158], enables us to stress some methodological 

problems of BA estimation. 

Biological assets are represented upon the date of interim and annual 

balance at a fair value less estimated point-of–sale costs. A fair value is 

determined by a sum on which it is possible to exchange an asset or pay 

an obligation as a result of operation between the well-informed, 

interested and independent parties. As to the estimated point-of–sale 

costs, by which the fair value of B  НТЦТЧТsСОs, ЭСОв ТЧМХЮНОŚ 
commissions to the mediators and commercial agents, exchange charges 

КЧН ТЧНТrОМЭ ЭКбОs КЧН НЮЭТОs аСТМС КrО МСКrРОН КЭ ЭСО sКХО ШП B . 
Transport and other costs necessary to get an asset to a market, do not 

belong to the costs ЭШ sОХХ К B .  
Estimation of  BA fair value is based on the quoted prices in an active 

market. Definition of active market is given in Accounting Regulations 

(Standards) 8 "Non-material assets", according to which an active market 

is a market where all the following conditions exist: 

– the items traded within the market are homogeneous; 

– willing sellers and buyers can normally be found at any time; 

– information about market prices is available to the public [98]. 

An enterprise can independently define methodology of information 

sources analysis with the aim of BA fair value estimation. Fair value, 

less estimated point-of–sale costs, which is used for the estimation of 

biological assets must be fixed in primary documents. Methods of 

biological assets fair value estimation upon the balance date are given in 

table 10. 

Undoubtedly, we should aim at the fair value estimation of assets. 

Such tendency is traced in the last updates to IAS. Consider however, 

that basing on documents being analysed, it will be difficult for the 

accountant to understand how to arrange estimation of these assets and 

аСКЭ AММШЮЧЭТЧР RОРЮХКЭТШЧs (SЭКЧНКrНs) ЭШ ЮsО ТЧ sЮМС МКsОs (7 «FТбОН 
КssОЭs", 9 "SЮppХТОs", 28 "DТЦТЧТsСТЧР ШП КssОЭs ЮЭТХТЭв» Шr 30 
«BТШХШРТМКХ КssОЭs"). NШЭ ЭШ ЦОЧЭТШЧ prОsОЧМe of reliable and 

documentarily confirmed information about the active market of one or 

КЧШЭСОr B  ЮpШЧ ОЯОrв МЮrrОЧЭ НКЭО. 
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ble 10 

Ways of the biological essets price (fair value) estimation on the 

balance sheet date 

Ways of fair 

value estimation 

 

By way of analysis of permanent contractors (customers and 

prШМЮrОЦОЧЭ ШrРКЧТгКЭТШЧs) prТМО sЮРРОsЭТШЧs ПШr ОsЭТЦКЭОН B , 
КЧН prТМОs ШП rОРТШЧКХ ОЧЭОrprТsОs ЭСКЭ sОХХ sТЦТХКr B  

By the most recent market transaction price for such assets (on 

condition that additional negative technological, market, economic 

or legal changes are absent in the environment where an enterprise 

operates)  

Proceeding from market prices for similar assets, with adjustment 

to individual characteristics, special features or level of 

completeness of biological transformations of the asset for which a 

fair value is determined 

By additional benchmarks that reflect the standard of prices for 

biological assets and agricultural produce 

 

At the same time, according to p. 14 of Accounting Regulations 

(Standards) 30 if an active market does not exist, determination of fair 

value of biological assets and agricultural produce is done using the 

following: 

– the most recent market transaction price for such assets;  

– market prices for similar assets, with adjustment to individual 

descriptions, special features or degree of completeness of biological 

transformations of the asset for which a fair value is determined; 

– additional benchmarks which reflect the  price level for biological 

assets and agricultural produce. 

If an active market does not exist, most recent market transaction 

price with such assets can be not quite reliable - as such operation could 

be carried out, for example, a year ago. In such case the cost of operation 

will not represent the real market value of the estimated biological asset. 

In addition, according to p. 15 of Accounting Regulations (Standards) 

30  in case where there is no reference to the market  value for a 

biological asset, the fair value is calculated as updated value ШП КssОЭ‟s  
expected net cash flows, in accordance with points 11-14 of Accounting 

Regulations (Standards) 28 "Diminishing of assets utility". This 

ЦОЭСШНШХШРв (ЮpНКЭОН ЯКХЮО ШП КssОЭ‟s ОбpОМЭОН ЧОЭ МКsС ПХШаs) Тs ЧШЭ 
used in practice of native enterprises accounting due to its complicacy, 
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and that is why we see its application in the estimation of biological 

assets as problematic, the more so by agricultural enterprises. 

 A fact that Accounting Regulations (Standards) 30 and Methodical 

rОМШЦЦОЧНКЭТШЧs № 1315 do not foresee such possibility is not 

theoretically reasonable and, in addition, restrains the rights stipulated by 

legislation in relation to the registration policy of agricultural enterprises. 

We also share opinion of other scientists that it would be expedient 

for the Ministry of agrarian policy of Ukraine to inform enterprises at 

rОРТШЧКХ ХОЯОХ КЛШЮЭ ЭСО КМЭТЯО ЦКrФОЭ prТМОs ПШr B  КЧН КРrТМЮХЭЮrКХ 
produce on each reporting date. For this purpose it is needed to ratify 

Methodology of determination of such prices and organise the 

departments of agroindustrial development at regional state 

administrations for corresponding work. In its turn, it will facilitate the 

accounting reconciliation of agricultural enterprises. 

As mentioned above, depending on purpose and term of their use 

biological assets can be related to the non-current assets (capital and 

immature capital biological assets in plant-growing and cattle breeding) 

or to the current assets (current biological assets in plant-growing and 

cattle breeding).  

Information about current biological assets in the record-keeping of 

КРrТМЮХЭЮrКХ ОЧЭОrprТsОs КММЮЦЮХКЭОs ШЧ КЧ КМЭТЯО КММШЮЧЭ «CЮrrОЧЭ 
biological assets" in the cut of sub-accounts: 

 current BA in plant-growing estimated at a fair value; 

 current BA in cattle breeding estimated at a fair value; 

 current BA in cattle breeding estimated at a primary cost. 

Debit account "Current biological assets" displays the receipt 

(recognition of grain, technical, vegetable and other crops, etc., increase 

of productive and working cattle, rejected as defective from the basic 

herd of cattle for further fattening or processing without fattening) of 

current biological assets; increase of living mass of the young animals, 

credit account displays deduction of current biological assets due to their 

transfer for processing, sale, transfer on a grant basis, etc. 

Information about inconvertible biological assets accumulates on an 

КМЭТЯО КММШЮЧЭ «CКpТЭКХ ЛТШХШРТМКХ КssОЭs" ТЧ ЭСО МЮЭ ШП sЮЛ-accounts: 

 capital BA in plant-growing estimated at a fair value; 

 capital BA in plant-growing estimated at a primary cost; 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

130 

 capital BA in cattle breeding estimated at a fair value; 

 capital BA in cattle breeding estimated at a primary cost; 

 immature capital BA estimated at a fair value; 

 immature capital BA, estimated at a primary cost. 

Debit of this account displays receivables of capital biological assets, 

credit displays their deduction. 

All costs, born by an agricultural enterprise on creation or acquisition 

of capital BA, are accounted by the debit of subaccount “Acquisition 

(РrШаТЧР) ШП МКpТЭКХ ЛТШХШРТМКХ КssОЭs" ШП КММШЮЧЭ “CКpТЭКХ IЧЯОsЭЦОЧЭs” 
Лв ОбpОЧsО ТЭОЦs sЭТpЮХКЭОН Лв MОЭСШНТМКХ rОМШЦЦОЧНКЭТШЧs №132. 

Costs, related to biological transformations of biological assets, are 

related to the basic activity, their account is conducted in accordance 

with Accounting Regulations (Standards) 16 "Expences" by 

accountability units. In accounting these costs are reflected on the 

separate sub-accounts of account "Production" (sub-account "Plant-

growing", sub-account "Cattle breeding") in the cut of analytical 

accounts by expense items, set by an enterprise and represented in its 

registration policy order. 

All records on the analytical accounts of BA must be done on the 

basis of the specialized forms of primary documents on the account of 

МКpТЭКХ КЧН МЮrrОЧЭ ЛТШХШРТМКХ КssОЭs, rКЭТПТОН Лв ЭСО ШrНОr № 73 of 

Ministry of agrarian policy of Ukraine of February, 28, 2008 [89]. 

Display of BA accounting operations order is presented in table 11. 

Table 11 

Basic economic operations on recognition of biological assets 

№  Description of economic operation 
Correspondence of accounts 

Debit Credit 

1 2 3 4 

Accounting of current biological assets 

1. 
Recognition of current BA from  

production 

Current biological 

assets 
Production 

2. 

Received current BA from a supplier 
Current 

biological assets 

Settlements with 

suppliers and 

contractors 
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Continuation of the table 11 

1 2 3 4 

3. 

Received current BA from the 

participant (founder) of an 

enterprise as contribution to the 

statutory capital 

Current 

biological assets 

Unpaid 

capital 

4. 
Recognition of current BA received 

on a grant basis 

Current 

biological assets 

Other operation 

profit 

5. 

Recognition of  current BA, 

previously not recognised on a 

balance sheet , and their excess 

detected during inventory 

Current 

biological assets Other profits from 

operating activity 

6. 

Transfer of current BA into capital 

BA 

Acquisition 

(growing) of 

МКpТЭКХ B  

Current biological 

assets 

7. 

The prime cost of disposed current 

B  Тs аrТЭЭОЧ-off 

Prime cost of 

disposed  

produce 

Current biological 

assets 

8. 

Detected shortages and losses  of 

current BA estimated at their fair 

value as a result of inventory 

Shortages and 

losses  from 

spoilage of 

assets 

Current biological 

assets 

9. 

Change of current BA fair value  on 

the date of balance : 
  

 increase  Current 

biological assets 

 

Other operation 

profit 

 diminishing  Other 

production 

overheads 

Current biological 

assets 

Accounting of capital biological assets 

1. 

Recognition of aquired capital BA  
Capital 

biological assets 

Acquisition 

(growing) of 

МКpТЭКХ B  

2. 

Recognition of  capital BA received 

on a grant basis 

Capital 

biological assets 

Non- current BA 

received on a 

grant basis 

3. 

Transport costs credited to the 

primary cost of capital BA received 

free of charge  

Capital 

biological assets 

Acquisition 

(growing) of 

МКpТЭКХ B  

4. 

Received from the participant 

(founder) of an enterprise as 

contribution to the statutory capital 

Capital 

biological assets 
Unpaid 

capital 
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Continuation of the table 11 

1 2 3 4 

5. 

Recognition of  capital BA, 

previously not recognised on a 

balance sheet , and their excess 

detected during inventory at their 

prime cost  

Capital biological 

assets Other regular 

activity 

profits 

6. 

Recognition of  capital BA, 

previously not recognised on a 

balance sheet , and their excess 

detected during inventory at their fair 

value 

Capital biological 

assets Other operation 

activity 

profits 

7. 

Disposal of capital BA estimated at 

their prime cost  
  

 by amortization sum Accumulated 

depreciation of 

capital BA 

Capital biological 

assets 

- increase of non- current 

assets and groups for deduction 

retained for sale by residual value 

Non- current 

assets and groups 

for deduction,  

retained for 

sale 

Capital biological 

assets 

8. 
Depreciated prime cost of capital BA 

estimated at their fair value  

Prime cost of 

disposed  produce 

Capital biological 

assets 

9. 

Liquidation of capital BA,estimated 

at their fair value:  

 

 

 

 by amortization sum Accumulated 

depreciation of 

capital BA 

Capital biological 

assets 

 by residual value Allowance for 

depreciation of 

non- current 

assets 

Capital biological 

assets 

10. 

Detected shortages and losses  of 

capital BA estimated at their fair 

value as a result of inventory 

Shortages and 

losses  from 

spoilage of assets 

Capital biological 

assets 

 

Thus, the conducted research confirmed the problem of BA 

estimation, as in the conditions of market economy in Ukraine there are 

real difficulties to estimate fair value on the basis of market price. 

The noted problems can be solved by the way of: 
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 evaluation of assets also by the expected prime cost of agricultural 

produce with a calculation to the level of fair, as it is foreseen by 

MОЭСШНТМКХ rОМШЦЦОЧНКЭТШЧs № 132 ШЧ pХКЧЧТЧР, КММШЮЧЭТЧР КЧН 
estimation of a prime cost of the produce (works, services) of 

agricultural enterprises; 

 informing the enterprises about an active market cost on biological 

assets and agricultural produce by the Ministry of agrarian policy of 

Ukraine at regional level on each reporting date. 

 

 

1.8. CONCEPTUAL POSITIONS OF ACCOUNTS RECEIVABLE 

ACCOUNTING 

 

 

Financial independence and participation of business entities in 

international economical relationships stipulate the necessity of perpetual 

ensuring of the production sequence by the means of floating assets. The 

development of a brand new approach to the problem of payment- 

settlement relations between market subjects determines the need to 

research a derivative slowdown of these relations, notably accounts 

receivable. 

The constant increase of the bulk of accounts receivable of Ukrainian 

enterprises proves that nowadays the object of accounting needs to be 

improved. Accounts receivable are special kinds of assets which 

determine the rights of a company to get partner funds. The level of 

ОЧЭОrprТsОs‟ МrОНТЭКЛТХТЭв НОpОЧНs ШЧ ПЮХПТХХЦОЧЭ МШЧНТЭТШns, valuation 

authenticity and timely repayments. The increase of the size of accounts 

receivable induces the necessity of the accounts receivable management. 

In this perspective, both accounting and the analysis system of an 

enterprise occupy a very important place. 

The contradiction of normative documents, on the one hand, and 

some theoretical and practical aspects of the accounts receivable 

accounting methodology, on the other hand, were influenced by the 

МШЦpХОбТЭв КЧН НТЯОrsТЭв ШП ЭСО sЮЛУОМЭs‟ КЧН ШЛУОМЭs‟ МХОКrТЧР 
transactions. 
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In order to organise and conduct accounting and analytical procedures 

effectively, one needs to examine the economical entity of accounts 

receivable; the origin of accounts receivable in contemporary 

management conditions; accounts receivable classifications (on the basis 

of different features); debt improvement and debt refinancing accounting 

methods and etc. 

Theoretical and practical problems of accounts receivable accounting 

were studied by the national scholars (F. F. Butynets, S. F. Hoholov, 

V. V. Sopko, H. V. Nashkerska) and foreign scholars (E. Brigham, 

J. A. Blanc, and others). 

There has been a lot of debate among scholars about the problems of 

the accounts receivable terminology. The position of the local scholars 

resembles the idea disseminated by Accounting Policy (Standard) 10 

“AММШЮЧЭs RОМОТЯКЛХО”. AММШrНТЧР ЭШ Accounting Policy, accounts 

receivable are the amounts of money owed to a company by its clients on 

payment due date. Thus, this opinion is adhered by F. F. Butynets,     

T.V. Hladkykh, O. I. Kobylianska, and O. V. Lyshylenko. 

A. H. Zahorodniy, S. V. Mochernyi, and V. V. Sopko regard accounts 

receivable as debts a company, natural person or legal person which are 

contracted as a result of economic relations between natural and legal 

persons. Ya. S. Larina, elaborates on this definition and adds that 

accounts receivable emerge from the past due payment for goods and 

services that the customer has received. One cannot disagree with this 

point of view, since accounts receivable can emerge as operations 

accounts receivable with the deferred payment date (according to 

contract terms and cannot be regarded as the one which is not done in 

due time). 

S. F. Holov defines accounts receivable as the cash assets, which are 

stipulated by the contract law so that one party gets the money and the 

other party is under an obligation to pay a debt. Taking into 

consideration the fact that accounts receivable can be discharged not 

only by money, we consider the abovementioned definition to be partial. 

R. A. Slaviuk suggests that the account receivable is money owed by 

customers for shipped goods, and, according to Ukrainian Accounting 

Standards Codification, it also includes bills receivable, salary payments, 

КНЯКЧМО pКвЦОЧЭs, ПШЮЧНОrs‟ ХТКЛТХТЭТОs ПШr sЭКЭЮЭШrв ПЮЧН ЦОЦЛОrsСТp 
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dues and earned income credits. Even though this definition corresponds 

to the classification of accounts receivable mentioned in NAR(S)  

“BКХКЧМО SСООЭ”, we would like to introduce clarity concerning the 

question of salary payments and workers debts to the company which 

stem from these payments. 

Analysing current accounts receivable for goods and services, 

H. V. Nashkerska defines them as financial assets which are established 

by a company when it supplies a debtor with products, commodities, and 

services. Then this company has the right to get the money or other 

financial assets from the debtor.  

FШrОТРЧ sМСШХКrs НОsМrТЛО ЭСО ЭОrЦ “accounЭs rОМОТЯКЛХО” Кs ЭСО НОЛЭs 
that emerge in the process of goods, services, and labour realisation. 

Eugene F. Brigham defines accounts receivable as the sums of money 

which are due to be received from clients for the sold goods. Derek 

Stone and Claude HitchТЧР СКЯО ТЦpХОЦОЧЭОН ЭСО ЭОrЦ “accounts 

pКвКЛХО” to refer to accounts receivable. Therefore, according to them, 

debtors are the people who owe the money for the goods and services 

they have received but for which they have not paid so far. Professors of 

Harvard University Zvi Bodie and Robert C. Merton who also use the 

ЭОrЦ “КММШЮЧЭs pКвКЛХО” ЮЧНОrХТЧО ЭСКЭ ЭСОsО КrО ЭСО КЦШЮЧЭs ШП ЦШЧОв 
that the buyers are supposed to pay to the company. 

FШrОТРЧ sМСШХКrs МШЧsТНОr ЭСКЭ ЭСО ЭОrЦ “МrОНТЭ pШХТМв” ОqЮКХs ЭСО 
terЦ “КММШЮЧЭs rОМОТЯКЛХО ЦКЧКРОЦОЧЭ pШХТМв”. J. Van Horne regards 

accounts receivable as quantitative results which are caused by the 

enterprТse’s credТt polТcв realТsatТon. WСereas Bart Edаards Тn СТs book 
CredТt ManaРement uses tСe term “accounts receivabХО” pЮrОХв Кs КЧ 
accounting term. 

In our opinion, accounts receivable are the cash assets which are 

granted by the contract where one party gets the money or other assets 

and the other is supposed to pay this money or give these assets. 

It is worth mentioning that several issues regarding the topic are still 

to be solved, especially the one that deals with accounts receivable 

classification and their estimation for the date of original issue as well as 

for the balance sheet date. 

The diversity of the contemporary approaches to the accounts 

receivable classification is predetermined by the flaw in normative 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

136 

documents. As per NAR(S) 10, accounts receivable can be subdivided 

into two kinds: long-term debts and floating debts. A long-term debt is a 

sum of the account receivable which comes into being as a result of an 

ordinary operating cycle and which is supposed to be discharge in twelve 

month from the balance sheet date. One can incur a long-term debt for 

labour, goods, services, and bills receivable.  

A floating debt is a sum of the account receivable which comes into 

being as a result of an ordinary operating cycle and which is supposed to 

be discharge within twelve month from the balance sheet date. There are 

expected, doubtful, uncollectable (bad), etc. floating debts. 

NAR(S) 10 states that there exist the following kinds of debt: goods 

accounts receivable, labour accounts receivable, services accounts 

receivable, debts for settlements of budgetary payments, salary 

prepayment debts, counted incomes debts, company internal settlement 

debts, etc. 

T. V. Hladkykh classifies floating debts according to the following 

criteria:  

1) Accounts receivable for goods, services and labour can be further 

subdivided into: the one that is provided by a bill and the other that is not 

provided by a bill; 

2) Accounts receivable settlements can be divided into: settlements 

with the budget, settlements for advances (loans) granted, settlements for 

loans receivable, settlements for charges on income, and settlements 

from internal billing; 

3) OЭСОr ФТЧНs ШП КММШЮЧЭs rОМОТЯКЛХОŚ rОpШrЭОrs‟ НОЛЭs, МХКТЦ НОЛЭs, 
indemnification debts, loan debts of the credit union members and 

others. 

What N. M. Lysenko proposes is to classify accounts receivable 

regarding the causing objects as the debts which stem from goods, 

services and labour realisation and as the debts which do not stem from 

goods, services and labour realisation. 

A debt which is linked to goods, services and labour realisation can 

be both: provided and not provided by a bill.  

Concerning the repayment period, accounts receivable can be: 

1) floating: immaturity date and maturity date (less than twelve 

months); 
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2) overdue debt: uncollectable (bad) and doubtful; 

3) debts which appear when the period of claims prescription has 

come to an end: uncollectable (bad). 

Scholars distinguish such liabilities which are not connected with the 

realisation of labour and service: liabilities for advances (loans) granted, 

liabilities for settlements with advance holders, liabilities for charges on 

income, loans receivable, and other current liabilities. 

Referring to N. Matytsyna, she suggests grouping the kinds of 

accounts receivable taking into consideration not only national but 

foreign experience as well. Abroad an account receivable is seen as a 

matter that is used for the estimation of the financial results; for passing 

managerial decisions; and for the regulation and control. 

As fellow countrymen claim, accounts receivable are divided into 

long-term debts, floating debts and uncollectable (doubtful) debts. 

N. Matytsyna states that our national classification is clearly oriented 

towards the strictly regulated economy and does not take into account 

demands of the market. Consequently, under conditions of constant 

expansion of international relations and conversion to International 

Accounting Standards (IAS) one should always take into consideration 

the experience of foreign countries. 

L. Horodianska proposed classification that is based on NAR(S) 10 

“AММШЮЧЭs RОМОТЯКЛХО”, ШЧ CСКrЭ ШП AММШЮЧЭs КЧН ШЧ CСКrЭ ШП AММШЮЧЭs 
Directions. She also supports the subdivision of accounts receivable into 

long-term and floating. Possession debts for which were demised, long-

term bills etc. can be long-term. Floating accounts receivable are 

settlement liabilities for buyers, customers, reporters; counted incomes 

debts; claim debts; indemnification debts, loan debts of the credit union 

members; debts to creditors. In analytical accounting accounts receivable 

can be divided into kinds according to: every debtor, kinds of liability, 

dates of entry into force, and maturity dates. According to the statute of 

limitations, L. O. Lihonenko, and N. M. Novikova subdivide accounts 

receivable into: expired and unexpired. 

L. O. Lihonenko and N. M. Novikova claim that depending on the 

НОЛЭШr‟s sЭКЭЮs (buyer of the production) there are the following kinds of 

accounts receivable: debts of public enterprises, debts of non-public 

enterprises, debts of private entrepreneurs, debts of budget-funded 
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entities and organizations, debts of financial institutions, debts of 

inhabitants, and debts of other categories. Information about the structure 

of accounts receivable depending on the status of the debtor can be used 

to forecast the opportunities of its refinancing and choosing the 

instruments of refinancing. 

F. F. Butynets offers the following classification of the credit 

repayment possibilities of the floating accounts receivable: 

1) ordinary (normal) debts which are sure to be repaid by a debtor; 

2) doubtful debts which will possibly be repaid by a debtor; 

3) uncollectable (bad) debts which are sure not to be repaid by a 

debtor. 

Thus, the modern classification of accounts receivable, on the one 

hand, helps to improve the process of accounts receivable diagnostics, 

being directed towards a detailed study of the state and of the accounts 

receivable reasons, on the other hand, this classification is oriented to the 

ТЧМrОКsО ШП ЭСО МШЦpКЧв‟s НОЛЭ ЦКЧКРОЦОЧЭ. 
The research shows that there is no unity of opinion among scholars 

as to accounts receivable. The classification proposed by L. Horodianska 

is mostly accepted, since it allows to group debts according to: the date 

of emergence; kinds; objects of accounting and repayment periods. 

NAR(S) 10 and NAR(S) 13 “FТЧКЧМТКХ IЧsЭrЮЦОЧЭs” НОЭОrЦТЧО ЭСО 
accounting methodological principles of information formation about 

accounts receivable in general and financial statements. These standards 

cover approaches to the accounts receivable acknowledgement and 

assessment. This situation, in our opinion, causes problems of accounts 

receivable display in accounting. 

As per NAR(S) 10, accounts receivable are considered to be assets: 

 if there is a probability that a company will have economic gains 

in future  

and 

 if the sums of these gains are defined. 

In NAR(S) 13 “FТЧКЧМТКХ IЧsЭrЮЦОЧЭs” ТЭ Тs sЭated that accounts 

receivable are cash assets which cannot be sold and are regarded as 

contracts which enable one company to get facilities or other cash assets 

form the other company. 
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In other words, according to NAR(S) 10, accounts receivable are 

considered as assets only under circumstances that they will bring 

economic gains but, according to NAR(S) 13, accounts receivable are 

considered as assets only under circumstances of getting funds. 

Pursuant to NAR(S) 10, accounts receivable are included to the 

balance outcome on the basis of the net realisation value. To count this 

net realisation value, one needs to calculate the doubtful debts reserve. 

The size of the doubtful debts reserve is counted on the basis of one of 

the methods: doubtful debts sum application and application of the 

doubtfulness coefficient. 

Based on the method of doubtful debts sum application, the size of 

ЭСО rОsОrЯО Тs ОsЭТЦКЭОН ШЧ ЭСО РrШЮЧН ШП ЭСО КЧКХвsТs ШП ЭСО НОЛЭШr‟s 
paying capacity. Based on the method of application of doubtfulness 

coefficient, the size of the reserve is estimated when the opening 

remainder net balance of accounts receivable is multiplied by the 

doubtfulness coefficient. The last can be calculated in such ways: 

 calculation of the specific gravity of the bad debt in the net profit; 

 classification of accounts receivable of the bad debt in the net 

profit; 

 calculation of the average specific gravity which was written-off at 

the period of accounts receivable in the sum of accounts receivable at the 

beginning of the corresponding period of the previous 3-5 years. 

In order to estimate the doubtful debt reserve one should classify 

accounts receivable according to production, goods, labour and services 

and according to the terms of the default on obligations. Thus, this 

standard provides the formulation of the doubtful debt reserve only for 

accounts receivable for goods, labour and services.  

Under NAR(S) 13, accounts receivable are not for reselling. 

Moreover, these kinds of debts appear when the debtor gets the funds, 

assets, services or labour and these debts are considered to be cash assets 

not for sale.   

That is to say, the following things can be attributed to cash assets: 

accounts receivable settlements for payments on accounts to other 

companies or reporters; accouЧЭs rОМОТЯКЛХО ПШr аШrФОrs‟ ХШКЧsś КММШЮЧЭs 
receivable for overpayment of taxes and duties to the budget and social 

funds. This leads to the fact that when forming the doubtful debt reserve 
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one should take into consideration the sum of payments on account and 

the sum of loans. 

According to NAR(S) 13, the balance sheet value of the cash assets 

which are not priced equitably (for example, accounts receivable are the 

assets which are not for resale) is reviewed on every balance sheet date. 

The aim of this process is to reduce the profit on the basis of the analysis 

of the expected cash flows. On contrary to Accounting Policy 

NAR(S) 10, NAR(S) 13 does not include the estimation of accounts 

receivable which are cash assets on the balance sheet date according to 

the net realisation value. 

The difference of approaches to accounts receivable estimation in 

NAR(S) 10 and NAR(S) 13 arouse heated discussions among scholars. 

TСОв НОЛКЭО ЭаШ qЮОsЭТШЧsŚ “АСТМС КММШЮЧЭs rОМОТЯКЛХО sСШЮХН ЛО 
rОРКrНОН Кs МКsС КssОЭs?” КЧН “HШа to estimate account receivable on 

ЛКХКЧМО sСООЭ НКЭО?” 

In compliance with requirements of NAR(S) 10 and NAR(S) 13, 

accounts receivable, which on the balance sheet date are estimated 

according to the net realisation value, emerge as a result of shipment of 

production, goods and services and as a result of loans and payments in 

advance. 

We deem that it is not reasonable to form the reserve of doubtful 

debts for prepayments and loans. This reserve is for expenses and is 

formed in order to ensure correspondence of incomes and expenses. 

Moreover, a company has additional leverages so as to request to return 

outpayments. It can deduct the money from salaries, prepayments and 

loans; it can levy vindictive damages against partners who received the 

sums of money for prepayments or loans. 

Since the sum of doubtful debts in balance is counted only from 

accounts receivable for goods, labour and services, we concur with 

scholars in appropriateness to charge the doubtful debts reserve only 

from accounts receivable for goods, labour and services. 

In our view, we are obliged to raise a question about the connection 

and about the necessity of application of two Accounting Standards 

which regulate the order of acknowledgement and estimation of accounts 

receivable which, in their turn, are cash assets of NAR(S) 10 and 

NAR(S) 13. These Standards lack cross references; for example, 
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NAR(S) 10 does not regard accounts receivable as financial instruments. 

Therefore, it is possible to view them as if they have to do with different 

assets. 

Another question which needs covering is the notion of accounts 

receivable refinancing. The last is viewed as the system of financial 

operations which guarantee a more rapid transformation of accounts 

receivable into cash assets. 

The main forms of accounts receivable refinancing can be: factoring, 

bill discounting and forfeiting. 

Factoring is a financial commission operation when a customer cedes 

accounts receivable to another company in order to: 

 get the bulk of payments instantly; 

 guarantee that the debt will be discharged; 

 lessen the expenses on accounts maintenance. 

Forfeiting as a kind of financing (crediting) of foreign economic 

operations is the financial service when a forfeiter (a business bank or a 

specialised company) buys export demands from an exporter without the 

right of recourse (counterclaim). 

Factoring and forfeiting are widely used in market economies but, 

unfortunately, in Ukraine they lack it due to flaws in the legal framework 

and methods of accounting, etc. 

It is advisable to use factoring according to operational accounts 

receivable. As national scholars see it, it is illegitimate to use factoring 

regarding the other kinds of debts. While calculating the factoring of 

accounts receivable which were earlier used to estimate the doubtful 

debts reserve, one should adjust this reserve. 

Accounts receivable are presented in the balance sheet of the 

company and in the annotations to the financial reports. Long term 

accounts receivable are reflected in the composition of irreversible 

assets. Floating account receivable connected with products, goods and 

services realization are part of working assets. The final balance includes 

the net realisable value of such indebtedness. 

The process of increasing of international operations on the territory 

of Ukraine in 2007-2011 was simultaneous to the growth of the size of 

exceeded accounts receivable. O. Bielokoz suggests that some of the 

factors which contribute to this situation are lack of coordination and 
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lack of understanding of the principles of accounts receivable 

performing. Thus, it is relevant to advance national standards of 

accounting to international standards. 

The question of account receivable accounting is regulated be several 

International Accounting Standards, such as International Accounting 

SЭКЧНКrН 1 “FТХТЧР К FТЧКЧМТКХ AММШЮЧЭ”, Кs IЧЭОrЧКЭТШЧКХ AММШЮЧЭТЧР 
SЭКЧНКrН 32 “FТЧКЧМТКХ IЧsЭrЮЦОЧЭsŚ EбpКЧsТШЧ AЧН PrОsОЧЭКЭТШЧ”, КЧН 
Кs IЧЭОrЧКЭТШЧКХ AММШЮЧЭТЧР SЭКЧНКrН 39 “FТЧКЧМТКХ IЧsЭrЮЦОЧЭsŚ 
AМФЧШаХОНРОЦОЧЭ AЧН EsЭТЦКЭТШЧ”. 

The analysis of acknowledgement and estimation conditions of 

accounts receivable according to national and international standards has 

helped to ascertain that, though we deal with the same accounts 

receivable and they are sort of financial instruments, the approaches to 

acknowledgement and estimation are different. 

According to International Accounting Standards, one can classify 

accounts receivable as short term (current) assets, which meet the 

following criteria: 

 they are to be realized or to be used under ordinary circumstances 

ШП ЭСО МШЦpКЧв‟s ШpОrКЭТЧР МвМХОś 
 they are to be sold or to be realized during 12 month from the 

balance sheet date. 

Disputes can arise in the process of acknowledgement and estimation. 

According to International Accounting Standard 39, a company should 

acknowledge the fact of indebtedness in balance when this company 

becomes a party in a contract and, as a result of this, it has a legal right to 

get money or other values. 

Accounts receivable can be subdivided into those which are initiated 

and which are not initiated by a company. The initiated ones are 

considered to be cash assets which are created by a company by 

providing goods and services to a debtor. 

Primary estimation of accounts receivable for the products, goods, 

labour and services is made according to the prime cost which is a fair 

cost for their compensation. After primary estimation, accounts 

receivable can be acknowledged according to the amortized prime cost 

and calculation method of the effective interest rate. International 
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Accounting Standard 39 does not make provision of the doubtful debt 

reserve formation. 

International Accounting Standard 39 does not provide the 

information about the process of doubtful debt reserve formation. 

Abroad the fair cost of accounting has become widespread. 

Notwithstanding, in Ukraine it is quite different, since there is a problem 

of using the evaluation assets method and fair cost obligations method. 

This might be caused by the following factors: 

1) Ukrainian specialists are afraid to apply individual expert 

ОЯКХЮКЭТШЧs КЧН Эrв СКrН ЭШ СШХН ЭШ sЭКЧНКrНs‟ rОМШЦЦОЧНКЭТШЧsś 
2) ОsЭТЦКЭТШЧ ШП ЭСО “ПКТr МШsЭ” Тs МШЧsТНОrОН ЭШ ЛО ЭСО аШrФ ШП КЧ 

estimator, not of an accountant. 

Thus, national and international standards possess striking differences 

and Ukraine needs to improve its system of accounts receivable on the 

basis of the international practice. On the other hand, while doing this, 

we should keep in mind national traditions and peculiarities of the 

accounts receivable accounting.  

 

 

1.9. COMPANY CAPITAL ACCOUNTING IN UKRAINE 
 

 

One of the important factors that ensure the establishment and 

development of the company is competent management of its capital. 

Pursuant to the provisions of NAR(S) 1 "General requirements for 

financial reporting", company capital is a part of the assets of the 

company, which remains after deducting (repayment) of all of its 

liabilities. Rational formation and use of company capital requires 

constant monitoring of changes in its size and structure. This is done 

through careful accounting of business transactions related to changes in 

the amount and makeup of company capital, and displaying appropriate 

data in the main financial statements. 

The main objectives in organization of capital accounting are: 

ensuring accounting of data and generalization of information about the 

status and movement of company capital; controlling correctness and 

legality of formation of company capital; timely, complete, correct 
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display of size and all changes in the company capital; controlling 

rational distribution of profits between relevant funds; organization of 

analytical accounting of equity capital accounts for obtaining timely and 

reliable information; correct reflection in the accounting registers and 

accounting of operations with company capital. 

Change of business environment in Ukraine prompted active research 

by Ukrainian scholars in the direction of theoretical and methodological 

developments, which made possible to form the basic provisions of 

equity capital accounting. An important contribution to the study of 

company capital accounting were done by Ukrainian scholars: 

F.Butynets, S. Golov, J. Krupka, V. Sopko, V. Sutormina, B. Usach, 

I.Farion and others, and foreign economists: H. Andersen, I. Balabanov, 

I. Byelobzhetskyy, B., D. Coldwell, B. Needles, J. Sokolov and others. 

According to NAR(S) 5 "Equity capital report", this report disclose 

information about changes in composition of the enterprise equity capital 

during the reporting period and the reasons for these changes. But as of 

this time, there are some problems with the implementation of a detailed 

analysis of the enterprise equity capital structure, associated with lack of 

information, both in main forms of financial statements and in the notes 

to them on changes in certain elements that are part of the equity capital. 

Research of theoretical provisions and current accounting practice of 

equity capital has revealed a number of problems, such as: 

inconsistencies in the regulatory provisions for formation of the charter 

capital at the stage of creation of business entities, ambiguity regarding 

the sources for reserve capital formation and its use, peculiarities in the 

use of additional capital, organization of accounting of retained earnings 

and a accounting display of components of equity capital in accounts and 

in financial statements. Research has shown that the principles of 

organization and accounting, order of disclosure of information in 

financial statements and structure of equity capital are influenced by the 

choice of theory of capital. The basis of modern accounting model in 

Ukraine includes the principles of the theory of business unit, according 

to which the enterprise is regarded as a legal entity separate from its 

owners. Capital, formed at the beginning of operation and acquired 

during operation, is owned by the enterprise (business unit). 
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Ukrainian scholars consider the legal and economic approaches to 

structure of equity capital, that allowed to establish, that capital specifics 

manifests with the presence in its composition of different sources, not in 

their numbers, but in qualitative diversity. Accordingly, criteria for 

combining components in equity capital is the type of obligatory 

relations - relations with the owner, the appearance and contents of 

which are caused by obtaining from the owner of enterprise assets 

certain part. This approach to the classification of equity capital reflects 

the legal approach and understanding of the market accounting. 

 According to the economic nature equity capital is classified by the 

method of appearance of components in the process of business activities 

along with taking into account features of their activities. In economic 

sense, equity capital reflects the process of creation, distribution, use and 

reproduction of resources within an enterprise. Accumulated capital of 

the company – is a growth of equity capital in the process of successful 

activities, which include the value of retained earnings, profit reserves 

created for the purpose of capitalization and other additional capital. 

Building of the capital accounting is an extremely important area of 

the enterprise's accounting system. It is in this area of accounting that 

mass of data is being formed about size and state of the owner's capital. 

Classification of company capital in accordance with the current 

legislation of Ukraine is shown in Fig. 12. 

The principal issue that needs to be addressed at the stage of 

formation of an accounting policy, is the choice of concept on the basis 

of which the enterprise will lead its capital accounting. This issue is not 

often discussed in specialized literature in Ukraine, which is most likely 

due to its being unregulated in the Ukrainian accounting standards. In 

contrast to the Ukrainian P(S)A, International Standards of Accounting 

conceptual framework provides two alternatives for company capital 

accounting: on the basis of financial or physical concept. 

Under the physical concept, capital is viewed in the form of 

productivity of the enterprise, based on, for example, number of product 

units produced per day. Literally enterprise capital means its production 

capacity. Physical capital is a combination of balance assets of the 

enterprise, which in the process of business activities leads to growth of 

the capital, because they embody future economic benefits. A 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

146 

functioning physical capital is disclosed in the assets of accounting 

balance in the direction of invested funds of the owners (immobilized 

assets, mobile assets in the form of inventories (stocks) and expenses, 

funds in active payments, cash and cash equivalents). In this case, the 

source of financing of specific assets is not of crucial importance. 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 
Fig. 12. Classification of company capital in accordance to the current 

legislation of Ukraine in conjunction with indicators of financial statements 

 

According to the financial concept, capital is synonymous with the 

net assets or company capital. Funds invested by the owners into 

business activities, and funds earned during business activities of the 

enterprise are considered to be the company capital. 

Choice of an appropriate concept of capital stems from the needs of 

the users of financial statements. As stated in International Standards of 

Accounting, financial concept of capital should be adopted if the users of 

financial statements primarily interested in maintaining the nominal 
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invested capital or the purchasing power of invested capital. In the case 

of dominant interest of users in production capacity of the enterprise, the 

concept of physical capital should be used. 

Practically, disclosure of capital on the basis of financial concepts is 

especially important for assessing the quality (effectiveness) of 

management, evaluation of control level by the owner, the financial 

leverage level, while the physical concept considered to be a priority for 

business partners, personnel of enterprise and government agencies. 

Regardless of the chosen concept of capital, enterprise is interested, 

as a minimum, in maintaining and increasing capital, due to this, a new 

dynamic component arises in the capital - income, which reflects an 

increase of capital for a particular period. Thus, two forms of capital can 

be distinguished: 

 invested (initial) capital; 

 earned capital. 

Ukrainian accounting standards, in fact, has made the financial 

concept of capital as the only one possible in Ukraine, because of this, 

for the purpose of accounting, company capital equates with the net 

assets, calculated as a residual. This means the following: a value of the 

company capital is a difference between the value of the enterprise's 

assets and its liabilities (debt capital). By the same principle the nominal 

value of a company capital is calculated, depending on the adopted by 

the enterprise methods of valuation of assets and liabilities. 

For the current accounting of the capital, valid Instruction on the use 

ШП SЭrЮМЭЮrО ШП КММШЮЧЭs № 291 ПrШЦ 16.07.1999 (аТЭС МСКЧРОs КЧН 
additions) [62], stipulates a classification of a company capital by the 

level of responsibility as follows: 

 Registered charter (or share) capital (CC(SC)), the amount of 

which is determined in the registered documents and subject to 

mandatory registration in the public register of business units (for joint 

stock companies to the registered capital also belong an unpaid capital 

(UC) and withdrawn capital (WC), that mediate circulation of unrealized 

ownership rights); 

 Unregistered additional capital, represented by a number of 

components: additional invested capital (IC), reserve capital (RC) and 

retained earnings or outstanding loss (RE(OL)). 
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According to this approach, the amount of company capital can be 

calculated as an algebraic sum of its parts: 

 

 

            EC = CC(SC) + IC + RC ± RE(OL) - UC – WC,               (1) 

 

 

The amount, by which the capital is shown in the balance, depends on 

the valuation of assets and liabilities. Typically, the total sum of capital 

only by coincidence corresponds to the aggregate market value of the 

enterprise shares or the amount that can be obtained through the sale of 

net assets by chunks or the sale of whole enterprise based on the 

principles of continuity. 

The research results have shown that until now the issue of 

contributions to the charter capital has not been resolved at the 

legislative level. Contents of the evaluation of capital by its type are 

shown in table 12. 

Table  12 

Content of evaluation of company capital components 

Type of 

capital 

Content 

1 2 

Charter 

capital 

Collection of contributions (in monetary terms) of the participants to the 

enterprise for insuring its operation in the amount determined by the registered 

documents. The enterprise has a right to change (increase or decrease) the size 

of the charter capital. Increase in charter capital can be made only after making 

contributions in full by all participants (payment for shares). Reduction of the 

charter capital is allowed if creditors have no objections. 

 

Share 

capital 

Collection of funds from individuals and legal entities (share contributions of 

members of the consumer society, collective agricultural enterprises, building 

cooperative, credit union) voluntarily placed in the enterprise to implement its 

economic and financial activities. 
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Continuation of the table 12 

1 2 

Additional 

invested 

capital 

Sums that are formed as a result of the share sales issued at a price that 

exceeds their nominal value and the sum of other capital invested by the 

founders of the enterprise that exceed charter capital, without a decision to 

change the size of charter capital. 

Other 

additional 

capital 

Sums of revaluation of fixed assets, value of fixed assets, obtained for free 

from other persons. 

Reserve 

capital 

Capital, which the company generates through net profit in accordance 

with current laws and registered documents. The company must create a 

reserve fund in the amount established by the registered documents, and 

not less than 25% of the charter capital. The amount of annual reserve 

allocations is stated in the registered documents, but cannot be less than 

5% of net profit. 

Unpaid 

capital 

The amount of participants (shareholders) debt for contributions to the 

charter capital. 

Withdrawn 

capital 

The actual cost of shares of own issue or parts, repurchased by the 

enterprise from its shareholders (participants) for the purpose of their 

resale, cancellation (reduction of charter capital) and so on. 

 

Founders of business entities can define the criteria by which their 

contributions will be evaluated (negotiated valuation). In this case a 

relevant act of evaluation and acceptance-and-transfer to charter capital 

should be made (other document is acceptable as long as the fact is 

correctly recorded). Given that this assessment may differ from the book 

or market assessment, experts should be engaged in its implementation. 

Thus, the founders at the stage of creation of an enterprise can inflate 

(creating additional capital) or understate their assets. 

For the accounting of each component of company capital a separate 

account of synthetic accounting of the 4th grade of the Structure of 

accounts is assigned. In this sense, comments, that it is inexpedient to 

show in accounts of this class of funds of targeted financing and 

ensuring future disbursements and payments that show signs of liability 

for which the sum and time of payments are not set, rather than showing 

company capital, is fair. 
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Synthetic accounting of company capital components is rather strictly 

regulated by the Ministry of Finance and the State Commission on 

Securities and Stock Market of Ukraine, and therefore compliance with 

the relevant rules and guidelines is the key to the correct accounting 

records. 

Thus, on the basis of conducted research the following conclusions 

can be made. 

1) Accounting of company capital in Ukraine has made a significant 

step towards convergence with the standards generally accepted in 

international practice. 

2) Selection of capital theory defines the principles of organization of 

accounting and day-to-day operations, order of disclosure of information 

in the financial statements and structure of a company capital. Research 

on legal and economic approaches to structuring of a company capital 

established, that under the legal approach the specifics of a company 

capital manifests in the presence in its composition of different sources, 

not their number, but qualitative heterogeneity. At the base of unification 

of components lies a type of obligatory relations - relations with the 

owner, appearance and content of which are defined by obtaining from 

the owner of certain part of an enterprise assets. According to another 

approach – company capital include components in the way of their 

occurrence during business activities of an enterprise, because its 

economic essence reflects the creation, distribution, use and reproduction 

of resources within an enterprise. 

3) Given the economic nature of a company capital of a joint stock 

company, according to some scholars, it is advisable to highlight 

following components in its structure: invested and accumulated capital. 

4) To provide company management and external users of financial 

statements ability to track reserve funds movements with the goal of 

detailed analysis of company capital, it would be advisable to divide 

reserve capital by the type and accounting of it components on different 

sub-accounts and to show received information in the notes to financial 

statements. 

5) Analysis of accounting of reserve capital in foreign countries leads 

to a conclusion that it is advisable in domestic conditions in a company 
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capital accounting to separate the reserve capital into following main 

parts: 

- Reserve for revaluation of assets; 

- Reserve established for income tax; 

- Reserve for overdue receivables and doubtful debts; 

- Reserve for capitalized constituent costs to issue shares; 

- Reserve for capitalized research and development work. 

Such a system of separate accounting of reserve capital components 

at Ukrainian enterprises will improve the quality of company capital 

accounting, improve quality of management and will provide users of 

financial statements additional information for more rational financial 

decisions. 

6) It is advisable to make appropriate changes to the structure of the 

company capital statement, providing additional lines to be filled during 

operations with company capital. But during the building of the specified 

statement, the level of detail of the disclosure of the causes that led to 

changes in company capital can be different. 

 

 

1.10. THEORETICAL AND METHODICAL BASIS OF 

ACCOUNTS REPAYABLE 
 

 

Functioning of the enterprises in the conditions of the global 

economic crisis leads to transformation approaches to quality of the 

accounting information needed for decision-making. This is inseparably 

connected with the accounting system improving. One of it courses is 

full coverage and generalization of accounting data for obligations in the 

financial statements. 

The question on generalization of the current accounting data liability 

is quite relevant for ensuring the reflection in accounting and financial 

reporting. Information regarding obligations allows to specify the 

maximum amount of raising borrowed funds, to assess the value of 

attracting debt capital from various sources, to determine the ratio of the 

amount of debt that are attracted on a short-term period, as well as the 

complement of major creditors. 
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CКЭОРШrв “ХТКЛТХТЭв” МШЧЧОМЭs МХШsОХв аТЭС МКЭОРШrв “sОЭЭХОЦОЧЭs” КЧН 
“НОЛЭ”. IЧ ЭСО НТsМЮssТШЧ КЛШЮЭ ЭСО НОПТЧТЭТШЧ ШП ЭСО ЭОrЦ “sОЭЭХОЦОЧЭs” 
there are three main variants. According to the first of these settlements 

are the system of relations. Supporters of the second position believe 

sОЭЭХОЦОЧЭs НТrОМЭХв rОХКЭТШЧsСТp (аТЭСШЮЭ ЮsТЧР ЭСО аШrН “sвsЭОЦ”). TСО 
third group of scientists only explains the economic essence of 

settlements without putting their definition [43]. 

Taking into account the above we start to believe that settlements are 

the system of relations between subjects, arising as a result of the 

economic cycle. So they can be viewed more as a category of political 

economy, rather than as accounting, since most settlements as a category 

of relations in accounting are not displayed. 

IЧ ЭСО КММШЮЧЭТЧР prКМЭТМО ТЧ КННТЭТШЧ ЭШ ЭСО МШЧМОpЭ ШП “ХТКЛТХТЭТОs” 
we use МШЧМОpЭ “КММШЮЧЭs rОpКвКЛХО”. Today, among scholars, there is no 

single vision of economic entity of accounts repayable. TСКЭ‟s аСв ЭСТs 
issue is relevant, since a clear formulation and understanding of 

economic means or sources of its formation is the basis for constructing 

of accounting and solving the problems which exist in the Ukrainian 

accounting practice. 

The works of native and foreign scientists are dedicated to the 

research of settlements with the creditors. In particular they are             

R. Alborov, P. Bezrukih, L. Bernstein, O. Borodkin, R. Breyli,              

E. Brighem, F. Butynets, K. Van Horn, E. Wilson, S. Golov,                  

M. Holovashchenko, R. Grachova I. Gubina, V. Yerofeeva,                   

A. Yefremov, A. Kovaliov, V. Kostiuchenko, L. Ligonenko,                  

M. MКФЦТЧЧ, T. MКХ′ФШЯК, N. MКХТЮРК, M. MОНЯОНОЯ, M. MОsФШЧ,            
V. Mossakovskiy, V. Nariezhnyy, S. Nikolaeva, V. Paliy, N. Parushyna, 

A. Poddieriogin, M. Pushkar, B. Rayan, N. Rassulova, Ya. Sokolov,       

I. Sysoieva, A. Tverdomed, O. Tereshchenko, B. Usach, Ye. Helfert, Yu. 

Chatskis, V. Shevchuk and others. 

IЧ NКЭТШЧКХ КММШЮЧЭТЧР rОРЮХКЭТШЧ (sЭКЧНКrН) 11 “Liabilities” the 

definition of accounts repayable is given as one of the types of current 

liabilities of the enterprise with the settlements for goods, services and 

works. This article is revealed in the fШrЦ ШП КММШЮЧЭ, № 1 "Balance 

sheet " [100]. 
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If the company has got debs to juridical and physical persons, they 

are called creditors and such indebtedness is credit. 

Most researchers give the following explanation of the economic 

ОЧЭТЭв ШП КММШЮЧЭs rОpКвКЛХОŚ “IЭ МКЧ ШММЮr Кs К rОsЮХЭ ШП ЭСО ОбТsЭТЧР 
system of payments between enterprises, when the debt of one enterprise 

НШОsЧ‟Э repay to another at once, but only after a certain period after 

НОЛЭs ” Д78, p. 309]. According to I. Sysoieva it can be done in cases 

when at first an enterprise display debts in accounting, and then, after the 

certain time, as a result it tries to pay a debt later because of cash absence 

[138]. 

B. Usach claims that accounts repayable belongs to unscheduled 

involved sources of circulating assets, it generates a lack of own 

circulating assets. If there is accounts repayable it indicates that funds of 

other management subjects take part in economic circulation of 

enterprise. In other words, the accounts repayable is short-term 

obligations of enterprises arising for the calculation with budget; for 

settlement doМЮЦОЧЭs, ЭСО pКвЦОЧЭ ЭТЦО ШП аСТМС СКsЧ‟Э МШЦО КЧН 
аСТМС аКsЧ‟Э pКТН ТЧ ЭТЦОś ПШr ЭСО sЮppХв ШП ЦКЭОrТКХ ЯКХЮОs аТЭСШЮЭ 
account providers, bills, payment term of which has not come or which 

аКsЧ‟Э pКТН ТЧ ЭТЦОś ПШr ЭСО sСШrЭ ЭОrЦ ХШКЧs Д145]. 

O. Tereschenko treats the notion of accounts repayable as then sum of 

debt for provider and contractors for the material values, outputs and 

services received, besides the debt which is secured by bills [140, p. 223-

228]. 

According to A. Poddieriogin, if the accounts repayable are 

considered to be the part of the funds raised, it takes a significant place. 

If the accounts repayable of enterprise occur in the process of economic 

links with other economic entities within the usual workflow and 

established forms of payments, it does not contradict the current 

legislation and cannot have a negative impact on the financial position of 

other subjects of management. If the accounts repayable arose as a result 

of violation of rules calculations and lending, it leads to financial 

complications in other enterprises. 

Overdue payments to suppliers arise more often when the financial 

work of company is not an accurate: current assets are presented as 

accounts receivable or abnormal commodity-material values discredited 
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by the bank; the size of own negotiable funds is insufficient and it does 

not cover the required minimum needs of the enterprise to ensure it 

current activities [43]. 

In the scientific literature the analysis of accounts repayable is often 

given on a level with the analysis of accounts receivable. It can be 

explained that there is much common between both kinds of debt 

although there are some differences. Common is that both accounts 

repayable and accounts receivable based on the break in time between 

merchandise account and its pay. Differences arise because of the special 

feature of operation of every kind of accounts receivable [115]. 

The fact is that in the literature, especially native, the similarity 

between accounts repayable and accounts receivable concerns only the 

category of liabilities on settlements with suppliers and contractors. But 

the accounts repayable consists of all those values (material or monetary 

form) that the enterprise returns immediately, so it can some time to use 

them as a resource. So in this sense, the category "accounts repayable" 

includes and other current liabilities, such as commitment to budget, 

insurance, payment of labor, etc. 

Great encyclopedia interprets accounts repayable as a temporarily 

obtain funds by the subject which it has to return to the juridical or 

physical person. There is a normal (legitimate) and overdue accounts 

repayable. The normal appears within its existing terms of payment. The 

debt is not repaid in time is overdue [142]. 

A. Bakaev defines the accounts repayable as the kind of liabilities to 

characterize: 1) the amount of the debt, which belongs to be paid by the 

company in favor of other legal and natural persons as a result of 

economic relations with them; 2) accounts that must be paid with the 

implementation of credit or payment in installments. The most common 

types of accounts repayable are debts to suppliers and contractors of the 

РШШНs, аШrФs, КЧН sОrЯТМОs КЧН аКsЧ‟Э pКТН НЮrТЧР ЭСО pОrТШН of work 

[5]. 

MТМСКОХ MОsФШЧ ТЧ ЭСО “Fundamentals of MКЧКРОЦОЧЭ” НОЭОrЦТЧОs 
the accounts repayable as a debt of enterprise – other enterprises, 

organizations, responsible persons, State (lenders) [88]. 

L. Kurakov explains that the accounts repayable is cash, temporarily 

brought by the enterprise or a firm belonging to return to juridical or 
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physical persons, аСТМС аКs ЛШrrШаОН КЧН СКЯОЧ‟Э ЛО pКТН вОЭ. TСО 
accounts repayable is made up of mostly unfulfilled payments to 

suppliers for shipped goods, for unpaid taxes and wages, unpaid-in 

insurance contributions and unpaid debts [79]. 

The economic essence of the accounts repayable is not only part of 

the property of the enterprise, as a rule, they are funds and commodity 

stocks of materials and capital equipment, such as commitment to 

product credit. As a juridical category the accounts repayable is a special 

part of the enterprise property that is a subject to the binding legal 

relations between a company and its creditors. The enterprise owns and 

uses the accounts repayable, but it must return or pay for this part of the 

property to lenders, that have the rights to it. From the juridical point of 

view the accounts repayable can be seen on the one hand as a part of the 

property which belongs to the enterprise on the right of ownership. And 

on the other hand they can be seen as an object of oblige legal relations. 

Taking into account aforesaid the accounts repayable could be 

defined as the part of the enterprise property that is the subject of various 

debt obligations of the enterprise (the debtor), which appeared to 

creditors. They must be shown in the balance as the debts of the 

enterprise of tenant of property. 

Therefore, to economic entity of the accounts repayable belong the 

following features: 

 forced nature of economic relations; 

 replace the circulating assets of the enterprise; 

 the "pushing" of economic circulation bank credit; 

 velocity from enterprise to enterprise on the chain of payments, 

necessitating the offsets mutual requirements; 

 ability to transform non-cash settlements, in particular, to change 

the ways of payment. 

In the international practice the accounts repayable is a form of 

sОЭЭХОЦОЧЭ ПШr РШШНs КЧН sОrЯТМОs, аСТМС ЛЮв ТЧ ЭСО МШЮrsО ШП МШЦpКЧв‟s 
operations which often have been repeating and using in production (as 

raw materials or for resale). 

American Institute of Certified Public Accountants says that the 

accounts repayable are the economic obligations of enterprise that are 

recognized and evaluated (measured) in accordance with GAAP. The 
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accounts repayable also include different types of deferred assets, 

although they are not being liabilities, but they are recognized and valued 

in accordance with generally accepted accounting principles. 

In the Statute of the concept of accounting of the Australian 

Accounting Research Foundation the accounts repayable are defined as a 

future refusal subject of potential income and future economic benefits in 

favor of other subjects, according to the current facilities at present that 

is appeared as a result of past events. A similar definition is given in 

New Zealand [52, p. 430]. 

Thus, we conducted research of the accounts repayable as an 

economic category which allows us to describe the accounts repayable  

as part of the liabilities (current and long-term), which must be paid by 

the enterprise to juridical, physical persons by stocks of materials and 

capital equipment, performed works, services rendered and unpaid 

payments to the budget. 

Liabilities are recognized like a debt to creditors in these cases: 

1. They are at the moment and are a result of past transactions (for 

example, the acquirement of goods or services) or events (incurred 

losses, or those which are envisaged and the company is responsible for 

them). It is necessary to distinguish the current and future liabilities. So 

the decision of management of the enterprise to purchase the assets in 

future leads to the appearance of liabilities. 

Usually, liability appears only when the asset was received, or when 

the enterprise concludes unfailing agreement to acquire an asset, as a 

result of past transactions or other past events. These operations reduce 

the amount of enterprise resource when the liabilities are repaid. 

So the purchase of goods and services leads to appearance of the 

accounts repayable (if they have not been previously paid). In turn, the 

ХТКЛТХТЭТОs ЭШ ШrНОrОН, ЛЮЭ СКЯОЧ‟Э rОМОТЯОН КssОЭs вОЭ, ШП МШЮrsО, КrОЧ‟Э 
reflected in the balance of the customer. In this case the liability of the 

buyer to pay the cost of goods is appearing and he has a right to receive 

this product.  Usually, a liability arises when the right to use the goods or 

services is received. 

2. The enterprise recognizes the need of the future payments to 

creditors in order to continue to maintain economic connections with 

them in accordance to the normal course of business. 
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3. They must be done certainly, although future payments have 

probable nature, as the enterprise may have difficulties with payments. 

Economic results of failure obligations, for example, due to penalty 

proЯТsТШЧs НШЧ‟Э КХХШа ЭСО ОЧЭОrprТsО ЭШ КЯШТН ЭСО НТspШsКХ ШП rОsШЮrМОs ТЧ 
favor of the other. 

4. Have a denoted date of performance, although the exact date can 

be unknown. 

5. The subject whether the debt appeared should be identified as a 

person or group of persons, although the subject could be unidentified at 

the time of registration of liabilities [127]. 

In NAR(S) 11 “Liabilities” ЦКТЧ rОqЮТrОЦОЧЭs МШЧМОrЧТЧР ЭСО 
information disclosure about existing liabilities in the financial reporting 

is defined. According to it, liability is recognized and displayed in 

accounting, if its score can be reliably measured and there is a chance of 

reducing the economic benefits in future as a result of its repayment. 

S. Golov and M. Pushkar extend the terms of the liabilities 

recognition, based on the NAR(S) 11 “Liabilities”. IЧ pКrЭТМЮХКr,           
M. Pushkar to the following conditions includes: 

 the liabilities are reflected at present and they are the result of past 

facts of economic life (stockpiles, services, the damage which the 

company is responsible for); 

 the enterprise recognizes the need of future payments to creditors 

in order to continue to maintain economic connections with them in 

accordance to the normal course of business.; 

 the liability must be done certainly, although future payments have 

probable nature, as the enterprise may have difficulties with payments; 

 the deadline of the liabilities can be defined, although the exact 

date can be unknown. 

 the subject whether the debt appeared should be identified as a 

person or group of persons, although the subject could be unidentified at 

the time of registration of liabilities [118, p. 482]. 

Summing up the basic requirements for the recognition of liabilities, 

construct a schema that allows everybody to analyze each liability and 

refer it to a particular kind (fig. 13) 
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Fig.  13. The procedure of the recognition of liabilities and their disclosure 

in the financial reporting 
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According to NAR(S) 11 “Liabilities” ПШr rОПХОМЭТЧР ЭСОЦ ТЧ ЭСО 
accounting are classified as follows (fig. 14). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Fig. 14. The classification of the liabilities according to NAR(S) 11 

“Liabilities” 

Liabilities 

Current liabilities The liabilities which are 

repaid during the 

operational cycle of an 

enterprise or must be 

repaid during 12 months 

from the balance sheet 

date 

- short-term bank loans; 

- current backlog of long-term liabilities; 

- short-term promissory notes issued; 

- accounts repayablefor goods, works and services; 

- current backlog for advances obtained, for the calculation of 

the budget, the calculations of off-budget payments, the 

calculations from insurance, the calculations from labor, 
settlements with participants, the internal calculations and 

other current liabilities. 

Long-term liabilities 

- long-term bank loans; 

- other long-term liabilities; 

- deferred tax liabilities; 

- other long term liabilities. 

All liabilities which are 

not current 

Provision 

- additional pension provision; 

- implementation of guarantee liabilities; 

- restructuring; 

- execute liabilities to depressing contracts. 

The liabilities with 

uncertain amount or time 

of repayment on the 

balance sheet date 

 

Contingent liabilities 

the liability which can appear as a result of past events and whose existence will be confirmed 

only when happens or doesn't happen one or more uncertain future events  which the enterprise 

does not have complete control over; 

- the present liability which appears as a result of past events but is not recognized because it is 

unlikely that the settlement of liabilities will need to use resources embodying economic benefits 

or because the amount of the liabilities can not be determined reliably. 

Deferred income 

Income is received in the reporting period of the enterprise, but related to the next periods 
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In NAR(S) 11 “Liabilities” ЭСО НОПТЧТЭТШЧ ШП rОМШРЧТЭТШЧ МrТЭОrТК ШП 
any kind of liabilities separately is missed. Liabilities appear on the 

balance sheet of the enterprise and are reflected in the financial reporting 

in the following cases: 

 the recognition of the assets, purchased as debts; 

 when the providing is created at the cost of expenses of the 

accounting period that is accompanied by increased costs and liabilities 

(reserves to pay for vacations and others); 

 when the providing is reduced and the liabilities are increased. 

Taking into the consideration the economic essence of accounts 

receivable its classification can be shown in the following form (fig. 15). 

The correct evaluation of liabilities is depended on the accuracy of its 

type determination. The valuation affects significantly the overall 

accounting process. Because of evaluation one can get the reliable data 

about the existing enterprise resources, accurate reporting and to manage 

effectively economic activities. Liabilities evaluate traditionally the 

amount of funds necessary to repay the debt, or in terms of the market 

value of goods and services that you want to submit. 

IЧ КММШrНКЧМО аТЭС ЭСО “discretiШЧ” as the principle of accounting and 

financial reporting such methods of accounting should be applied that 

will prevent overestimate of assets and income and understating of 

valuation liabilities and expenses of business entities. Thus, it is 

necessary the liabilities to be estimated by this method аСТМС НШОsЧ‟Э set 

their sum too low. The “МШЧЭТЧЮТЭв prТЧМТpХО” ЦОКЧs ЭСКЭ ЭСО КssОssЦОЧЭ 
of liabilities is based on the assumption that the activity of the company 

will continue. In order to determine the value of liabilities, which should 

be reflected in the balance sheet according to NAR(S) 11 “Liabilities” 

the following types of ratings may be used: 

 the present value of the liabilities is discounted as amount of 

future payments (minus the sum of the expected compensation), which is 

expected to be needed for the redemption of liabilities in the process of 

normal activity of the enterprise (for ratings of long-term liabilities for 

which the interest is accrued); 

 the amount of repayment is undiscounted amount of cash or its 

equivalents, which is expected to be paid as the liabilities in the ordinary 

course of the enterprise (to assess current liabilities) [100]. 
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Fig. 15. The classification of accounts repayable 

 

Long-term debt Current backlog 

Long-term credits of banks 

Other long-term financial 

liabilities 

Deferred tax liabilities 

Other long term liabilities 

Short-term credits of banks 

Current backlog of long-term liabilities 

Short-term notes issued 

Accounts repayable for goods, works, services 

Current backlog for budget calculations 

Current backlog settlements of off-budget 

payments 

Current backlog settlements with insurance 

Current backlog of estimated wage 

Current backlog settlements with 

participants 

Current backlog settlements for internal 

calculations 

Other current liabilities 

Accounts repayable 
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According to the Conceptual basis for the preparation and 

presentation of financial report the separate liabilities can only be 

measured by the extent of previous assessments. To determine the book 

value of liabilities are the following types of evaluations: 

 historical cost of the liabilities is the amount of assets which may 

be transferred as part of payment liabilities, or the amount of cash or its 

equivalents which will be paid for the purpose of repayment of the 

liability in the process of normal economic activity of the enterprise; 

 the current cost of the liabilities is undiscounted the amount of 

cash or its equivalents, which need to pay in order to repay the liabilities 

at present. In practice the amount of maturity coincides with historical 

cost and current value of liabilities; 

 the cost of implementation (maturity) is the liabilities which are 

reflected the cost of their maturity, i.e. for undiscounted amount of cash 

or its equivalents, which is expected to be paid to settle the liabilities in 

the process of normal activity of the enterprise; 

 the present cost is the liabilities which are carried at the present 

discounted value of future net cash outflows. It is expected that these 

funds will be required for the redemption of liability in the ordinary 

course of the enterprise [67]. 

S. Golov, excepting others, shows one more - the fair value of 

liabilities - ЭСО КЦШЮЧЭ “where can be settled liabilities in a transaction 

between knowledgeable, interesЭОН КЧН ТЧНОpОЧНОЧЭ pКrЭТОs” Д52]. 

According to accounting pronouncements 11 “Liabilities” long-term 

liabilities, which accrued interests on, reflect on the balance sheet for 

their cost today. The present cost is calculated by discounting. The 

amount of long-term loans, the amount of long-term liabilities on the 

bonds, , the amount of leasing liabilities, the amount of long-term notes 

must be discounted. 

The present value of the cash flow is determined by the formula: 

 

                                       PV =  FV * (1/(1+ r)
n
),                             (2) 

 

where FV – future value of cash flow; 

r – interest rate for period n; 

n – number of periods. 
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To simplify the calculation of the present cost, using special table 

values of the present cost, which are: 

  

                                                1/(1+ r)
n
,                                       (3) 

 

Discounting is applied to future payments to compensate the risk 

associated with the factor of time. Current liabilities are also future 

payment. But they are estimated the amount of repayment, i. e. 

undiscounted amount of cash. The undiscounted amount does not 

include of changes cost of money in time, especially their devaluation. In 

this case, the current liabilities are settled for relatively short period 

(during twelve months starting from the date of the balance sheet or the 

operating cycle of the enterprise) and the time factor does not 

significantly affect on the amount [100]. 

The long-term liabilities are most often paid off by constant 

periodical payment, which contain the amount of basic debt and interest. 

Types of assessments of accounts repayable to display them on the 

balance sheet are presented in table 13. 

Table 13 

Types of assessments of accounts repayable in the balance sheet 
Order 

number 

The type of 

accounts 

repayable 

Types of assessments in the balance sheet 

1.  Long-term 

accounts repayable 

with the interests 

which are charged 

The valuation by the present value - the discounted 

amount of future payments minus the sum of the 

expected compensation, which is expected to be 

required to paying off the liabilities. 

2. Current accounts 

repayable  

 

The valuation by the amount of repayment –the 

undiscounted amount of cash or its equivalents, 

which is expected to be paid to paying off the 

liabilities. 

 

Despite the calculating complexity of certain types of liabilities, the 

usage of the liabilities valuation according to the NAR(S) 11 

“Liabilities” gives an opportunity to represent the value of liabilities in 

financial reporting accurately. 

When financial reports are prepared, the processes of the recognition, 

classification and evaluation of liabilities should be inspected. The 
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accounts of classes 5 "Long-term liabilities" and 6 "Current liabilities" 

can be find in four forms of financial reportsŚ № 1 "BКХКЧМО", № 2 
"Report on financial results ", № 3 "Cash flow report", № 4 "Equity 

report" (Table 14). 

Table 14 

Disclosure of accounts repayable in the financial reports 
Code and name of account Line number in 

Balance (form. 

1) 

Line number 

in Report 

about 

financial 

results (form. 

2) 

Line number 

in Report of 

cash flow 

(form. 3) 

Line number 

in a report 

about  

property asset  

(form. 4) 

50 "Long-term loans" 440, 450 - 320, 340 180 

51 “LШЧР ЭОrЦ ЛТХХs ТssЮОН” 450 - - - 

52 ”Long-term liabilities on bonds” 450 - 320, 340 190, 280 

53 “Long-term liabilities on lease” 470 - - - 

54 “Deferred tax liabilities” 460 - - - 

55 “OЭСОr ХШЧР-term liabilities” 470 - 320, 340 - 

60 "Short-term loans" 500 - 320, 340 - 

61 “Current debts of long-term 

liabilities” 510 - 340, 360 - 

62 "Short-term bills issued" 520 - - - 

63 "Payments to suppliers and 

contractors" 530 - - - 

64 "Calculations for taxes and 

payments" 

550, 560, 

610 

015, 020, 

180, 210 

140 - 

65 "Payments for insurance" 570 - - - 

66 "Payments for employee benefits" 580 - - - 

67 “Payments аТЭС pКrЭТМТpКЧЭs” 590 - 350, 360 140, 180, 

200 

68 « PКвЦОЧЭs ПШr ШЭСОr ШpОrКЭТШЧs» 540, 600, 

610 

140 360 170, 180 

 

The liabilities writing-off from the balance sheet with the appropriate 

reflection in accounts is carried by reducing of assets and reversal of 

provision by reducing the previously recorded expenses. The enterprises 
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may have the operations, during which one liability can be replaced by 

another. For example, transfer of long-term debt in current debt on long-

term liabilities, replacement of short-term liability to bill, which will 

result in cancellation of one liability and the emergence of another that in 

general will not change the balance currency. 

If on the balance sheet date the liability, which was recognized 

before, is retired, it should be included to the income of accounting 

period. Between the writings of overdue accounts repayable and the 

formation of taxable income tax there is point-to-point communication. 

TСКЭ‟s аСв this issue needs for special attention. Correct and timely 

write-off debt plays an important role in the formation of financial 

results of activity of the enterprise. 

In general German practice of liabilities accounting is consistent with 

the European. Special attention should be paid only to reflection of 

accounts repayable presented in foreign currency. In the balance the 

settlements with creditors are displayed by the biggest indicator of the 

original cost and the cost on the date of the balance sheet. Thus, the 

damage ПrШЦ МЮrrОЧМв ПХЮМЭЮКЭТШЧs КrО rОМШРЧТгОН ЛЮЭ ЭСО ТЧМШЦО ТsЧ‟Э 
recognized. But this practice which corresponds to the principle of 

conservatism (diligence) may deface the real state of things, especially if 

the company has interrelated assets and liabilities in foreign currency 

(for example forward contracts). According to a recent change in the law 

accounts receivable and accounts repayable can appear in the balance 

sheet at the date of filing; in the notes you have to disclose accounting 

methods which are used. 

The accounts repayable is shown in reporting only when: 

 is likely to be required rejection from the potential income or 

future economical benefits; 

 the amount of accounts repayable can reliably be determined. 

To display the short-term accounts repayable in passive of balance in 

ПШrОТРЧ prКМЭТМО, ЭСОrО ТsЧ‟Э КЧв МХОКr ЦОЭСШНШХШРв КЧН МХКssТПТМКЭТШЧ. AХХ 
types of accounts repayable are recorded on one line in the balance sheet 

of the companies of foreign countries, and later they are interpreted 

clearly in the explanations to the balance sheet [52, p. 460].  
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So, as the practice is shown, no enterprise can be without accounts 

repayable, even minor. It always exists because of the peculiarities of 

payments to suppliers, salaries, the budget and etc. 

Summarizing all the above, we can say that accounts repayable are 

not a problem for the company as opposed to accounts receivable. The 

main problem of accounts repayable as an economic tools is their 

specific planning and effective management in order to prevent too large 

liabilities which will threaten the economic security of the enterprise on 

the one hand. On the other hand – get the maximum effect from the 

using of these involved resources. The basis for effective management 

decisions for the accounts repayable is a generalization of data of the 

accounts repayable current accounting as the part of enterprise liabilities. 

The reflection in the accounting and financial reports of the 

information regarding the accounts repayable allows to determine the 

maximum amount of borrowed resources, the value of loans attracted 

from various sources, the ratio of the amount of short-term debts  and the 

major creditors of an enterprise. 

 

 

1.11. THE SIMPLIFICATION OF ACCOUNTING IN SMALLER 

ECONOMIC ENTITIES IN POLAND IN THE LIGHT OF 

CURRENT REGULATIONS 

 

1.11.1. The classification of enterprises according to size 

 

 

Accounting is a highly-significant component in the informational 

system in every economic entity. By providing measurable information 

on the operations conducted by a particular entity, it forms the 

foundations for decisions, which in turn aim to provide the enterprise 

with the ability to survive or develop in the uncertain future. 

The organisation of accounting among various entities can be 

completely diverse. Enterprises are different in respect of the field in 

which the given entity operates, the implemented management system or 

the market position achieved during the years of activity. Also, one of 

the most significant reasons for the accounting system diversity of 
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enterprises is their size. Many smaller entities are not even able to 

distinguish a special workplace responsible exclusively for providing 

information. In such cases, the manager, who is often the owner, must 

make the right decisions him/herself on the basis of the observation of 

partial numerical information. 

Considering the difficulties faced by economic entities in accounting, 

the legislator foresaw the possibility to apply certain simplifications. 

They are contained not only in the regulations of balance - sheet law, but 

also those concerning taxes and reporting prepared for statistical 

purposes, since they also affect the field of accounting. However, the 

application of such simplifications is conditioned by the fulfilment of 

strictly-defined criteria which have been implemented in order to 

distinguish the smaller entities among the many enterprises operating on 

the market. 

The regulations for conducting economic activity fall under several 

legal Acts. Many of them distinguish the enterprises according to size, 

but the method of measurement is not always the same.  

The Act on the freedom of economic activity introduces three groups 

of smaller economic entities: micro entrepreneurs and small and 

medium-sized entrepreneurs
99

. In the understanding of the regulations of 

the Act, an entrepreneurs are physical persons, legal persons or non-legal 

organisational entities conducting economic activity in their own name 

(partners of a civil law partnership in the field of their economic activity 

are also considered entrepreneurs)
100

. The qualification of an 

entrepreneur into one of the aforementioned groups is conditioned by the 

level of employment and annual net turnover or balance sheet asset total. 

Table 15 presents a detailed specification of category-value values 

defined in the discussed Act for specific types of entrepreneurs. 

Despite the fact that the discussed Act defines three criteria, in reality 

the classification of entrepreneurs is based on only two. This is because 

the Act takes into consideration the level of employment and one of the 

other sizes, i.e. turnover or asset total (not necessarily both criteria 

simultaneously). Furthermore, the ability to select the year during which 

                                                           

 99 Act of 2 July 2004 on the freedom of economic activity (Journal of Laws of 2007, No. 155, item 

1095, as amended), art. 104-106. 

 100 Ibidem, art. 4 exc. 1, 2. 
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the presented conditions will be satisfied from the two most recent 

turnover years provides a certain randomness in the definition of the size 

of economic entities. In the case of entities operating for less than one 

year, the classification is made on the basis of projected net turnover and 

assessments concerning average annual employment
101

. 

Table 15  

The classification of entrepreneurs according to size in 

compliance with the regulations of the Act on the freedom of 

economic activity 

Classification 

criteria 

Entrepreneur categories 

Micro entrepreneur Small entrepreneur 
Medium-sized 

entrepreneur 

Average annual 

employment a below 10 employees below 50 employees 
below 250 

employees 

Annual net 

turnover b, c 
no more than 2 000 

000 Euros 

no more than 10 000 

000 Euros 

no more than 50 000 

000 Euros 

Balance sheet asset 

total c 
no more than 2 000 

000 Euros 

no more than 10 000 

000 Euros 

no more than 43 000 

000 Euros 
 

a
 Average annual employment is defined in calculations per full-time 

positions with the exception of employees on maternal or parental leave 

and those employed for the purpose of vocational training. 
b
 The net turnover covers income from the sales of goods, products 

and services, as well as financial operations. 
c
 Amounts expressed in Euros are converted into PLN according to 

the average rate announced by the National Bank of Poland (NBP) on the 

final day of the turnover year selected for the determination of the 

ОЧЭrОprОЧОЮr‟s sЭКЭЮs. 
Source: own study on the basis of the Act of 2 July 2004 on the 

freedom of economic activity (Journal of Laws of 2007, No. 155, item 

1095, as amended), art. 104-107, art. 109 exc. 1, 2. 

 

                                                           

 101 Ibidem, art. 109 exc. 3. 
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Accounting also sees the presence of similar criteria serving the 

definition of the size of the economic entity
102

. The smaller the entity, 

the narrower the field of its binding regulations. 

Initially, balance-sheet law defines the enterprises, which do not have 

to maintain accounts, although of course they may. In general, these are 

ОЧЭТЭТОs аТЭС ЭСО prОЯТШЮs ЭЮrЧШЯОr вОКr‟s ЧОЭ ТЧМШЦО ПrШЦ ЭСО sКХОs ШП 
products, goods and financial operations lower than 1 200 000 Euros

103
, 

converted into PLN according to the average rate announced by the NBP 

for 30 September of the year preceding the given turnover year
104

. 

Nevertheless, the ability of being exempt from the obligation of 

accounting does not concern all the units falling within the defined limit. 

It concerns only domestic physical persons, general and open 

partnerships of domestic natural persons, partnership companies and 

social associations
105

. 

The second group of entities distinguished according to size in 

compliance with the Act on accounting is obliged to obey its regulations, 

by creating a simplified financial report. This includes the entities 

satisfying two of the following three conditions during the turnover year 

of the report and the previous year
106

: 

1) average annual employment converted into full-time positions up 

to 50 people; 

2) sum of balance sheet assets at the end of the turnover year 

generating no more than 2 000 000 Euros; 

3) net income from the sales of products, goods and financial 

operations generating no more than 4 000 000 Euros. 

The conversion of the amounts expressed in Euros into PLN is made 

according to the average rate announced by the NBP for the day of 

balance sheet
107

. The simplifications in the field of creating financial 

                                                           

 102 Act of 29 September 1994 on accounting (Journal of Laws of 2009, No. 152, item 1223, as 

amended). 

 103 Ibidem, art. 2 exc. 1 item 2. 

 104 Ibidem, art. 3 exc. 3. 

 105 Ibidem, art. 2 exc. 1 item 2. 

 106 Ibidem, art. 50 exc. 2. 

 107 Ibidem, art. 3 exc. 2. 
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reports do not cover only banks, insurance agencies and reinsurance 

companies
108

. 

The next group of entities indicated by the regulations on balance -

sheet law may be covered by exemption from the obligation to analyse 

and announce the annual financial report. It includes entities satisfying a 

maximum of one of the following three conditions during the turnover 

year of the report
109

: 

1) a minimum average annual employment, converted into full-time 

positions, of 50 people; 

2) a minimum sum of balance sheet assets at the end of the turnover 

year of 2 500 000 Euros; 

3) a minimum net income from the sales of products, goods and 

financial operations of 5 000 000 Euros. 

The regulations on converting amounts expressed in Euros into PLN 

are analogous to the regulations governing the previous criterion. In this 

group of entities, the legislator also exempted certain types of 

enterprises. Therefore, regardless of the fulfilment or failure to fulfil the 

aforementioned conditions, the obligation of the analysis and the 

declaration of financial reports covers the reports created by the 

following
110

: 

1) banks; 

2) insurance agencies and reinsurance companies; 

3) entities operating on the basis of regulations on the turnover of 

securities, regulations on investment funds, regulations on the 

organisation and the operations of retirement funds; 

4) public limited companies; 

5) entities applying  international accounting standards (IAS); 

6) overtaking and newly-founded companies (concerns only the 

financial reports created for the turnover year of the takeover). 

The specific criteria for dividing economic entities according to size 

were applied in Acts on income tax. They distinguish several groups of 

smaller taxpayers. The first group is composed of entities using flat-rate 

                                                           
108 Ibidem, art. 50 exc. 4. 
109 Ibidem, art. 64 exc. 1 item 4. 
110 Ibidem, art. 64 exc. 1 item 1-3 exc. 3. 
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taxation forms, i.e. the tax card or flat rate from recorded income
111

; the 

second covers small taxpayers who pay income tax under general 

regulations
112

. 

The right to taxation in the form of the tax card is granted to physical 

persons conducting a specific type of economic activity (e.g. retail sales, 

gastronomy, transport services) independently or in the form of a general 

partnership, providing the the field of the activity is not excessively 

extensive. Due to this, certain limits to, e.g. the number of employees or 

the number of specific devices used, have been set for its individual 

types
113

.  

The possibility of flat-rate taxation on recorded income is granted to 

physical persons conducting economic activity independently and in the 

form of a general or open partnership, if they begin operations during the 

tax year and do not use taxation in the form of the tax card, or obtained 

income from the said activity in the year prior to the tax year in an 

amount less than 150 000 Euros. This limit also applies to the total 

income of the partners, if the activity is conducted in the form of a 

partnership
114

. Among the taxpayers paying the flat rate, the legislator 

additionally distinguished smaller entities, with an income less than 25 

000 Euros
115

. The conversion of the amounts expressed in Euros into 

PLN should apply the average Euro rate announced by NBP, valid on 1 

October of the previous year
116

. Much as in the case of the tax card, the 

flat rate can also be paid only from certain types of activity. The 

exemptions include fuel-sales intermediary, financial intermediary, and 

legal, accounting and detective services. The possibility of taxation 

under the discussed form can also be influenced by the fulfilment of or 

failure to fulfil certain additional conditions defined in the Act
117

. 

                                                           
111 These entities fall under the Act of 20 November 1998 on flat-rate income tax on certain revenue 

of physical persons (Journal of Laws No. 144, item 930, as amended). 
112 These entities apply the regulations of the Act of 26 July 1991 on income tax on physical persons  

(Journal of Laws of 2012, item 361 as amended) or the Act of 15 February 1992 on income tax on 

legal persons (Journal of Laws of 2011, No. 21, item 86, as amended). 
113 Act on flat-rate income tax..., art. 2 exc. 1 item 2, art. 23 exc. 1, art. 25 exc. 5, attachment no. 3, 

attachment no. 4. 
114 Ibidem, art. 6 exc. 1, 4. 
115 Ibidem, art. 21 exc. 1b. 
116 Ibidem, art. 4 exc. 2. 
117 Ibidem, art. 8 exc. 1, attachment no. 2. 
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The final group of entities distinguished by the Acts on income tax 

are small taxpayers, i.e. entities with a value of sales income, including 

the amount of the due tax on goods and services, below 1 200 000 Euros 

during the previous tax year. The conversion of the presented amount 

into PLN is made according to the average Euro rate announced by NBP 

for the first working day of October of the previous tax year, rounded to 

the nearest 1000 PLN
118

. 

The two groups of smaller economic entities are also distinguished in 

the Act on tax on goods and services
119

. It introduces the category of the 

small entrepreneur and – similarly to the Acts on income tax – the small 

taxpayer. A small entrepreneur is an entity whose value of taxed sales, 

excluding the tax amount, of the previous tax year, did not exceed 150 

000 PLN
120

. In turn, the criteria concerning the small taxpayer are 

completely concurrent with the regulations implemented by the Acts on 

income tax
121

. 

The final legal Act distinguishing the entities according to size is the 

Act on public statistics
122

, specifically the regulation issued on its basis 

in the public statistics statistical analysis programme
123

. The only 

classification criterion in the regulation is the number of people 

employed as of 30 November of the year preceding the transfer of 

statistical data
124

. The people employed do not include the following: 

people employed on the basis of work and commission contracts, people 

employed for the purpose of vocational training, and people on 

continuous parental or unpaid leave in excess of 3 months
125

. For the 

purposes of statistical analysis, the following types of entities are 

distinguished
126

: 

                                                           
118 Act on income tax on physical persons, art. 5a, item 20, Act on income tax on legal persons, art. 

4a, item 10. 

119 Act of 11 March 2004 on tax on goods and services (Journal of Laws No. 54, item 535, as 

amended). 

120 Ibidem, art. 113 exc. 1. 

121 See ibidem, art. 2 item 25. 

122 Act of 29 June 1995 on public statistics (Journal of Laws No. 88, item 439, as amended). 

123 Regulation of the Council of Ministers of 11 July 2011 on the public statistics statistical 

research programme for the year 2012 (Journal of Laws No. 173, item 1030, as amended). 

124 Ibidem, § 3. 
125 Methodolgical regulations of the labour and remuneration market, ZWS, Warsaw 2008, p. 24. 

126 Regulation on the statistical research programme..., attachment. 
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1) small, with employees numbering up to 9 (this group additionally 

included entities with employees numbering up to 5); 

2) medium-sized, with employees numbering between 10 and 49; 

3) large, with employees numbering 50 or more. 

 

 

1.11.2. Simplifications for smaller economic entities resulting 

from the Act on accounting 

 
 

As discussed in the previous chapter, the regulations on balance -

sheet law distinguish three types of economic entities able to use various 

simplifications. The first group includes entities without the obligation of 

recording accounting. Such enterprises are entitled to maintain records 

exclusively under the regulations defined in tax laws, completely 

abandoning the labour-consuming and often expensive registration of 

property changes in the highly-formalised accounting system. 

The second group is composed of entities creating basic financial 

reports. The simplifications in this the field are associated with fewer 

details of the selected elements of the financial report, specifically the 

balance sheet and the profit and loss account. These documents present 

information in items marked with letters and Roman numerals, 

simultaneously simplifying additional information, depending on the 

needs
127

. A simplified balance sheet includes a very limited number of 

items (by approximately 80 %), but the profit and loss account by 

approximately 10 %, although there is a certain diversity depending on 

the created option of this composition. 

The Act on accounting includes one more entry, which concerns 

entrepreneurs creating basic financial reports subject to inspection and 

declaration. Instead of submission to the court register and declaration of 

the opinion of an expert auditor, these entities only provide information 

on the type of the opinion and indication if it contains additional 

explanations
128

. 

                                                           
127 Act on accounting, art. 50 exc. 2. 
128 Ibidem, art. 69 exc. 1a, art. 70 exc. 1c. 
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However, the most simplifications apply to those entities whose 

annual financial reports are not subject to the obligation of inspection 

and declaration. Mainly, these entities are not obliged to verify the 

created reports through an expert auditor for compliance with the rule of 

the genuine and clear enterprise image, or the presentation of the reports 

to a larger number of recipients through publication in the Polish 

Monitor B or Cooperative Monitor. Furthermore, these entities can apply 

the following additional simplifications in their accounting: 

1) for reporting purposes, the subjects of leasing or rental contracts 

in compliance with the criteria defined in the tax regulations 

(simplification concerns only the user)
129

; 

2) recognition of the costs of unused production capacities in 

product appraisal
130

; 

3) abandonment of the establishment of assets and reserves from 

delayed income tax
131

; 

4) limitations on the informational content of the financial report
132

. 

According to the rule of the rule of superiority of the economic 

content over legal regulations, in the case of a time-definite contract on 

the use of external fixed assets or non-material and legal values, in 

certain events the Act on accounting stipulates the reporting of such 

property components in the fixed assets of the user. This is despite the 

fact that, officially, their owner is the funder rather than the user. The 

Act lists the following conditions the fulfilment of at least one signifying 

the obligation to include the contractual subject in the balance sheet of 

the user
133

: 

1) transfer of the ownership of the contractual subject to the user 

following the end of the contractual period; 

2) supplementing the contract with the right to purchase its subject 

by the user for a price lower than the market value on the purchase date 

following the contractual period; 

                                                           
129 Ibidem, art. 3 exc. 6. 
130 Ibidem, art. 28 exc. 4a. 
131 Ibidem, art. 37 exc. 10. 
132 Ibidem, art. 45 exc. 3. 
133 Ibidem, art. 3 exc. 4. 
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3) К ЦТЧТЦЮЦ ШП ¾ ШП ЭСО МШЧЭrКМЭЮКХ pОrТШН МШrrОspШЧНs ЭШ ЭСО 
projected period of the economic usability of the fixed asset or property 

right; 

4) the total of discounted fees determined on the date of the contract 

signing to be paid during the contractual period exceeds 90% of the 

contractual subject value on the same day (the fee total also includes the 

final value, i.e. the amount to be paid by the user for the transfer of the 

contractual subject ownership to the user, whereas the fee total does not 

include the payments for additional services, covered regardless of fees 

for use); 

5) complementing the contract with a financial pledge to conclude 

another similar contract with the user or extend the present contract on 

conditions more beneficial than the current ones; 

6) complementing the contract with an entry on the possibility of its 

termination, with the reservation that all resulting costs or losses of the 

funder will be covered by the user; 

7) adaptation of the contractual subject to the individual needs of the 

user in a way making it impossible to be carried out by any other entity 

without the implementation of significant amendments. 

The tax Acts contain different regulations on the discussed problem. 

Both the Act on income tax on physical entities and the Act on income 

tax on legal entities contain identical entries on the analysed issue. 

According to tax regulations, there are two categories of leasing 

contracts. The first is associated with the permission to recognise only 

the interest part of the fees defined in the contract in the costs of 

obtaining income, following the exclusion of the so-called capital part. 

The second considers all the said fees as tax-accounted costs. In the first 

case, the legislator requires the collective fulfilment of the following 

three conditions
134

: 

1) the conclusion of the contract for a defined time; 

2) the total of the contractually-defined fees, excluding the tax on 

goods and services, corresponds to or exceeds the initial value of the 

contractual subject; 

                                                           
134 Act on income tax on physical persons, art. 23f exc. 1, Act on income tax on legal persons, art. 

17f exc. 1. 
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3) the supplementation of the contract with an entry stating that the 

user is obliged to make the depreciation deductions during its main 

period. 

The recognition of the total contractually-defined fees as costs of 

obtaining income also requires the fulfilment of certain conditions. They 

must be fulfilled collectively, and are formed as follows
135

: 

1) the conclusion of the contract for a defined time, corresponding to 

a minimum of 40% of the normative depreciation period, i.e. defined by 

the amount of the governing rates, if its subjects are movables subject to 

depreciation or non-material and legal values (if the subject of the 

contract is real-estate subject to depreciation, the minimum duration of 

the contract must be 10 years); 

2) the total of the contractually-defined fees, excluding the tax on 

goods and services, corresponding to or exceeding the initial value of the 

contractual subject. 

The properties of the concluded contracts defined in the tax 

regulations allow them to be separated from the economic point of view, 

which recognises the risk and benefits to the user. Due to this, the 

fulfilment of the conditions allowing him/her to recognise only the 

interest part of the leasing fees as costs of obtaining income is considered 

as the conclusion of a financial leasing contract. This means that the user 

also calculates depreciation, so treats the used component of the property 

as his own. In turn, if the conditions allowing for the recognition of all 

leasing fees as costs of obtaining income are fulfilled, the concluded 

contract is considered as an operational leasing contract. In this case, the 

owner of the contractual subject lists it in his/her property. A similar case 

will occur if the concluded contract cannot be classified as either 

operational or financial leasing. The Acts on income tax treat such 

contracts in the same manner as operational leasing. Thus, they allow not 

only the capital part, but the total leasing fees to be considered as costs 

of obtaining income
136

. 

                                                           
135 Act on income tax on physical persons, art. 23b exc. 1, Act on income tax on legal persons, art. 

17b exc. 1. 
136 B. Misterska-DrКРКЧ, M. TЮrгвńsФТ, Leasing in accounting records and its presentation in 

reporting, SKwP, Warsaw 2006, p. 11 and following. 
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The conditions concerning the classification of the subjects of 

contracts concluded between the funder and user are therefore differently 

formed in the regulations of balance-sheet law and the Acts on income 

tax. This means that every user entity will have to classify the used 

property component on the basis of other criteria to properly create the 

financial report and correctly determine the foundation of the income tax 

taxation. However, this rule does not apply to the entrepreneurs with 

annual financial reports not subject to mandatory inspection and 

declaration, since for balance sheet purposes, they can also use the 

regulations referring to leasing contracts within the scope of income tax. 

The next simplification for smaller economic entities with financial 

reports not subject to mandatory inspection and declaration is the duty to 

include the costs of underutilized production capacities in product 

appraisal
137

. According to general regulations, manufacturing companies 

are obliged to exclude the fixed production overheads (constituting a part 

of the departmental costs) not related to the products from manufacturing 

costs, with the existing production capacity unchanged
138

. Thus, for 

example, if only half the production capacity of a specific enterprise is 

used, only half the fixed indirect manufacturing costs carry a justified 

status and can influence the manufacturing cost. The other part of this 

cost group should be assigned to a specific reporting period (financial 

year) and included in the profit-and-loss account.  

The exclusion of smaller economic entities from the governance of 

the presented general regulations brings them significant simplification. 

Most of all, they do not have to divide the recorded departmental costs 

into the fixed and variable parts, they are not obliged to define the 

standard level of the use of production capacities, plus they can abandon 

the laborious calculations and accounting on part of the departmental 

costs, unjustified from the viewpoint of the general appraisal regulations. 

However, it should be noted that the Act on accounting does not allow 

excessive burdening of products with unjustified costs through the 

obligation of the potential adjustment of the higher production cost to the 

net sales price of the product
139

. 

                                                           
137 Act on accounting, art. 28 exc. 4a. 
138 Ibidem, art. 28 exc. 3. 
139 Ibidem, art. 28 exc. 4a. 
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Another simplification, equally significant to the companies whose 

financial reports are not subject to inspection and declaration, is the 

ability to withdraw from the definition of assets and deferred income tax 

reserves. The issue of deferred tax is associated with the existence of the 

so-called transitional differences, generating the amounts for taxation or 

amounts subject to tax deduction in the future
140

. However, it should be 

noted that the issue of delayed tax is often non-existent in smaller 

entities, since the records kept for balance sheet needs are fully subject to 

the regulations resulting from the tax rules. 

A significant simplification of the entities with financial reports not 

subject to inspection and declaration is the limitation of the informational 

content of this document. Contrary to other entities subject to the 

regulations of the Act on accounting, these enterprises do not draw up a 

list of changes to their own capital (fund) or the cash-flow account. 

Therefore, reporting on these is only composed of the balance sheet, 

profit-and-loss account and additional information. This mainly entails 

less complicated ongoing record-keeping and significant limitation on 

the reporting work performed following the end of every financial year. 

 

 

1.11.3. Simplifications for smaller economic entities resulting 

from the Acts on income tax 

 
 

The regulations on taxing economic entities with income tax are 

regulated by several legal Acts ranked as law. In a certain simplification, 

it is possible to say that the size of the enterprise has a direct impact on 

the type of income tax it is subject to. The method of paying income tax 

by the smallest entities is regulated by the Act on flat-rate income tax on 

certain income achieved by natural persons. The larger entities are taxed 

in accordance with the regulations implemented by the Act on income 

tax on natural persons. In turn, the largest entities are subject to taxation 

in compliance with the regulations of the Act on income tax on legal 

persons. 

                                                           
140 National Accounting Standard no. 2 “Income taб”, http://www.mf.gov.pl, access 06.04.2012, 

item 2. 
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In the field of flat-rate taxation forms, the legislator includes the tax 

card. The entities paying their tax in this way use several simplifications. 

They do not have the obligation to keep any records for tax purposes, 

submit tax statements or pay advance tax payment. They only have the 

monthly obligation of to pay income tax in the amount defined by the 

head of the tax office
141

. 

The second form of flat-rate tax is the flat rate from recorded income. 

However, the taxpayers paying the flat rate are obliged to keep adequate 

updated documentation. This covers a list of fixed assets and intangible 

assets, records of equipment and records of income divided into income 

taxed with various flat rates
142

. The Act introduces several rates, 

depending on the type of obtained income, ranging from 3% to 20%
143

. 

Therefore, the simplification for the taxpayer is the lack of the need (and 

possibility) to decrease the tax base, i.e. the income, by the costs of it. 

The flat rate is paid monthly and the taxpayer group in question is 

additionally obliged to present a tax statement
144

. For the entities taxed 

with the flat rate, the legislator additionally distinguishes smaller entities, 

which have another simplification, based on paying the flat rate not 

monthly, but quarterly
145

. 

A special right of the payers of tax at the flat rate from recorded 

income is the ability to use the so-called tax credit, i.e. the ability to be 

exempt from the obligation of paying the flat rate in the second or third 

calendar year of the economic activity. The exemption refers to the 

second year if the activity was conducted for at least 10 full months 

during its first year, and to the third year in other cases
146

. However, the 

use of this exemption does not annul the tax obligations from this period, 

since the taxpayer has to pay the flat rate for the period of exemption in 

equal instalments during the next five years
147

. The delay in the flat-rate 

payment can only be embraced by a small entrepreneur within the 

                                                           
141 Act on flat-rate income tax on certain revenue of natural persons, art. 24 exc. 1, art. 30 exc. 1, 

art. 31 exc. 1, 2, 5. 
142 Ibidem, art. 15 exc. 1. 
143 Ibidem, art. 12 exc. 1. 
144 Ibidem, art. 21 exc. 1, 2 item 2.  
145 Ibidem, art. 21 exc. 1a. 
146 Ibidem, art. 21 exc. 6. 
147 Ibidem, art. 21 exc. 10. 
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meaning of the Act on the freedom of economic activity, who 

additionally meets the following conditions
148

: 

1) during the year preceding the year of the exemption, achieved an 

average monthly income from economic activity in a minimum amount 

of 1 000 euro (the conversion of the amount expressed in Euros into PLN 

is made according the average NBP rate on the last day of the year 

preceding the year of starting the activity); 

2) was a small entrepreneur continuously from the day of starting the 

activity to 1 January of the year of the exemption; 

3) employed at least 5 people, converted into full-time positions on 

the basis of employment contracts for each month of the period 

preceding the exemption year; 

4) does not use any assets of significant value in the economic 

activity (composing a minimum total of 10.000 Euros), made available 

free of charge or owned by relatives, if such assets come from the 

liquidation of activities previously conducted by the said persons (the 

conversion of the amount expressed in Euros into PLN is made 

according the average NBP rate on the last day of the year preceding the 

year of the exemption). 

A tax credit can also be claimed by those small entrepreneurs who 

pay income tax on natural persons or legal entities, although the 

regulations governing this area are not the same as those profiled above. 

In the case of a natural person conducting economic activity not subject 

to flat-rate taxes, the differences concern two issues. First, the 

regulations associated with tax payment for the year covered by the 

exemption are different, since the income achieved throughout the five 

successive years is supplemented with equal parts of the income 

achieved during the year covered by the exemption
149

. Therefore, there is 

no calculation of tax for the year when the taxpayer used the exemption, 

which would be analogous to the previous case. Second, the list of 

conditions which have to be fulfilled in order to use the credit has been 

expanded. Besides those previously mentioned, during the year of the 

exemption, the taxpayer must be taxed according to the current 

                                                           
148 Ibidem, art. 21 exc. 8. 
149 Act on income tax on natural persons, art. 44 exc. 7a, 7f. 
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progressive scale with two tax rates (18 and 32%), rather than the linear 

rate of 19%
150

. 

Similar regulations for using tax credits refer to the entities subject to 

income tax on legal entities. Also in this case, the differences come down 

to the same two groups of issues, which concerned the payers of income 

tax on natural entities. The differences in the field of regulations for the 

payment of tax for the year covered by the exemption are related to the 

fact that the tax year does not have to be the calendar year. Therefore, the 

exemption can also refer to the second tax year if the first tax year was at 

least 10 months long, or the third tax year in other cases
151

. Besides this, 

the regulations of tax settlements for the year covered by the exemption 

are similar to the regulations governing the taxpayers paying the flat rate 

on recorded income. Therefore, the due tax is paid throughout the next 

five years in equal parts
152

. 

The differences also concern some conditions allowing the use of the 

tax credit. The first three of the aforementioned conditions, referring to 

the entities paying flat rate from recorded income, remain virtually 

unchanged. The only small difference is in the second condition, which 

is also associated with the specifics of defining the tax year in the case of 

legal persons. Since the tax year does not have to start on 1 January, the 

given entity should be a small entrepreneur from the day of starting 

operations to the first day of the tax year applying the exemption. 

However, the record included in condition four, which aims to eliminate 

the ability to use the tax credit more than once, is completely different. 

Due to this, the regulations on exemptions can only be used by the 

taxpayers who were not founded on the basis of the following
153

: 

1) the transformation, fusion or division of the payers of income tax 

on legal persons or company (companies) with no legal personality; 

2) by natural persons who contributed to their previous enterprise or 

components of its property a total amount exceeding 10,000 Euros to the 

capital of the given entity (the conversion of the amount expressed in 

                                                           
150 Ibidem, art. 44 exc. 7c. 
151 Act on income tax on legal persons, art. 25 exc. 11. 
152 Ibidem, art. 25 exc. 12. 
153 Ibidem, art. 25 exc. 11, 13. 
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Euros into PLN is made according to the average NBP rate from the final 

day preceding the year of the exemption); 

3) by legal or natural entities contributing non-material input into 

the capital of a given entity in the form of property components obtained 

from the liquidation of the payers of the income tax on natural persons 

who used the tax credit. 

Furthermore, the Acts on income tax from natural persons and legal 

entities include entries associated with certain simplifications provided 

for the group of small taxpayers. They concern the following
154

: 

1) the one-time depreciation of fixed assets with value exceeding 

3,500 PLN; 

2) the payment of quarterly income tax advances. 

The one-time depreciation can only cover the fixed assets owned by 

selected generic groups (from groups 3-8 of the Fixed Asset 

Classification). They include machinery, devices, means of transport 

with the exception of passenger vehicles, tools and equipment. The one-

time depreciation is made on the year when the fixed assets were 

recorded, but no earlier than the month of their entry into the records. 

Furthermore, the Acts on income tax on natural and legal persons define 

the limit of the depreciation amount for all asset components depreciated 

in this manner, which is 50 000 Euros for the assumed tax year. The 

amount expressed in Euros is converted into PLN according to the 

average NBP rate for the first working day of October of the year 

preceding the tax year, rounded to the nearest 1 000 PLN. If the limit 

were to be achieved, for the purposes of further depreciation of fixed 

assets, the legislator allows the application of one of two methods – 

linear or degressive. Thanks to the application of the one-time 

depreciation, small taxpayers achieve two kinds of benefits. On the one 

hand, they can limit the tax base, thus also the amount of the paid income 

tax, at the very beginning of using the purchased fixed asset; on the 

other, they can reduce the labour consumption of the kept records, since 

they do not have to prepare depreciation plans and current registers of 

depreciation deductions in accounting books in relation to at least some 

of the fixed assets. 

                                                           
154 Act on income tax on natural persons, art. 22k exc. 7, art. 44 exc. 3g, 3h, Act on income tax on 

legal persons, art. 16k exc. 7, art. 25 exc. 1b. 
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Small taxpayers subject to the regulations of the Acts on income tax 

on both natural and legal persons are also entitled to pay quarterly 

income tax advances instead of the monthly ones. Therefore, the advance 

is established as the difference between the tax due on income achieved 

from the beginning of the tax year and the total of the advances paid for 

the previous quarters, whereas the quarter is always understood as the 

quarter of the calendar year. Furthermore, it should be noted that natural 

persons pay the first advance of the year for the quarter when the 

achieved income exceeds the amount creating the obligation to pay the 

tax (in 2012, this amount is 3 091 PLN
155

). A lower frequency of paying 

advances entails less labour consumption in keeping records and 

additionally allows for more flexibility in the work organisation of the 

people working in accounting and taxes, since quarterly settlements 

make it possible for the economic operations influencing the amount of 

income tax burdens to be accounted later than in the case of monthly 

settlements. 

 

 

1.11.4. Simplifications for smaller economic entities resulting 

from the Act on goods and services and the Act on public statistics 

 

 

From the point of view of the subject of this study, the Act on goods 

and services also contains significant regulations applicable to the 

determination of tax burdens by smaller economic entities. It introduces 

simplifications for both small entrepreneurs and small taxpayers. 

Under the Act, small entrepreneurs are subjectively exempt from the 

tax on goods and services
156

. However, these entities are entitled to 

refuse the exemption if for some reason it would turn out less favourable 

than the tax
157

. Of course, the tax exemption entails the freedom from 

                                                           
155 The amount was calculated on the basis of the Act on income tax on natural persons, art. 27 exc. 

1 and the Act of 29 August 1997 – Tax regulations (Journal of Laws of 2005, No. 5, item 60, as 

КЦОЧНОН), КrЭ. 63 § 1. 
156 Act on tax on goods and services, art. 113 exc. 1. 
157 Ibidem, art. 113 exc. 4. 
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keeping detailed and complicated records of sales and purchases, and the 

obligation to create tax declarations and pay the tax. 

Furthermore, small taxpayers can apply specific and very beneficial 

regulations. The Act on the tax on goods and services provides such 

entities with the choice of the following preferential solutions:
 
 

1) the cash method of performing tax settlements
158

; 

2) no obligation to pay tax advances in the case of choosing quarterly 

settlement periods
159

. 

A particular entitlement provided for small taxpayers is the ability to 

use the so-called cash method, with the key principle from the viewpoint 

of VAT being not the issue of the appropriate document, but the 

submission or receipt of payment. Due to this, the tax obligation in the 

field of the due tax arises on the day of settling the entire or partial due 

amount, with the legislator limiting the deadline to a maximum of 90 

days from the issue of the merchandise or the performance of the service. 

Analogically, the reduction of the due tax by the calculated tax can only 

take place after the settlement of the entire due amount resulting from 

adequate evidence (invoice or customs document). Furthermore, the 

taxpayers using the cash method are obligated to settle their tax on goods 

and services in quarterly periods. The profiled method is a solution 

beneficial to the entities with problems in recovering outstanding dues or 

with long payment deadlines, as they do not have to pay the surplus of 

the due tax over the calculated tax on their own resources in the field of 

their settlements with the treasury office. The obligation from  VAT  will 

only be created when the taxpayer receives payment from the partner. 

According to the Act on tax on goods and services, every taxpayer 

can choose quarterly settlement periods. In this case, instead of 

submitting declarations and performing tax calculations monthly, these 

Actions are performed quarterly. However, according to the existing 

general regulations, the taxpayer should pay tax advances for the first 

and second month of every quarter. Therefore, in reality, the payments 

are made monthly anyway. Only small taxpayers can be exempt from the 

obligation of advance payments. This solution is beneficial mainly if the 

taxpayer has a significant amount of tax obligation each month. Thanks 

                                                           
158 Ibidem, art. 21 exc. 1, art. 86 exc. 16, art. 103 exc. 2. 
159 Ibidem, art. 103 exc. 2a. 
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to the application of quarterly settlement periods, such entities are able to 

delay payment even for two months, which may significantly affect an 

improvement in the situation in the field of liquidity. 

Certain regulations referring to smaller business entities also result 

from the resolution issued on the basis of the Act on public statistics 

defining the public statistics statistical analysis programme. In this  

respect the simplifications can involve the following four groups of 

issues
160

: 

1) the right to submit statistical reports in paper form; 

2) subjective exclusions from conducted statistical analysis; 

3) the limitation on the frequency of providing required information; 

4) the assumption of the representative method in the field of 

conducted inspections. 

The rule is that the entities creating various statistical reports submit 

them to the Central Statistical Office (CSO) electronically through the 

Reporting Portal, which can be accessed through the CSO website
161

. 

However, the aforementioned subgroup of small entities with employee 

numbers equal to or less than 5 can submit statistical data in paper form. 

Besides this, smaller entities can be omitted in certain inspections, since 

the legislator defining the subjective the field of the inspection can state 

that it only concerns entities with employees numbering 10 and more. 

From the point of view of the labour consumption of the kept 

economic records and reports, the limitation on the frequency of 

providing the required information and the assumption of the 

representative method for inspections holds meaning. For example, in 

certain types of inspections, the legislator notes that large entities are 

covered by full monthly and annual inspection, while small entities are 

covered only by an annual representative inspection. This means that, on 

the one hand, not every entity in the specific group of entrepreneurs will 

have to prepare a satisfactory statistical report, and on the other, even in 

such need, the report will not concern each month separately, but rather 

the entire year. 

                                                           
160 Regulation on the public statistics statistical research programme for the year 2012, § 5 ОбМ. 3, 
attachment. 
161 http://form.stat.gov.pl, access 07.04.2012. 
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The legal regulations concerning smaller economic entities presented 

in the individual chapters of this study indicate primarily that this group 

of entrepreneurs is exceptionally diverse. This is because individual legal 

Acts define the concept of the smaller entity in different ways, using 

various criteria. This forms a certain chaos in the governing legal status, 

since there is a possibility of an entity classified as smaller from the 

viewpoint of a certain Act, entitling it to certain simplifications, being 

treated in a completely different manner by other regulations, and have 

no right to apply any preferences. 

However, the fact that the legislator is aware of the role played by the 

smaller entities in the national economy deserves a positive note. This 

entails the implementation of various improvements, which, despite 

being rather complicated, guarded by numerous conditions and often 

difficult to apply in practice, provide the smaller entities with certain 

possibilities in the the field of sustainable and balanced development. 

Small and medium-sized enterprises play a significant role in the 

economy of every country. They create numerous workplaces, while 

generating a considerable part of the gross domestic product. However, 

due to their size, the smaller entities are unable to compete with large 

companies in various aspects. Thus, it is important to simplify the 

operations of these entities within the complicated economic reality, 

particularly within the scope of public and legal obligations. 

The article presents the classification of smaller economic entities 

introduced by the regulations within Poland, as well as the 

simplifications provided for them by the legislator. It covers all legal 

regulations with significant impact on the accounting methods of the said 

entities. Thus, it contains profiles of the preferential regulations resulting 

from balance -sheet law, Acts referring to tax burdens and regulations in 

the field of reporting for statistical purposes. 
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1.12. THE SIMPLIFICATION OF ACCOUNTING FOR THE 

SUBJECTS OF SMALL BUSINESS IN UKRAINE 
 

1.12.1. The classification of enterprises according to size  
 

 

Development of entrepreneurial activity in Ukraine stipulates 

government support for small businesses, as small amounts of business is 

mobile enough to focus on producing competitive products. As 

R. L. Khomiak rightly noted, "... one of the important consequences of 

reforming the administrative-command economy was the emergence and 

development of small business as an independent and proactive form of 

management, based on non-governmental ownership" [26, p. 361]. 

To encourage small enterprises in Ukraine, a number of regulations 

have been adopted to introduce a simplified form of accounting and 

reports, to provide a choice of the simplified taxation system. Now an 

undoubted problem for small business is accounting for the only purpose 

of reporting. Representatives of small businesses do not give proper 

consideration directly to the accounting as an important source of 

information on the results of their economic management. Thus, the 

issue of simplification of accounting for small businesses is a very vital 

one. 

A significant contribution to the study of nature and peculiarities of 

simplification of the accounting for small businesses has been made by 

the scholars F. F. Butynets, N. O. Hura, T. I. Yefymenko, 

L. V. Ivchenko, O. O. Kantsurov, M. V. Kuzhelnyi, L. H. Lovinska, 

M. G. Mykhailov, D. Ye. Sviderskyi, Ye. I. Sviderskyi, V. V. Sopko et 

al., but still there is a number of problems related to organization and 

methods of accounting at small businesses. 

Despite considerable achievements obtained by the scholars in their 

research, a series of problems is in need of solution. The analysis of 

scientific works and the practice of economic activity witness that many 

theoretical provisions are controversial and the range of fundamental 

issues related to the accounting in the small business enterprises are in 

need of further development. In their work, scientists expose items with 

regard to the accounting in small business enterprises, though the 
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mechanism of its simplification inherent to the mentioned subjects of 

economic activity remains little investigated. Hence, there appears the 

necessity of further investigations in this direction. 

TСО ЦКТЧ ПКМЭШr ШЧ UФrКТЧО‟s аКв towards establishing civilized 

market relations is the development of entrepreneurship, which provides 

creation of conditions for enabling all forms of entrepreneurial activity 

including the revival and development of small business. Small business 

contributes to the solution of a series of problems, among them social 

stability, employment, accumulation of capital and investments, 

development of production as well as formation of its structure, and the 

growth of the GDP 74, p. 1 . 

According to the Law of Ukraine "On the Development and State 

SЮppШrЭ ШП SЦКХХ КЧН MОНТЮЦ BЮsТЧОss ТЧ UФrКТЧО” ШП MКrМС 22, 2012 

№ 4618-VІ Д113] and to Article 63 of the Business Code of Ukraine, the 

subjects of small business are: 

1) physical persons registered in accordance with the law as 

individual entrepreneurs, whose average employment size during the 

period under report (calendar year) does not exceed 50 people and 

annual gross income from any activity does not exceed the equivalent of 

10 million euros determined by the average annual exchange rate of 

National Bank of Ukraine; 

2) legal entities: the subjects of economic activity of any 

organizational form and ownership, whose average employment size 

during the period under report (calendar year) does not exceed 50 people 

and annual gross income from any activity does not exceed the 

equivalent of 10 million euros determined by the average annual 

exchange rate of National Bank of Ukraine. 

The subjects of large business are the subjects of economic activity of 

any organizational form and ownership, in which the average number of 

employees for the calendar (reporting) year is more than 250 and yearly 

gross revenue from any activity exceeds the equivalent of 50 million 

euros determined by the average annual exchange rate of National Bank 

of Ukraine. 

Other economic entities belong to the subjects of medium businesses 

[30]. 
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Turning to foreign experience, in particular to the experience of the 

Russian Federation, we can note the following: The activity of small and 

medium-sized businesses in Russia is regulated by the Federal Law "On 

the Development of Small and Medium-Sized Enterprises in The 

RussiКЧ FОНОrКЭТШЧ" ШП JЮХв 24, 2007 № 209- , аСТМС ШЮЭХТЧОs ЭСО 
criteria for classifying enterprises as small businesses. Thus, small and 

medium-sized enterprises include consumer cooperatives and 

commercial organizations (except state and municipal unitary 

enterprises) as well as physical persons included in the unified state 

register of individual entrepreneurs engaged in business without being 

registered as legal entities, and peasant entities (farms) meeting the 

following requirements: 

1) for legal entities: the total share of participation of the Russian 

Federation, municipalities, foreign legal persons, foreign citizens, public 

and religious organizations (associations), charities and other funds 

within the authorized capital stock (laid-down capital) or unit trust of the 

aforesaid entities cannot exceed twenty-five percent (except assets of 

share stock and closed unit investment trusts), the share of participation 

belonging to one or more entities other than a small and medium-sized 

enterprises should not exceed twenty-five percent; 

2) The average number of employees in the previous calendar year 

shall not exceed the following limits established for the average number 

of employees for each category of subjects of small and medium-sized 

business: 

 From one hundred to two hundred and fifty persons inclusive for 

medium-sized enterprises; 

 Up to one hundred persons inclusive for small businesses (there 

are micro-enterprises with the number of employees up to fifteen people 

singled out among small businesses); 

3) proceeds from the sale of goods (works, services), without value 

added tax or the book value of assets (net fixed assets and intangible 

assets) for the previous calendar year shall not exceed the limits set by 

the Government of the Russian Federation for each category of subjects 

of SMB. 

Since January 1, 2008 the Resolution of the Government of the 

Russian FederКЭТШЧ ШП JЮХв 22, 2008 № 556 Д42] has set limits of 
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proceeds from the sale of goods (services) for the previous year, 

excluding value added tax for the following of subjects of small and 

medium-sized enterprises: 

1) micro-enterprises: 60 million rubles; 

2) Small enterprises: 400 million rubles; 

3) medium-sized enterprises: 1000 million rubles. 

The subjects of small business keep the books and submit financial 

reports in accordance with the laws on simplified accounting and 

reporting. The simplified form of accounting, as well as a simplified 

system of taxation, can be used alongside with the conventional form of 

accounting at  the subjects of small business option, which is allowed but 

not mandatory. 

 

 

1.12.2. The organization of accounting of the subjects of small 

business  

 

 
The organization of accountancy at the subjects of small business has 

certain peculiarities singled out during the following phases: 

methodological, technical and organizational. 

During the methodological phase, the methodology of accounting is 

formed as a system of most general principles, methods and ways of 

representing business transactions in the accounts and returns. The basic 

principles of accounting process organization at the subjects of small 

business are regulated by the national provisions on accounting 1 

“GОЧОrКХ RОqЮТrОЦОЧЭs ПШr FТЧКЧМТКХ RОpШrЭ” (МСКrРОs, МШЧПШrЦТЭв ШП 
incomes and expenses, full coverage, consistency, prevalence of 

substance over form, etc). 

The method of accounting in the subjects of small business activity is 

determined by the set of eight elements (additive approach): 

documentation, inventory, evaluation, costing, accounts and double 

entry, balance and reporting. The following table 16 shows the order of 

using elements of accounting method for subjects of small business. 
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Table 16 

Usage of the elements of accounting method by the subjects of 

small business* 
Order 

number 

Elements of 

accounting 

method 

Small enterprises Physical persons, 

entrepreneurs 

1 2 3 4 

1. Documentation Usage of external 

documents is mandatory. 

The number of external 

documents can be reduced 

as a result of choosing 

alternative forms of 

accounting 

External documents 

are used to confirm 

the amount of incomes 

and expenses. Persons 

who pay single tax 

shall document the 

amount of income 

gained 

2. Inventorying The inventory is made to 

prove the actual availability 

of material assets and to 

calculate the sum of their 

retirement on the 

assumption of periodical 

accounting system 

The inventory is made 

voluntarily 

3. Evaluation Is made by any enterprises 

to provide money means of 

their assets, capital, 

obligations and business 

transactions 

Is made to define the 

sum of receipts and 

expenditures 

4. Calculation  Is made in order to get 

information for managerial 

decision-making and 

justification of prices for 

goods, products, works and 

services  

Is made voluntarily to 

get information for 

managerial decision-

making 

5. Accounts A simplified card of 

accounts is used. The 

enterprise defines the list of 

КММШЮЧЭs ШЧ ТЭ‟s ШаЧ Лв 
making a working card of 

accounts 

Non applicable 
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Continuation of the table 16 
1 2 3 4 

6. Double entry The enterprises that are to 

make a balance cannot 

maintain records without 

using double entry  

Non applicable 

7. Balance Is made according to the 

rОНЮМОН ПШrЦs (FШrЦ №1-

 КЧН FШrЦ №1- ) 

Non applicable 

8. Financial 

accountability 

Is made according to the 

rОНЮМОН ПШrЦs «BКХКЧМО» 
(FШrЦ №1-  КЧН FШrЦ 
№1- ) КЧН «RОpШrЭ Шn 

ПТЧКЧМТКХ pОrПШrЦКЧМО» 
(FШrЦ № 2-  КЧН FШrЦ 
№2- ) 

Non applicable 

*based on [136, . 8Ж. 
 

Thereby the subjects of small business use the eight elements of the 

method of accounting, while physical persons, only four. An essential 

element of the method of accounting is the documentation that serves as 

the basis for accounting as an ordered system of generalizing information 

on the activity of legal persons, which was accurately noted by               

V. Parkhomenko [114, . 7Ж. TСТs ЦОЭСШН ПШrОsООs К МШЧЭТnuous 

documentation of all business transactions taking place during the 

activity of an entity, institution or business. The documentation of 

business transactions, preparation and storage of primary documents and 

registers of accounting as well as error correction is made by small 

ОЧЭОrprТsОs ТЧ МШЦpХТКЧМО аТЭС «RОРЮХКЭТШЧs ШЧ DШМЮЦОЧЭКЭТШЧ ШП 
RОМШrНs ТЧ AММШЮЧЭТЧР», КpprШЯОН Лв ЭСО OrНОr ШП ЭСО MТЧТsЭrв ШП 
FТЧКЧМО ШП UФrКТЧО ШП MКв 24, 1995 № 88 (аТЭС КЦОЧНЦОЧЭs). 

Virtually all the subjects of small business keep fiscal accounting 

regulated by the tax legislation in force, the base of which is the 

calculation of tax liabilities. The following issues related to the 

implementation of the tax Code of Ukraine passed on January 1, 2011 

are still regarded as problematic ones: the taxation system does not 

sufficiently support business activity both in defining basic taxation rates 

and in the number of taxes; the principles and methods of accounting 
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differ from those of the fiscal accounting system; the interpretation of 

some concepts in the process of calculation of taxes and dues is 

ambiguous, etc. 

The methods of accounting information processing which are defined 

at the technological stage are divided in the subjects of small business 

into three types: paper-based, mechanized and computerized 

(automated), depending on the kind of involved machinery. The most 

popular among the subjects of small business Тs ЭСО sШПЭаКrО «1 Ś 
є », « - є », « » ОЭМ. TСОrО КrО 

programs intended exclusively for accounting, but at present the subjects 

of small business are interested in the software that includes accounting 

and automation of work force policy, as well as certain programming 

modules for marketers and managers. The problem of development or 

adoption of such systems remains one of the most complicated not only 

in Ukraine, but also in the whole world. There are three main practical 

problems related to the introduction of the software: diversity in 

organization of business and accounting; limited resources; shortage of 

technical and accounting personnel. 

The organizing stage does not have substantial peculiarities for the 

subjects of small business and large business as it is intended for 

establishing the administration in accounting, which foresees, first of all, 

introduction of a more efficient accounting system, definition of the most 

efficient personnel structure for accounting, introduction of time and 

output quotas, recruitment and training of personnel, efficient 

organization of work-placements, implementation of efficient system of 

production records of the employees and supervision of their 

performance of duty, organization of the storage of accounting 

documents; organization of the safety and protection of accounting 

information. 

As for the cards of accounts, registers and financial reports that 

UФrКТЧО‟s subjects of small business use, they differ from those used by 

big and medium-sized businesses (Table 17). 
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Table 17 

Main differences in accounting and closing the accounts between 

the subjects of small, medium-sized and big businesses 
Order 

number 

Name of 

features 

to 

compare 

Types of enterprises 

Subjects of medium-sized and big 

businesses  

Subjects of small business  

1 2 3 4 

1. 

C
h

a
rt

 o
f 

a
cc

o
u

n
ts

  

Chart of accounts for accounting 

assets, capital, liabilities and of 

business transactions made by 

ОЧЭОrprТsОs КЧН ТЧsЭТЭЮЭТШЧs», 
approved by order of the Ministry of 

FТЧКЧМО № 291 of November 

30,1999 (with amendments) 

Chart of accounts for accounting 

assets, capital, liabilities and 

business transactions made by the 

sЮЛУОМЭs ШП sЦКХХ ЛЮsТЧОss», 
approved by the Order of the 

Ministry ШП FТЧКЧМО № 186 ШП AprТХ 
19, 2001 (with amendments)  

2. 

L
is

t 
o

f 
th

e 
re

g
is

te
rs

 

List and content of the registers 

approved by the order of the 

Ministry of Finance of Ukraine of 

DОМОЦЛОr 29, 2000 № 325: 

List and content of the registers of 

small businesses approved by the 

order of the Ministry of Finance of 

UФrКТЧО ШП JЮЧО 25, 2003 № 422: 

Name of the 

register 

Information 

contained in 

registers 

Name of 

the 

register 

Information 

contained in registers 

R
eg

is
te

r 
1

 

Account 

bill 1.1 

Accounting of 

monetary 

funds and 

monetary 

documents  

Account 

bill 1-  

Chapter I. Accounting 

of cash and monetary 

document 

Chapter II (on the 

back). Accounting of 

monetary funds and 

their equivalents  

Account 

bill 1.2 

Account 

bill 1.3 

R
eg

is
te

r 
2

 - Register of 

short-and 

long-term 

loans 

Account 

bill 2-  

Stock-taking 

R
eg

is
te

r 
3

 

Account 

bill 3.1 

Record of 

accounts, 

long-term and 

current 

liabilities  

Account 

bill 3-  

Chapter I. Record of 

accounts with debtors 

and creditors, taxes, 

payments, long-term 

liabilities and incomes 

of the future periods 

Chapter II (on the 

back). Record of 

accounts for 

remuneration of labour  

Account 

bill 3.2 

Account 

bill 3.3 

Account 

bill 3.4 

Account 

bill 3.5 

Account 

bill 3.6 
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Continuation of the table 17 

1 2 3 4 

 

 

R
eg

is
te

r 
4

 
Account bill 4.1 Record of non-

negotiable assets 

and financial 

investments 

Account 

bill 4-  

Chapter I. Record of non-

negotiable assets and 

amortisation (tear) 

Chapter II (on the back). 

Record of capital and 

financial investments and 

other non-negotiable assets 

Account bill 4.2 

Account bill 4.3 

R
ОР

Тs
ЭО

r 5
, 5

 

Account bill 5.1 Record of expenses  Account 

bill 5-  

Chapter I. Record of 

expenses. Chapter II. Cost 

of production report. 

Chapter III. Record of 

incomes and financial 

outcome. Chapter IV. 

Record of equity capital, 

expenses of the future 

periods, security for the 

future expenses and 

payments  

R
eg

is
te

r 
6

 

- Record of incomes 

and performance 

Turnover 

balance 

sheet 

Generalization of registers 

for each accounting record 

R
eg

is
te

r 
7

 

Account bill 7.1 Record of equity 

capital and security 

for liabilities  
Account bill 7.2 

Account bill 7.3 
- Account bill for 

off-balance 

records  

 

- General ledger Generalization of 

registers, mutual 

validation of records 

on specific accounts 

and drawing up of 

accounts. 

 

3 

F
in

a
n

ci
a

l 
a
cc

o
u

n
ta

b
il

it
y

 The following reporting form are foreseen: 

- FШrЦ № 1 «BКХКЧМО», 
- FШrЦ № 2 «RОpШrЭ OЧ FТЧКЧМТКХ 
PОrПШrЦКЧМО»ś 
- ПШrЦ № 3 «RОpШrЭ ШЧ ЭСО ПХШа ШП ПЮЧНs», 
- ПШrЦ №4 «RОpШrЭ ШЧ ОqЮТЭв МКpТЭКХ», 
- ПШrЦ № 5 «NШЭОs ЭШ ВОКrХв FТЧКЧМТКХ 
AММШЮЧЭs», 
- ПШrЦ № 6 «AЧЧОб ЭШ «NШЭОs ЭШ ВОКrХв 

FТЧКЧМТКХ AММШЮЧЭs»Ś «IЧПШrЦКЭТШЧ ШЧ 
SОРЦОЧЭs» 

The following reporting form are 

foreseen: 

- «FТЧКЧМТКХ RОpШrЭ OП TСО SЮЛУОМЭ ШП 
Small Business formed by:  ПШrЦ № 1-  
«BКХКЧМО», ПШrЦ № 2-  «RОpШrЭ ШЧ 
ПТЧКЧМТКХ pОrПШrЦКЧМО»ś 
- «SТЦpХТПТОН ПТЧКЧМТКХ rОpШrЭ ШП ЭСe 

sЮЛУОМЭ ШП sЦКХХ ЛЮsТЧОss» ПШrЦОН ЛвŚ 
ПШrЦ № 1-  «BКХКЧМО», ПШrЦ № 2-  
«RОpШrЭ ШЧ ПТЧКЧМТКХ pОrПШrЦКЧМО» 
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1.12.3. The simplification of accounting for the subjects of small 

business  

 

 
It should be noted that the subjects of small business in Ukraine, 

depending on the specifics of their economical activity and variety of its 

ФТЧНs, МКЧ КppХв ОТЭСОr «CКrН ШП КММШЮЧЭs ПШr КММШЮЧЭТЧР КssОЭs, МКpТЭКХ, 
ХТКЛТХТЭТОs КЧН ЛЮsТЧОss ЭrКЧsКМЭТШЧs ШП ЭСО sЮЛУОМЭs ШП sЦКХХ ЛЮsТЧОss», 
approved by the Order of the MinТsЭrв ШП FТЧКЧМО № 186 ШП AprТХ 19, 
2001 (аТЭС КЦОЧНЦОЧЭs) Шr «CКrН ШП КММШЮЧЭs ШП КММШЮЧЭТЧР КssОЭs, 
capital, liabilities and business transactions of enterprises and 

ТЧsЭТЭЮЭТШЧs», КpprШЯОН Лв ЭСО OrНОr ШП ЭСО MТЧТsЭrв ШП FТЧКЧМО № 291 ШП 
November 30, 1999 (with amendments), which is foreseen in the Order 

on Accounting Policy of the entity. Comparison characteristics of the 

number of synthetic accounts foreseen in the mentioned cards of 

accounts appear in the table 18 below. 

Table 18 

Comparison characteristics of the number of synthetic accounts 

foreseen in the cards of accounts * 

 
Number of synthetic accounts foreseen 

in the card of accounts, capital, liabilities 

and business transactions of enterprises 

and institutions 

Number of synthetic accounts foreseen 

in the card of accounts of accounting 

assets, capital, liabilities and business 

transactions of the subjects of small 

business 

1 2 

Group 1 «Non-NegotiКЛle Assets» 

10 accounts 6 accounts 

Group 2 «Stocks» 

9 accounts 4 accounts 

Group 3 «Funds, Accounts Кnd Other Assets» 

9 accounts 5 accounts 

Group 4 «Equity CКpitКl Кnd Security for the LiКЛilities» 

10 accounts 4 accounts 

Group 5 «Long-Term LiКЛilities» 

6 accounts 1 account 

Group 6 «Current LiКЛilities» 

10 accounts 4 accounts 
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Continuation of the table 18 

1 2 

Group 7 «Incomes Кnd Results of Activity» 

8 accounts 3 accounts 

Group 8 «Expenses Лy Elements» 

6 accounts - 

Group 9 «Expenses of Activity» 

10 accounts 2 accounts 

Group 0 «Off-BКlКnce Accounts» 

9 accounts - 

*- based on [33; 62] 

 

The ПШrОРШТЧР ЭКЛХОs РТЯО rОКsШЧs ЭШ РОЧОrКХТгО ЭСКЭ «CКrН ШП 
accounts of accounting assets, capital, liabilities and business 

ЭrКЧsКМЭТШЧs ШП ЭСО sЮЛУОМЭs ШП sЦКХХ ЛЮsТЧОss», approved by the Order of 

ЭСО MТЧТsЭrв ШП FТЧКЧМО № 186 ШП AprТХ 19, 2001 ПШrОsООs К МШЧsТНОrКЛХО 
smaller number of synthetic accounts (29 accounts against 87). In this 

Card of accounts there is no clear division of accounts into groups and 

sub-accounts. Nevertheless, to provide necessary specification and 

analyticity of their economic reports, enterprises can introduce sub-

accounts into the simplified Card of accounts, based on the destination of 

the accounts and the needs of business management. 

To ensure systematization of the registers of accounting by means of 

double-entry of information on the availability and movement of the 

assets, capital, liabilities and events of financial and economic activity of 

the subjects of small business aimed at accumulation of data and keeping 

financial records in Ukraine, the Order of the Ministry of Finance of 

UФrКТЧО ШП JЮЧО 25, 2003 № 422 КpprШЯОН «GЮТНОХТЧОs ПШr AppХТМКЭТШЧ 
ШП AММШЮЧЭТЧР RОРТsЭОrs Лв SЦКХХ EЧЭОrprТsОs». TСО sЮЛУОМЭs ШП sЦКХХ 
business that started using the simplified form of accounting may use 

report registers formed by five report sheets and a turnover balance 

sheet. The registers of accounting are to be filled in every month; the 

primary documents of the current month shall be complemented for each 

register of accounting chronologically and systematically, paginated and 

filed (bound) indicating the period they belong to. To our mind, monthly 

preparation of registers of accounting by the subjects of small business 

considerably complicates the record keeping. It would be appropriate to 
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introduce accumulating registers of accounting that could be used over a 

year. 

As the simplified form of accounting, just as the simplified form of 

taxation, can be used along with the conventional form of accounting at 

the subjects of small business‟ ШpЭТШЧ, аСТМС ЦОКЧs ЭСКЭ ТЭ Тs КХХШаОН ЛЮЭ 
not mandatory, then small enterprises in case of need can use registers 

sЭТpЮХКЭОН Лв ЭСО « GЮТНОХТЧОs ПШr AppХТМКЭТШЧ ШП AММШЮЧЭТЧР RОРТsЭОrs», 
approved by the order of the Ministry of Finance of Ukraine of 

DОМОЦЛОr 29, 2000 № 325. TСО ШrНОr ШП ЭСО MТЧТsЭrв ШП FТЧКЧМО ШП 
UФrКТЧО ШП DОМОЦЛОr 29, 2000 № 325 sЭТpЮХКЭОs ЭШ ЮsО К ЛТРРОr ЧЮЦЛОr 
of registers, compared to the Order of the Ministry of Finance of Ukraine 

ШП JЮЧО 25, 2003 № 422. TСОЧ, КЭ ЭСОТr Нiscretion, the subjects of small 

business can choose one or another set of registers to be used by them for 

record keeping. 

The subjects of small business make up and present financial 

documents stipulated in the norms NAR(S) 25 «FТЧКЧМТКХ rОpШrЭ ШП ЭСО 
suЛУОМЭs ШП sЦКХХ ЛЮsТЧОss» ЭШ ЭСО МШrrОspШЧНТЧР ЛШНТОs. IЭ sСШЮХН ЛО 
noted that since 01.04.2011 a new norm NAR(S) 25 «FТЧКЧМТКХ rОpШrЭ ШП 
ЭСО sЮЛУОМЭs ШП sЦКХХ ЛЮsТЧОss», КpprШЯОН Лв ЭСО OrНОr ШП the Ministry of 

FТЧКЧМО ШП UФrКТЧО ШП 24.01.2011 № 25, СКs МШЦО ТЧ ПШrМО. IЭ ПШrОsООs 
two types of reports: 

1) «FТЧКЧМТКХ rОpШrЭ ШП ЭСО sЮЛУОМЭ ШП sЦКХХ ЛЮsТЧОss» («BКХКЧМО» 
ПШrЦ № 1-  КЧН «RОpШrЭ ШЧ ПТЧКЧМТКХ pОrПШrЦКЧМО» ПШrЦ № 2- )ś 

2) «SТЦpХТПТОН ПТЧКЧМТКХ rОpШrЭ ШП ЭСО sЮЛУОМЭ ШП sЦКХХ ЛЮsТЧОss» 
(«BКХКЧМО» ПШrЦ №1-  КЧН «RОpШrЭ ШЧ ПТЧКЧМТКХ pОrПШrЦКЧМО» ПШrЦ № 
2- ). 

The first type of report shall be presented by the subjects of small 

business defined by the Law of Ukraine "On the Development and State 

Support of Small and Medium Business in UkrainО” ШП MКrМС 22, 2012 
№ 4618-VІ, and the other, for the subjects of small business that 

correspond to the criteria stipulated in clause 154.6 of the Tax Code of 

Ukraine and having the right to the application of simplified accounting 

of incomes and expenses. 

Article 44.2 of the Tax Code of Ukraine states that payers of the 

income tax who are taxed on the basis of zero rate and meet the 

requirements of the clause 154.6 of the tax Code of Ukraine, practise 
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simplified version of accounting incomes and expenses to be taxed 

according to the guidelines approved by the Ministry of Finance of 

Ukraine. ArЭТМХО 11 ШП ЭСО LКа “OЧ AММШЮЧЭТЧР КЧН FТЧКЧМТКХ rОpШrЭs ТЧ 
UФrКТЧО” sЭТpЮХКЭОs ЭСКЭ «…ХОРКХ ОЧЭТЭТОs ЦООЭТЧР ЭСО МrТЭОrТК established 

in clause 154.6 of the Article 154 of the Tax Code of Ukraine, shall 

make up and present financial reports foreseen for the subjects of small 

ЛЮsТЧОss ШЧМО К вОКr». 

 From the above said it might be concluded that neither the Tax Code 

of Ukraine nor the Law of Ukraine «OЧ AММШЮЧЭТЧР КЧН FТЧКЧМТКХ 
RОpШrЭs ТЧ UФrКТЧО» НОКХ аТЭС ЭСО ЧООН ПШr ЭСО sЮЛУОМЭ ШП sЦКХХ ЛЮsТЧОss 
to make up and present simplified financial report. But due to the 

implementation of the norms of renewed NAR(S) 25, for the subjects of 

small business there appears the necessity of making up two types of 

«FТЧКЧМТКХ RОpШrЭs ШП ЭСО SЮЛУОМЭ ШП SЦКХХ BЮsТЧОss» НОpОЧНТЧР ШЧ 
whether they are included within the category that presents simplified 

reports. 

Clause 8 of NAR(S) 25 «FТЧКЧМТКХ report of the subjects of small 

ЛЮsТЧОss» stipulates that the subjects of small business having right to the 

simplified accounting of incomes and expenses: 

1) can register non-negotiable assets only on the bases of their 

primary value without considering decrease of their utility or revaluation 

to the Fair value; 

2) do not ensure further expenses and payments (payment of 

ОЦpХШвООs‟ ЯКМКЭТШЧs, аКrrКЧЭв ХТКЛТХТЭТОs ОЭМ.), ЛЮЭ КМФЧШаХОНРО ЭСО 
corresponding expenses during the period they were incurred; 

3) acknowledge expenses and incomes taking into consideration the 

requirements of the Tax Code of Ukraine, and relate sums, not 

acknowledged by the Tax Code of Ukraine, as expenses and incomes, 

directly to the financial performance after taxation; 

4) include the current receivables to the total of the balance 

according to its actual amount [103]. 

A great number of discussions among scientists resulted from the 

very existence of the third clause of NAR(S) 25, as it contradicts to the 

requirements of NAR(S) 15 «IЧМШЦОs» КЧН NAR(S) 16 «EбpОЧsОs». 
Thus S. Stroich notes that the acknowledgement of incomes in 

accountability according to the rules of the Tax Code of Ukraine, 
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including the part that refers to the date of acquisition, contradicts to the 

rules of NAR(S) 15 «IЧМШЦО» КЧН IAS 18 «EбpОЧsОs». Clause 9 of 

NAR(S) 25 «FТЧКЧМТКХ rОpШrЭ ШП ЭСО sЮЛУОМЭs ШП sЦКХХ ЛЮsТЧОss» 
stipulates that the subjects of small business that have the right to 

simplified accounting of incomes and expenses and have not been 

registered as VAT-payers may systemize information contained in the 

adopted primary documents and in the registers of accounting without 

recurring to double entry. 

A similar norm is prescribed in Article of the Law of Ukraine «OЧ 
AММШЮЧЭТЧР КЧН FТЧКЧМТКХ RОpШrЭs ТЧ UФrКТЧО», ЧШЭКЛХвŚ «EЧЭОrprТsОs 
that have the right to simplified accounting of incomes and expenses and 

have not been registered as VAT-payers, may generalize information 

contained in the adopted primary documents and in the registers of 

accounting without recurring to double entry [110]. Therefore, if an 

enterprise has the need to abandon the category of those who have the 

right to simplified accounting of incomes and expenses; it may result in a 

problem of accounting data formation when returning to the accounting 

with double entry. 

We support the opinion of L. Suk and P. Suk [136, . 9Ж КЧН МШЧsТНОr 
ЭСКЭ аСОЧ sЮЛУОМЭs ШП sЦКХХ ЛЮsТЧОss ЧООН ЭШ ПТХХ ТЧ ПШrЦ № 1-  
«BКХКЧМО» Шr ПШrЦ №1-  «BКХКЧМО» ЭСОв ЦЮsЭ ЮsО НШЮЛХО ОЧЭrв. TСО 
need for application of the balance by any legal entity is justified by the 

principle of autonomy. Physical persons, entrepreneurs do not follow this 

principle and consequently they do not make up balance nor apply 

double entry. 

The Ministry of Finance of Ukraine by its Order of June 15, 2001     

№ 720 approved the Guidelines for application of registers of accounting 

at small businesses, where there is established a system of registers, 

procedures and ways of registration as well as generalization of 

contained information without double entry. The systemizing of business 

transactions can be performed in the following registers of business 

transactions: 

- Register 1-  ПШr КММШЮЧЭТЧР ШП КssОЭsś 
- Register 2-  ПШr КММШЮЧЭТЧР ШП МКpТЭКХ КЧН ХТКЛТХТЭТОsś 
- Register 3-  ПШr КММШЮЧЭТЧР ШП ТЧМШЦОsś 
- Register 4-  for accounting of expenses. 
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In case of need, particularly when there is a big amount of business 

transactions, the following account bills can be additionally used for 

accounting of business transactions: 

- Account bill 1.1-  ПШr КММШЮЧЭТЧР ШП ЧШЧ-negotiable assets; 

- Account bill 1.2-  ПШr НОprОМТКЭТШЧ КММШЮЧЭТЧРś 
- Account bill 2.1-  ПШr КММШЮЧЭТЧР ШП МХОКrТЧР-off with suppliers, 

other creditors or with the budget; 

- Account bill 2.2-  ПШr КММШЮЧЭТЧР ШП МХОКrТЧР-off with 

employees; 

- Account bill 4.1-  ПШr КММounting of repair costs and 

improvement of permanent assets. 

The information on other transactions is transferred from primary 

documents to the registers and on its basis, the Simplified financial 

report of the subject of small business is made up (Fig. 16 ). 

 

 

 

 

 

 

 

 

 

 
Fig. 16. Procedure of representation of transactions in accounting registers 

of the subjects of small business without double entry record 

 

 

Then, if the subjects of small business are not using double entry, 

they make up: primary documents, a set consisting of four registers and 

simplified financial reports. 

AЭЭОЧЭТШЧ sСШЮХН ЛО pКТН ЭШ ЭСО РЮТНОХТЧОs ШП ПТХХТЧР Юp ПШrЦ № 2  
«RОpШrЭ ШЧ ПТЧКЧМТКХ pОrПШrЦКЧМО», ПШr МОrЭКТЧ ТЧНОбОs, ЧКЦОХв ХТЧО 080 
«CШsЭ ШП sКХОs (ШП РШШНs, аШrФs КЧН sОrЯТМОs)». AММШrНТЧР ЭШ CХКЮsО 5.6 
NAR(S) 25, the item «CШsЭ ШП sКХОs (ШП РШШНs, аШrФs КЧН sОrЯТМОs)» 
contains the cost of sales of goods, works and services and/or the cost of 
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sold goods, being the cost of sale of goods, works and services 

calculated according to the norms of the Tax Code of Ukraine. 

Therefore, it can be stated that formation of some indexes of the ПШrЦ № 
2  «RОpШrЭ ШЧ ПТЧКЧМТКХ pОrПШrЦКЧМО» ПШrОsООs ЭСО ЮsКРО ШП ЭСО 
information obtained as a result of fiscal accounting. 

The guidelines for application of the simplified taxation system are in 

the Tax Code of Ukraine, according to which the simplified system of 

taxation and accounting is a special instrument of collecting taxes and 

duties that establishes the substitution of various taxes and duties with a 

single tax, in the order and on terms stipulated in this chapter, at the 

same time introducing simplified accounting. 

As provided by Article 291.4 of the Tax Code of Ukraine, the 

subjects of economic activity that use simplified system of taxation, 

accounting and reports, are divided into the following groups of single 

tax payers: 

1) the first group comprises individual entrepreneurs who do not use 

hired labour and are engaged exclusively in retail trade of goods from 

their market stalls and/or realize their economical activity providing 

personal services to the population, and have the total of yearly incomes 

not exceeding 150 000 UAH; 

2) the second group includes individual entrepreneurs engaged in 

rendering services, including personal ones, to the single tax payers 

and/or population, production and/or sale of goods, restaurant business, 

if during the МКХОЧНКr вОКr ЭСОв ЦООЭ ЭСО ПШХХШаТЧР sОЭ ШП МrТЭОrТКŚ НШЧ‟Э 
use hired labour or the number of employees with whom they 

simultaneously maintain labour relationship does not exceed 10 persons; 

the incomes do not exceed 1,000,000 UAH; 

3) the third group is composed of individual entrepreneurs who meet 

ЭСО ПШХХШаТЧР sОЭ ШП МrТЭОrТК НЮrТЧР ЭСО МКХОЧНКr вОКrŚ НШЧ‟Э ЮsО СТrОН 
labour or the number of employees with whom they simultaneously 

maintain labour relationship does not exceed 20 persons; the incomes do 

not exceed 3,000,000 UAH; 

4) the fourth group is legal entities – subjects of economical activity 

of any organizational and legal form who meet the following set of 

criteria during the calendar year: the average number of employees does 
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not exceed 50 persons; the amount of incomes does not exceed 

5,000,000 UAH; 

5) the fifth is composed of individual entrepreneurs who meet the 

ПШХХШаТЧР sОЭ ШП МrТЭОrТК НЮrТЧР ЭСО МКХОЧНКr вОКrŚ Ś НШЧ‟Э ЮsО СТrОН ХКЛШЮr 
or the number of employees with whom they simultaneously maintain 

labour relationship does not exceed 20 persons; the incomes do not 

exceed 20,000,000 UAH; 

6) the sixth group is legal entities – subjects of economical activity of 

any organizational and legal form who meet the following set of criteria 

during the calendar year: the average number of employees does not 

exceed 50 persons; the amount of incomes does not exceed 20,000,000 

UAH [139]. 

Hereby, the subjects of small business belong to the fourth group, the 

members of which pay the single tax at the rate of 3 % of their income if 

they pay VAT, or 5 % of their income if their VAT is included within 

the single tax. The subjects of small business belong to the sixth group, 

the members of which pay the single tax at the rate of 7 % of their 

income if they pay VAT, or 10 % of their income if their VAT is 

included within the single tax. 

Among the fundamental defects of the simplified taxation system 

there are the following circumstances: limitation of volume of activity 

(amount of receipts) of such subjects; limitation in the possibility of 

using large number of employees and so on. It is inadmissible that the 

simplified form of taxation that was intended to support the beginners is 

used by the middle-sized and big business in order to reduce their tax 

liabilities. 

As a result of conducted research, it has been ascertained that an 

indispensable premise for efficient organization of accounting at the 

subjects of small business is the assured reflection of all transactions in 

the corresponding documents. Since the subjects of small business use a 

lot of primary documents,  which, in its turn, results in considerable 

laboriousness of accounting, there appears the need for accumulating 

documents that would enable to register homogeneous business 

transactions as they are completed during the month or other period of 

completing works (rendering services). 
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The subjects of small business in Ukraine, as a function of the 

peculiarities of their economic activity, can use  for accounting of 

ЛЮsТЧОss ЭrКЧsКМЭТШЧs «CКrН ШП КММШЮЧЭs of accounting assets, capital, 

ХТКЛТХТЭТОs КЧН ЛЮsТЧОss ЭrКЧsКМЭТШЧs ШП ЭСО sЮЛУОМЭs ШП sЦКХХ ЛЮsТЧОss», 
approved by the Order of the Ministry ШП FТЧКЧМО № 186 ШП AprТХ 19, 
2001 (аТЭС КЦОЧНЦОЧЭs) Шr «CКrН ШП КММШЮЧЭs ШП КММШЮЧЭТЧР КssОЭs, 
capital, liabiliЭТОs КЧН ЛЮsТЧОss ЭrКЧsКМЭТШЧs ОЧЭОrprТsОs КЧН ТЧsЭТЭЮЭТШЧs», 
КpprШЯОН Лв ЭСО OrНОr ШП ЭСО MТЧТsЭrв ШП FТЧКЧМО № 291 ШП NШЯОЦЛОr 
30, 1999 (with amendments). 

During the phase of current accounting, registers of accounting are 

formed, their structure being chosen by the subjects of small business as 

a function of their needs; the financial reports are prepared to be 

presented to the corresponding bodies, and analytical tables of simplified 

form are made up at the request of the owner. The enactment of the Tax 

Code of Ukraine to a certain degree managed to harmonize business and 

tax accounting in the subjects of small business, though new problems 

arose with regard to the correctness of financial reports.  

The clause about the possibility to refuse from double-entry 

accounting, mentioned in the normative legal acts, needs to be amended, 

because the mechanism of accounting and remainder forming has not yet 

been well-tested for the businesses that have to return to double-entry 

accounting in the process of their economic activity. 

 

 

1.13. Evolution of managerial accounting and modern concepts of 

its development 

 

 

 In modern domestic and foreign special economic literature in recent 

years among scientists there are many debates about the place and role of 

managerial accounting in the enterprise managerial systems of. There are 

polar views of some scientists about the existence of managerial 

accounting. Some scientists claim that there is only a single accounting 

and managerial is missing. It denies the experience of developed 

countries in which managerial accounting in the last 50-60 years has 

been widely spread in the practice of large corporations. 
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In the context of this perspective there are a number of foreign and 

domestic scholars such as Ancherch A., Datar S., Drury K., Foster J., 

Hornhren M., Yaruhova A., Vahrushyna M., Golov S., Karpova T., 

Napadovskaya L., Pushkar M., Chumachenko M., Karpenko O. and 

others. 

Despite the large number of scientific papers related to managerial 

accounting, especially in national publications, but not about the 

evolution of managerial accounting, periods of its formation and the 

concepts of its development. 

The aim of the study is to identify the major periods of the formation 

of the managerial accounting and its basic concepts, ways of predicting 

its further development in the XXI century. 

Traditionally, most of the scientists consider accounting into the two 

aspects: as a separate economic discipline and as a function of 

ЦКЧКРОrТКХ Шr ОЧЭОrprТsО‟ ТЧПШrЦКЭТШЧ sвsЭОЦ. We know that accounting 

is divided into two types: financial and managerial. Financial Accounting 

in Ukraine regulates the current Law "I about the accounting and 

Financial Reporting in Ukraine" and the current Regulations (Standards) 

accounting, and its information is provided for use by internal and 

external users. Fundamentals of managerial accounting are not 

is regulated by legislation and determined exclusively needs of 

the managerial subjects. Information of the managerial accounting used 

by the internal users managers of different levels. 

Domestic and foreign scholars give different definitions of 

managerial accounting. The most successful, in our opinion, the 

definition formulated the International Federation of Accountants 

(IFAS), whose under managerial accounting means the process of 

identification, measurement, accumulation, analysis, preparation, 

interpretation and communication of the information (financial 

and nonfinancial) used for the needs of managerial planning, evaluation 

and control within the enterprise, as well as to ensure effective use of its 

facilities [22, p. 16]. 

Managerial accounting is an integral part of the managerial of the 

company and provides the special information for the purposes of: 

 operational planning, tactical and strategic activities; 

 optimize the use of economic resources; 
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 measurement and evaluation; 

 limit subjectivity in the decision making process; 

 control over operations and economic processes.  

The impetus for the emergence and development of 

managerial accounting can be regarded as the industrial revolution in the 

XIX century. M. Smith rightly pointed out: "Changing economic 

conditions created the need for information about the costs - and thus the 

first information managerial accounting system" [131, p. 7]. 

Next stages of the development of managerial accounting associated 

with the advent of scientific managerial (end XIX - beginning of 

XX century). In practice began to calculate production costs, analyze 

deviations. In 1910, in large enterprises started budgeting. In Western 

Europe and the U.S. in the 20-ies of XX century began the actual process 

of division of the accounting for financial and managerial. In the 60-ies 

of XX century in managerial accounting have been widely used methods 

of statistics and econometrics. In the 70-80-ies of the last century had a 

significant impact development of cybernetics and computers. Among 

some scholars opinion that there is a subsystem of managerial accounting 

information system. At the same time, we note that the evolution of 

managerial accounting associated with the development of various 

schools of managerial. 

Defining certain concepts, methods and models of managerial 

accounting is closely linked to the needs of enterprise 

managerial. However, managerial accounting does not cease to be part 

of system accounting. Key managerial theories and stages of 

development of managerial accounting are presented in Fig.17. Despite 

the fact that in the 80-ies of the last century managerial accounting 

became widespread in the business in Western Europe and the U.S., 

some scholars have insisted that the majority of firms over a long period 

using the methods of 20-30-year-old business. N. T. Johnson and Robert 

S. Kaplan advanced the controversial thesis that managerial accounting 

has lost its practical value. They argued that in a period of significant 

changes in technology and growing competition system of the 

managerial accounting does not provide timely information for the 

purposes of costing, process control and evaluation of the results 

enterprise [22, p. 19]. 
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Fig. 17. Theories (school) of the administration and stages of the 

development of managerial accounting 

- Implementation of the normative method of cost accounting and costing 

(standard-fare); 

- Identification of deviations from standards and changes in regulations; 

- Preparation of regulatory accounting; 

- Operational control over the expenditure of materials and wages; 

- Start generating management information through the prism of those 

goals; 

determination in corporations (large companies) transfer prices 

- The introduction of the practice of evaluation criteria liability managers 

for investment decisions taken; 

- The use of cost estimates; 

- Use index ROI; 

- Focusing on subjects of expenditure and income as criteria evaluation of 

managers and their motivation to comply with cost estimates; 

- Cost accounting by segments of the enterprise; 

- Moving the focus from reliable determination of the cost to provide the 

benefits of "different costs for different solutions" and various models of 

decision making; 

- The use of analytical methods (equilibrium regression, linear 

programming, testing hypotheses, decision theory); 

- The use of electronic technology in planning, budgeting, cost analysis 

and financial results; 

commencement of trial management accounting as an information system 

- Expansion of operations research in managerial accounting; 

- Use techniques of discounting cash flows; 

- Emphasis on variable costs; 

- Determination of the profitability and liquidity ratios 

- Extensive study of economic information and its incorporation in 

decision-making; 

- Modification of managerial accounting techniques in terms of inflation; 

- Separation in accounting costs linked to ecology 

- The trend towards integration of different accounting systems in the 

enterprise information system 

- Focusing on strategic information management (in particular, the 

creation of "Activity-Based Costing") 

- Development of the concept of controlling (especially popular in 

Germany and Australia); 

- Use insystem modern managerial accounting systems and management 

practices (Economical value added ("EVA"), market value added 

("MVA"), balanced scorecard (“Balanced Scorecard" – “BSC”) КЧН ШЭСОr 
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In the late 80-ies of the last century British CIMA Institute conducted 

a study on the state of managerial accounting. As the result of this 

research was done the following conclusions: the subordination of the 

managerial accounting external requirements of financial accounting, 

lack of strategic perspectives in managerial accounting system, 

particularly in the evaluation of investment projects, the use of 

traditional methods in the evaluation of the enterprise the delay in 

measuring the results of. 

These results of the British Institute of CIMA suggest that traditional 

approaches to the managerial accounting system can examine only the 

operating activities of the company and at the same time demonstrate the 

lack of strategic thinking. 

A dynamic change in the world economy requires the use of modern 

tools and models of managerial accounting, which could be used in the 

implementation of business strategy. 

A Polish scientist G. Sviderska to solve the above problems for the 

further development of managerial accounting offers [137]; 

 concentrating attention on future events; 

 process approach, which provides strategic analysis "from the 

outer to the inner" that is associated with taking into account customer 

expectations as a starting point; 

 interpretation of information products company in a strategic 

context; 

 understanding of strategic concepts involved in the development 

of enterprise strategy and monitoring its implementation. 

Analysis of the results of empirical studies allowed M. Smith to come 

to some conclusions on strategies for further development of managerial 

accounting [131, p. 11]: 

 company must implement a strategic approach to the managerial 

of that in a way to achieve strategic objectives; 

 priority should be records of actual production costs, not 

accounting costs of regulation. 

Besides M. Smith draws attention to the importance of non-financial 

indicators in this regard, said the importance of the traditional approach 

to costing, budgeting and managerial reporting. 
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In the 90-ies of the last century, scientists around the search for the 

new concepts and techniques of managerial accounting. In particular, N. 

T. Johnson in 1988 in his work devoted to managerial accounting, 

proposed the idea that "the need to manage the actions and not costs" 

[22, p. 20]. 

In our opinion, before scientists – researchers of the managerial 

accounting, there are important tasks for the development and 

introduction into practice new techniques and procedures, which could 

play an important role in making operational and strategic 

decisions. This priority should be a strategic decision. At the same time, 

the development of new methods and procedures of managerial 

accounting is impossible without new strategies for its development and 

concepts. 

Noteworthy IFAS proposed concept of managerial accounting: 

 concepts associated with the function (orientation of managerial 

accounting performance resources, value added, business projects, team 

goals and action); 

 concepts related to the use of results (in terms of accountability, 

effectiveness and comparison with the standard); 

 concepts associated with the process and technology (explaining 

relationship of the managerial accounting with other managerial 

processes and is the basis or guidance for the development of 

technologies used in managerial accounting); 

 concepts related to the potential function (consider 

potential required for effective use of managerial accounting function 

from a position of competence, continuous improvement of best 

individual characteristics, creative thinking). 

The main purpose of the proposed concepts above IFAS is to 

determine the boundaries of the organization and the practical work of 

personnel managerial accounting. However, these concepts are related in 

some way of the managers of business entity, and this in turn causes 

among foreign and domestic scholars debate on the subject, place and 

role of managerial accounting. Concerning the thoughts of some 

American authors of this trend could lead to an overestimation of the 

practical role of managerial accounting, while increasing the value of 
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this group of professionals. A similar trend to integrate various functions 

of managerial can be seen in controlling. 

The research of foreign literature and of the world's leading 

institutions involved in managerial accounting, can predict the direction 

of its development in the early XXI century. 

Conducted by accounting firm "Ernst and Young" in 2003, the 2000 

survey of employees, members of the American Institute of Managerial 

Accountants (IMA) in relation to their work in the field of managerial 

accounting shows that the main issues of their work are: 

 providing managerial information on costs; 

 decrease (reduction) of the costs; 

 service of the of business processes; 

 realization of the strategy of the business development; 

 setting standards; 

 decrease (reduction) of risks; 

 automation of processes [22, p. 24-25]. 

With British studies suggest that over the next years of managerial 

КММШЮЧЭТЧР‟ spОМТКХТsЭs аТХХ ОЧРКРО ЭСОsО qЮОsЭТШЧsŚ 
 assessment decisions in the course of business; 

 control costs and financial controls; 

 interpretation and presentation of managerial reporting; 

 activity aimed at increasing profits; 

 budget managerial; 

 strategic planning and information managerial decision-making; 

 implementation strategy [22, p. 25]. 

Based on the study it can be concluded that in the coming years, the 

main objectives of managerial accounting is shift from its accounting 

operations to accounting phenomena and facts outlined in the 

development of the strategy. This includes the processes of strategic 

planning and analysis of business processes, budgeting and 

more. However, costs will continue to remain one of the main objects of 

managerial accounting. 
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ІI. SELECTED PROBLEMS OF FINANCIAL REPORTING AND 

ANALYSIS IN UKRAINE AND POLAND 

 

2.1. THE BALANCE SHEET AS A SOURCE OF 

INFORMATION IN THE EVALUATION OF THE OPERATING 

RISK OF AN ENTERPRISE 

 
 

Every economic activity is inseparably tied to risk. In a general way, 

risk can be defined as the deviation of the possible results around the 

expected return or the possibility of the deviation of future returns 

(profits) from expected returns (profits)
162

. Risk is most often associated 

with the appearance of unwanted results, which may lead to loss of 

prШpОrЭв КЧН МКpТЭКХ, ОЧЭКТХТЧР ЭСО ОЧЭОrprТsО‟s ЛКЧФrЮpЭМв. TСОrОПШrО, 
risk management is an important link in integrated company 

management and covers the following: the determination of the risk 

areas, its identification, evaluation and steering, and the control of the 

adequacy and effectiveness of the utilised means, including proper 

reporting
163

. 

The operations of every enterprise contain various types of risk. Risk 

is usually divided into systematic (external), which is mostly 

independent of the enterprise, and non-systematic (internal), which is 

greatly influenced by the management of the economic entity. 

Meanwhile, accounting commonly applies division into operating and 

financial risk. The former is mainly a reflection of the current market 

situation and the level of utilising production capacity. Its determinants 

ТЧМХЮНО ЭСО ОППОМЭТЯОЧОss ШП ЦКЧКРТЧР ЭСО ОЧЭОrprТsО‟s КssОЭs. FТЧКЧМТКХ 
risk is associated аТЭС ЭСО МШЦpКЧв‟s МКpТЭКХ sЭrЮМЭЮrО, аСТМС НОЭОrЦТЧОs 
the stability of the financing sources and their cost, which significantly 

impacts the profitability and financial liquidity of the enterprise. The 

combination of these two risk categories finds reflection iЧ ЭСО “РОЧОrКХ” 
ШpОrКЭТЧР rТsФ, аСТМС Тs ЭСО rТsФ ШП ЭСО “ЛКЧФrЮpЭМв” ШП ЭСО ОЧЭОrprТsО. 

                                                           
162 Economic analysis in enterprises,  ed. M. Jerzemowska, PWE, Warsaw 2004, p. 171. 
163 W. Skoczylas: Financial reporting as the basis for the risk identification of economic activity. 

[in:] Time for money. Financial management – classic regulations – modern tools, ed. D. Zarzecki, 

Szczecin University, Szczecin, 2002, p. 208. 
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Risk evaluation applies various sources of information, both 

generated within the enterprise and originating from its surroundings. 

The most detailed databases for risk analysis are held by boards of the 

enterprises which use information originating from  synthetic and 

analytical accounting records, and various non-record data. The entities 

operating within the surroundings of the enterprise, such as trade 

partners, banks, financial institutions and potential investors are in a 

more difficult situation. In their case, the most important sources of data 

for the evaluation of the economic situation and associated operating risk 

are periodic financial reports created by all economic entities keeping 

accounting books. 

The universe of the entities obliged to create financial reports can be 

currently divided into the following two basic groups: 

 entities obliged to create consolidated or facultative unitary reports 

according to the regulations defined in the International Financial 

Reporting Standards (banks, listed companies and issuers of securities 

pursuing admission to turnover on the markets of the European 

Economic Area); 

 other entities keeping accounting books obliged to create financial 

reports according to the Accounting Act. 

Regardless of the diverse regulations governing the creation of 

financial reports according to the Accounting Act and the International 

Financial Reporting Standards, they include the following 

components
164

: 

 the balance sheet (according to the Accounting Act) or report on 

the financial situation (according to the International Financial Reporting 

Standards);  

                                                           
164 In the case of companies creating reports in compliance with the Accounting Act, the first three 

elements have a common nature, while the other two are obligatory for entities with great 

significance in the economic community. An additional component of financial reports on limited 

liability companies, joint-stock companies, cooperatives and mutual insurance agencies, created in 

compliance with the Accounting Act, is the report on the operations of the entity, which should 

cover the significant information on the material and financial situation of the enterprise and indicate 

the main risk factors with a description of the hazards to the further operations of the given entity. 

See Accounting Act 29.09.1994. Journal of Laws of 2002 No. 76, item 694 as amended, art. 45. 
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 the profit and loss account (according to the Accounting Act) and 

the report on total income (according to the International Financial 

Reporting Standards); 

 additional information, covering the introduction to the financial 

report, and additional information and explanations; 

 a list of changes in equity capital (according to the Accounting 

Act) and a report on changes in equity capital (according to the 

International Financial Reporting Standards); 

 cash-flow account (according to the Accounting Act) and a report 

on cash flow (according to the International Financial Reporting 

Standards). 

Among the listed elements comprising the financial report of an 

enterprise, the balance sheet (a report on the financial situation) 

possesses a particular introductive value in the analysis of the risk of the 

conducted activity, as it depicts not only of the property and capital state 

of the unit, but also the financial and final result of cash flows. 

Therefore, it is possible to risk the statement that the other reporting 

documents are an extension or specification of the information presented 

in the balance sheet.
165

 

 

 

2.1.1. The balance sheet and its informational value in the 

financial analysis of an enterprise 

 

 
The balance sheet is the main financial report created by economic 

entities. It presents the property of the enterprise and its financing 

sources on a specific balance-sheet date. It reflects all economic 

operations causing financial changes to both the assets and liabilities of 

the enterprise. Therefore, it presents the valuable effects of all the 

economic transactions of a given company during a given accounting 

year. It also presents the financial result, which is a component of equity 

capital. The balance sheet assets define the tangible property and 

monetary resources of the economic entity, while the balance sheet 

                                                           
165 M. Ambroziak: Analysis of financial reports. C.H. Beck Publishing, Warsaw 2010, p. 43. 
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liabilities indicate the origin of the monetary resources foreseen for the 

creation of company property. The main principle behind the balance 

sheet is the rule of equilibrium, which means that the total asset value 

must be equal to the total liability value. The balance sheet equilibrium 

results from the fact that the balance sheet presents two different 

depictions of the same property of the economic entity (tangible 

depiction – assets,   financial depiction – liabilities). 

The balance sheet results from the record which is kept in compliance 

with the legal status and recognises the binding regulations of balance 

sheet component appraisal. According to the Polish accounting system, 

the balance sheets of economic entities are created in the form of a two-

sТНОН ЭКЛХО МШЯОrТЧР ЭСО ОЧЭОrprТsО‟s assets (property, economic means) 

and liabilities (capital, asset financing sources). The main rule of the 

structure is the presentation of assets with the preservation of the rule of 

rising financial liquidity, and liabilities with recognition of the rule of 

rising maturity. 

Balance sheets can be presented in different ways by the economic 

entities which voluntarily or obligatorily select the basis for the creation 

of financial reports according to the International Accounting Standards, 

the International Financial Reporting Standards, and the banks and other 

financial institutions. In contrast to the regulations contained in the 

Accounting Act, the regulations of the International Accounting 

Standards/International Financial Reporting Standards allow great 

freedom as to the form of the created balance sheet, not imposing a 

specific arrangement and not listing its official models. They only 

recommend guidelines concerning the scope of the presentation of the 

mandatory items. This is the so-called informational minimum of the 

balance sheet, i.e. the items, which – if present for a given entrepreneur – 

should be separately presented in the balance sheet.
166

 This concerns the 

separate presentation of the information which is greatly diverse due to 

the nature, functions and size. According to the International Accounting 

Standards 1, it is possible to alter the names and order of the presentation 

of individual balance sheet items with consideration of the nature of the 

enterprise and types of conducted transactions in a manner making all 

                                                           
166 M. Ambroziak, op.cit., p. 179. 
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ЭСО ТЧПШrЦКЭТШЧ ЧОМОssКrв ЭШ ЭСО ЮЧНОrsЭКЧНТЧР ШП ЭСО МШЦpКЧв‟s 
financial situation included in the balance sheet.

167
 However, the 

guidelines of the International Financial Reporting Standards 

recommend the presentation of the individual balance sheet items 

according to the liquidity criterion and the realisation criterion, and 

divided into short-term and long-term items
168

. Furthermore, they allow 

extensive aggregation of the balance sheet data, under the condition that 

the specification and exhaustive commentary will be included in the 

explanatory notes to the created balance sheet report, which are elements 

of the additional information. An important aspect distinguishing  Polish 

and international balance sheet law is also the diverse appraisal of 

individual balance sheet components, while the balance sheets created 

according to the International Financial Reporting Standards are 

characterised by considerable freedom in the appraisal of the assets and 

the liabilities. 

The balance sheet is created for the final day of every turnover 

year.
169

 It contains the states of assets and liabilities for the end of the 

current and previous turnover year. In some cases, there may be a need 

to create the balance sheet at a time not corresponding to the end of the 

ЭЮrЧШЯОr вОКr (О.Р. Кs ШП ЭСО НКв ШП ЭСО ОЧЭТЭв‟s ХТqЮТНКЭТШЧ, ЦОrРОr Шr 
division, or change in the legal form). 

The balance sheets of economic entities can be created as unitary or 

consolidated balance sheets. The latter type concerns the so-called 

capital group, i.e. the controlling entity and its subordinate entities of all 

levels, arranged in such a way as if the capital group comprised one 

entity
170

. 

The balance sheet of an economic entity can be created in order or an 

analytical arrangement. The order arrangement, compliant with the 

                                                           
167 In practice, most of the entities creating financial reports in compliance with the International 

Financial Reporting Standards since 1.01.2009 preserve an arrangement similar to the previously-

binding one defined in the Accounting Act, which significantly facilitates the financial analyses. 
168 W. Gos, The balance sheet - significance, creation concepts, presentation forms, PWE, Warsaw 

2011, p. 120. 
169 The business year refers to a calendar year or another period of 12 successive complete calendar 

months. It is defined by a statute or a contract, which serves as the basis for the foundation of the 

entity. 
170 Accounting Act, op. cit. 
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Accounting Act, presents assets and liabilities in adequate order, 

according to the adopted rule of creation. The individual items of the 

balance sheet assets are ordered according to the rule of the increasing 

level of liquidity, i.e. the quickness of property monetisation, while the 

liabilities are ordered according to the rule of the rising level of maturity, 

i.e. the deadlines for the payments of the liabilities. This is why the first 

position of the balance sheet presents fixed assets which are the most 

difficult to sell, followed by current assets and, at the end, the monetary 

resources in bank accounts and cash, which are continuously available to 

the economic entity. Meanwhile, the first item of the liabilities presents 

the open-ended involvement of equity capital, followed by external long-

term capital and the short-term capital with a required period of return of 

up to 12 months. A brief arrangement of the balance sheet created 

according to the Accounting Act is presented in Table 19. 

Table 19 

Balance sheet arrangement in order according to the Accounting Act 
No. Assets No. Liabilities 

A. Fixed assets A. Equity capital (fund) 

I. Intangible assets I. Share capital (fund) 

II. Tangible fixed assets II. Supplementary capital (fund)  

1. Tangible fixed assets in use III. Revaluation reserve 

2. Tangible fixed assets under 

construction 

IV. Net profit (loss) 

III. Long-term receivables V. PrОЯТШЮs вОКrs‟ prШПТЭ (ХШss) 
IV. Long-term investments B. External capital and provisions 

V. Long-term prepayments I. Provisions for liabilities 

B. Current assets II. Long-term liabilities 

I. Inventory  III. Short-term liabilities 

II. Short-term receivables IV. Accruals 

III. Short-term investments 

IV Short-term prepayments 

 

Source: The Accounting Act of 29.09.1994, Journal of Laws of 2002, 

No. 76, item 694 as amended (attachment 1) 

 

According to the rule of liquidity, the assets in the balance sheet are 

depicted in two basic groups, i.e. as fixed assets and current assets. The 

fixed assets presented on the left side of the balance sheet cover the long-
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term involved intangible, tangible and financial assets. They create 

conditions for the operations, are intended for sale or payable during a 

period exceeding 12 months and influence the generation of long-term 

economic benefits. Current assets are the tangible and financial assets 

intended for sale, consumption, which are payable or paid within 12 

months (unless the regular operating cycle is longer than 12 months), 

providing the economic entity with economic benefits in a short time. 

The liabilities presented on the right side of the balance sheet indicate 

who is entitled to the assets, or in other words, the origin of the capital, 

which finances the property of the enterprise. They are divided into two 

groups: equity capital and external capital.  Equity capital is the non-

time-defined capital of the enterprise contributed by the owners, which 

sСШЮХН “аШrФ” ПШr ЭСОЦ Кs ХШЧР Кs ЭСО rКЭО ШП rОЭЮrЧ Пrom said capital is 

satisfactory.
171

 The main sources of obtaining this capital are external 

(e.g. stock issue, shares contributed by the founders, means constituting 

the equivalent of the property contributed free of charge by the Treasury) 

and internal (mainly financial surpluses produced during the operations 

of the enterprise) sources. 

External capital is composed of the means financing property 

contributed for debts or in the short term by entities not owning the 

enterprise. The main sources of external financing are bank credits, and 

the issue of securities of debt and trade liabilities (so-called merchant 

credits). 

The analytical balance sheet groups the assets and liabilities in an 

arrangement allowing the performance of a financial analysis of the 

economic entity. Depending on the purpose of this analysis, the level of 

aggregation and order of the listed balance sheet items are diverse. It also 

presents indexes of dynamics and indicators of structure, which make the 

balance sheet so useful in the evaluation of the property and financial 

situation of the entity. 

The balance sheet (report on the financial situation) is the most 

important part of the financial report, since the information contained 

within allows the complex analysis of the economic and financial 

situation of the enterprise, with the recognition of such basic evaluation 

                                                           
171 M. Gmytrasiewicz, Basic principles and regulations of accounting, Difin, Warsaw 2008, p. 47. 
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criteria as financial liquidity, profitability, and debt level. The high 

usefulness of this report in the evaluation of the current and perspective 

financial threat to an enterprise should be noted. The analysis of the asset 

dynamics in comparison to other economic categories (particularly 

income and the financial result) allows the evaluation of the changes in 

the effectiveness of property management (productiveness and 

profitability). Meanwhile, the asset structure determines the operating 

risk level and significantly conditions the financial liquidity of an 

enterprise. The liability structure allows the evaluation of the risk 

resulting from the debt of the enterprise. Indirectly, it gives information 

on the level of financial liquidity and creditability and credibility of the 

enterprise as a partner in economic relations with trading partners. The 

comparison of the asset and liability structure, defined as the horizontal 

balance sheet analysis or the analysis of the capital and property 

structure, is very useful in the evaluation of the current, and particularly 

the future, economic activity risk. This analysis is particularly significant 

from the viewpoint of the evaluation of the financial liquidity loss risk 

and allows the assessment of the current and future solvency of the 

enterprise. 

 

 

2.1.2. The identification of the operating risk of the enterprise on 

the basis of the balance sheet 

 

The operating and financial risk presented in the balance sheet 

prТЦКrТХв sТРЧТПТОs ЭСО НКЧРОr ШП ЭСО ОЧЭОrprТsО‟s ХШss ШП prШПТЭКЛТХТЭв, Т.О. 
the ability to generate profit, and financial liquidity, i.e. the ability to pay 

current liabilities
172

. The risk of losing profitability and financial 

liquidity is reflected in both the assets and the liabilities of the balance 

sheet (it is the effect of both operating and financial risk), but its highest 

                                                           
172 Many studies emphasise that profitability is only a condition of long-term enterprise solvency, 

while there is often a lack of correlation between profitability and financial liquidity in the short 

ЭОrЦ. SОО SЭępТОń K.Ś Profitability and solvency of enterprises, Difin, Warsaw 2008, p. 44-45.  

However, it should be noted that in many enterprises, particularly those with a short cycle of asset 

turnover, a sudden reduction in profitability quickly leads to the loss of solvency.  
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level of identification is based on the capital and property correlations, 

depicting the asset-financing strategy of the enterprise. The mode of 

asset financing unsuitable to the market conditions constitutes a great 

threat of losing solvency and may possibly lead to the bankruptcy of the 

enterprise.  

The risk is subjected to evaluation in the field of so-called horizontal 

and vertical balance sheet analysis, which covers the following 

fundamental analytical issues: 

 analysis of the asset structure and dynamics, with particular focus 

on the effectiveness of property management, operating risk resulting 

from the property structure and the liquidity of asset components 

associated with the possibility of exchanging them for cash to cover 

current liabilities, 

 analysis of the capital structure, primarily depicting financial risk, 

the independence of the enterprise and its trade and credit credibility; 

 analysis of capital and property relations, particularly from the 

ЯТОаpШТЧЭ ШП ЭСО “qЮКХТЭв” ШП ЦКЧКРТЧР ЭСО МЮrrОЧЭ МКpТЭКХ КЧН ЭСО МСШТМО 
of the correct turnover asset financing strategy commensurate with the 

current and future market-risk level. 

Property resources, and their size and structure, should correspond 

аТЭС ЭСО ЭвpО ШП КМЭТЯТЭв КЧН ЭСО ЦКrФОЭ НОЦКЧН ПШr ЭСО ОЧЭОrprТsО‟s 
products and merchandise. Ineffective asset management and improper 

structural relations comprise a significant cause of crises appearing in the 

operations of enterprises, leading to a gradual deterioration in their 

financial condition and often to bankruptcy. 

The risk related to the utilisation of the held assets can be 

synthetically ideЧЭТПТОН Лв ОЯКХЮКЭТЧР ЭСО ОЧЭОrprТsО‟s prШpОrЭв МСКЧРОs ТЧ 
comparison to the changes in sales income and generated profit. This can 

apply the model correlation, which should be preserved among the 

dynamics of the aforementioned economic categories of the enterprise, 

which is presented as follows in the event of their growth: 

 

                                     ∆A < ∆I < ∆P                                      (4) 

where: ∆ A – asset dynamics, 
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      ∆ I – income dynamics, 

      ∆ P – profit dynamics. 

The preservation of the above inequality arrangement signifies that 

the enterprise hosts intensive forms of management and growth in the 

basic indicators depicting the effectiveness of property utilisation, i.e. 

productiveness and profitability. The evaluation of such correlations of 

effectiveness is also significant in the case of various orientations of the 

changes to the analysed sizes, since the activity of an enterprise is often 

subject to a reduction in assets, income or financial result. 

A significant role in the effectiveness analysis of asset management is 

played by the recognition of their basic division into fixed and current 

assets. The former are stable, and in most cases do not show direct 

association with the production level (sales) in the short-term. 

CШЧМОrЧТЧР ЭСО МЮrrОЧЭ КssОЭs, ЭСОв КrО “spШЧЭКЧОШЮs”, Т.О. ТЧ МХШsО 
association with the production size. In typical situations, when the 

enterprises fail to fully utilise their production capacities, the growth in 

in income is not related to the need to increase the fixed-asset value, 

which further emphasises the importance of their full utilisation in the 

activity of the economic entity. 

The appearance of extensive management forms being reflected in 

deteriorating asset productiveness and profitability indicates a growth in 

ЭСО rТsФ ЭШ ЭСО ОЧЭОrprТsО‟s КМЭТЯТЭв. IЭs МКЮsОs ТЧМХЮНО ЭСО ПКМЭ ШП sЮППОrТЧР 
high non-usable costs

173
 related to the incomplete utilisation of fixed 

assets and the growing costs of freezing the capital in current assets, e.g. 

in provisions which are difficult to sell and invalid receivables. The 

growth in the costs of involving the property resources directly causes a 

drop in production profitability. In turn, extended turnover asset rotation 

cycles affect the limitation of the asset liquidity and increased risk of the 

enterprise losing solvency. 

The high operating risk of many enterprises results from the reduction 

in economic activeness and limitation of the production (sales) due to 

shrinking markets. The negative consequences of this situation can be 

                                                           
173 Fixed non-usable costs, also referred to as idle costs, are the result of unused production 

capacities. See A. Jaruga, P. Kabalski, A. Szychta: Management accounting, a Wolters Kluwer 

business publishing house, Warsaw 2010, p. 85. 
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experienced especially in those economic entities which involve modern 

fixed assets of high value, generating very high fixed depreciation costs, 

in their operations. In such cases, even a small reduction in production 

and sales may cause a high relative growth in costs falling to the 

production entity, and significant profitability deterioration. The measure 

of the associated risk is the sensitivity level of the operating profit 

changes to the sales income changes, defined with the operating leverage 

(DO), the dynamic depiction of which can be presented as follows: 

 

                                        DO = ∆Wo /∆S,                                     (5) 

                              

аСОrОŚ  ∆АШ – the pace of changes to the operating result, 

            ∆S – the pace of changes to sales income. 

The operating risk caused by the leverage effect is greatly influenced 

by the structure of the involved property, which finds direct reflection in 

ЭСО ОЧЭОrprТsО‟s ЛКХКЧМО sСООЭ. A ЯОrв ТЦpШrtant factor in the evaluation 

of this risk is the correlation between fixed and current assets. Fixed 

assets, mainly those of a tangible nature, generate high fixed costs, 

mainly depreciation costs, and have limited liquidity, i.e. the ability to be 

converted to cash for the potential payment of current liabilities. The 

higher their share in the company property structure, the higher the risk 

of profitability reduction and the loss of financial liquidity. This risk 

significantly grows under the conditions of deteriorating economic 

condition, a potential reduction in the income of many enterprises and 

the associated incomplete utilisation of the held production capacities.  

TСО ОЯКХЮКЭТШЧ ШП ЭСО ОЧЭОrprТsО‟s rТsФ КssШМТКЭОН аТЭС ПТбОН КssОЭs 
should also focus on the internal structure, which can be identified on the 

basis of the data contained in the additional notes and explanations to the 

balance sheet. In many enterprises, an important component of fixed 

assets is composed of long-term investments, particularly financial 

assets. For a long time, investment in such assets was not associated with 

high risk, and usually entailed more profit than the capital involved in 

the general operating activity of the enterprise. The financial market 
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crisis, which effected the large loss of value in the said assets, showed 

the high and continually growing risk facing the enterprises involving 

resources in such investments. The balance sheet of the enterprise 

presents the actual value of the financial assets, while the detailed data 

contained in the additional information allows the determination of their 

specific type, with consideration of the transferability (limited or 

immediate ability to sell). Therefore, based on balance sheet data, it is 

possible to evaluate the scale of the financial risk resulting from having 

such assets, with the potential synthetic measure of this risk being the 

share of long-term financial assets of total assets (external structure 

indicator), or their share of fixed assets (internal structure indicator). A 

significant difference in the financial analysis can also be made by the 

origin of the said assets (e.g. from associated entities) and the level of 

risk security resulting from the utilisation of the so-called derivatives
174

. 

Current assets are closely associated with production volume, which 

means that their size can be formed in a flexible manner and adapted to 

ЭСО ОЧЭОrprТsО‟s ХОЯОХ ШП ОМШЧШЦТМ КМЭТЯОЧОss. TСОв СКЯО СТРС ХТqЮТНТЭв, 
meaning that they can be quickly cashed in order to pay current 

liabilities. Particularly high liquidity is associated with pecuniary assets, 

receivables have a slightly lower liquidity, while  inventory takes a 

relatively long time to transform into monetary resources. 

Based on the current assets presented in the balance sheet of the 

enterprise, financial liquidity loss risk analysis can apply such basic 

rКЭТШs Кs ЭСО ХОЯОХ ШП ЭСО ОЧЭОrprТsО‟s МЮrrОЧЭ КssОЭs, Т.О. ЭСОТr sСКrО ШП ЭШЭКХ 
property (external structure indicators) or the share of components with 

diverse liquidity level to total current assets (internal structure 

indicators). The high risk of losing financial liquidity is associated with a 

low share of current assets in the property of the enterprise, particularly 

in their most liquid components, i.e. short-term liabilities and financial 

assets. In this case, the information included in the additional notes and 

explanations to the balance sheet can be very useful, being an important 

                                                           
174 In order to prevent risk resulting from, e.g., changes in the market value of financial assets, 

interest rates, or currency rates, it is possible to use the so-called derivative instruments, including 

the following: option contracts, futures and forward contracts, and swap contracts. Information on 

financial instruments and applied preventions are contained in the additional notes and explanations 

to the balance sheet. See Risk management. A collective work edited by K. Jajuga. PWN Scientific 

Publishing, Warsaw 2009, p. 71-73. 
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element of additional information. They can serve as the basis for 

determining the internal structure of provisions, liabilities and short-term 

investments, while the following show a significant risk of losing 

financial liquidity: 

 a high share of provisions with a limited ability to be cashed in, 

including the provisions in the initial stage of the turnover cycle 

(materials, products in progress) and inadequate provisions (useless and 

excessive); 

 a high share of short-term liabilities with a relatively long 

collection cycle (e.g. above 6 months, or above one year), including 

invalid liabilities according to payment deadline delays, which were 

provided with updating deductions; 

 a high share of financial assets with longer incidence periods and 

limited saleability in short-term investments. 

The evaluation of the operating risk of an enterprise conducted on the 

basis of the formation of selected asset structure components can be both 

dynamic and static. Dynamic depiction is associated with the ability to 

compare changes over time which occurred in the examined economic 

entity during the analysed turnover year. Meanwhile, static evaluation 

involves the comparison of the asset structure indicators of the examined 

enterprise with the parallel indicators of competitive economic entities or 

average sizes in the field, which results from the great diversity of the 

property structures in the section of individual professions and types of 

conducted activities
175

. 

The data included in the balance sheet liabilities allows the general 

ОЯКХЮКЭТШЧ ШП ЭСО ОЧЭОrprТsО‟s ПТЧКЧМТКХ rТsФ. TСО ПТЧКЧМТЧР sШЮrМОs of the 

ОМШЧШЦТМ ОЧЭТЭв‟s КssОЭs КrО ОqЮТЭв КЧН ОбЭОrЧКХ МКpТЭКХ. EqЮТЭв МКpТЭКХ Тs 
a stable component of liabilities, while their large share in total capital 

guarantees the return of the involved means to the current and potential 

creditors and affects the reduction in the risk of losing financial liquidity. 

The internal structure of equity capital is also important, e.g. the high 

                                                           
175 And so, e.g. in trade, the property structure is dominated by current assets, while production 

activity has a decisive advantage in fixed assets. There is also a large visible diversity of these 

correlations within the production activity itself. There is a particularly high share of fixed assets in 

heavy industry enterprises with high capital consumption, while their relatively low share is 

characteristic of labour-consuming industrial fields. 
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share of reserve capital and profit indicates the ability to secure the risk 

in the potential future deterioration of the results and the high self-

financing potential of the enterprise. Meanwhile, the use of external 

financing sources is associated with the danger of failing to pay debts in 

time. In this case, the internal debt structure also has great meaning, 

since the risk associated with having liabilities with short-term 

requirements is higher than that of long-term liabilities with relatively 

distant payment deadlines, considered as stable financing sources along 

with equity capital (so-called fixed capital). 

The indicators depicting the share of equity and external capital in the 

ОЧЭОrprТsО‟s КssОЭs КЧН ЭСО rОХКЭТШЧs ШП ПТбОН МКpТЭКХ КЧН sСШrЭ-term 

liabilities to total assets allow the general evaluation of the potential risk 

of losing financial liquidity. The synthetic indicators of the capital 

sЭrЮМЭЮrО НОpТМЭТЧР ЭСО ХОЯОХs ШП ЭСО ОЧЭОrprТsО‟s sОХП-financing and total 

debt are often compared to commonly-accepted standard values
176

. The 

indicators achieved by the competition and the average professional 

values are also useful sources for comparisons. 

 Much as in the case of assets, the additional notes and explanations 

to balance sheet liabilities are very useful in the evaluation of the 

financial risk, as they allow us to see the content and structure of 

individual capital components. In this case, the risk is potentially 

signalled by the following: 

 a high amount and share of liabilities from issued debt securities, 

the payment of which (with interest) falls to the next reporting periods;  

 a high level and share of financial liabilities resulting from the 

need to cover credit payments (and interest from these credits), 

particularly short-term, and those granted in foreign currency, thus 

additionally threatened by the fluctuations in interest rates; 

 a high share of trade liabilities, including those payable in the 

short-term and the invalid;  

                                                           
176 These standards are estimates, hence the lack of unity in this area. For example, in the opinion of 

M. Jerzemowska, a safe level of debt is a situation when the assets are at least twice as high as the 

external capital (the total debt indicator does not exceed 50%). See M. Jerzemowska: Evaluation 

methods and approaches to financial independence and debt. [in:] An analysis of financial 

reporting in an enterprise. ed. W. Skoczylas. Association of Accountants in Poland, Warsaw 2009, 

p. 256. In turn, according to E. Nowak, a safe level of this factor is between 57 and 67%. See E. 

Nowak: Analysis of financial reports, PWE, Warsaw 2005, p. 223.  
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 the presence of significant amounts of conditional liabilities, 

including those granted for guarantees and warranties. 

The use of external capital, particularly those associated with high 

fiЧКЧМТКХ МШsЭs, МКЮsОs К sТРЧТПТМКЧЭ РrШаЭС ТЧ ЭСО ОЧЭОrprТsО‟s 
profitability dependency on the fluctuations in the economic situation. 

This results from the action of the so-called financial leverage, 

interpreted as the sensitivity of equity capital profitability changes to the 

changes of operating profit
177

. The indicator of this leverage (DF) in a 

dynamic depiction can be presented with the following formula: 

 

 

     DF = ,
Δ

Δ
Zo

Rkw

               
 

where:   Rkw – growth in equity capital profitability, 

         Zo –  relative growth in operating profit. 

   The financial leverage enforces the action of the aforementioned 

operating leverage, meaning the accumulation of risk, and ultimately 

finds reflection in the so-called combined leverage (DP), which is the 

product of the operating and financial leverages, as depicted in the 

formula below: 

 

     

       DP = 
S

Z

Δ
oΔ

,DF  DO=
Δ

Δ
Zo

Rkw

               
 

 

In the face of the recently growing crisis, which finds reflection in the 

reduction in demand, many enterprises are forced to limit, stop or 

discontinue production and abandon investments begun earlier. 

Therefore, the presented leverage mechanism shows a particularly high 

risk of the deterioration of the financial situation in the entities with a 

high level of asset immobilisation and with high debt. Thus the share of 

                                                           
177 M. SТОrpТńsФК, T. JКМСЧКŚ The evaluation of enterprises according to global standards. Issue III. 

PWN Scientific Publishing, Warsaw 2005, p. 315.  

      (6) 

      (7) 
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fixed assets and external capital in the assets determined on the basis of 

the balance sheet data can be assumed as synthetic measures of risk, 

which will soon become a significant factor determining the activity of 

many economic entities.  

The most significant aspect of enterprise activity risk analysis on the 

basis on balance sheet data is the evaluation of the capital and property 

relations, referred to as the analysis of the balance sheet level. In this 

analysis, the most important financial hazards of an enterprise can be 

identified by analysing the following: 

 the formation of fundamental balance sheet regulations; 

 net current capital (working capital) in a static and dynamic 

depiction; 

 balance sheet indicators of financial liquidity, indicating coverage 

level liabilities with current assets. 

The basic balance sheet regulations allow the verification of the 

“РШХНОЧ ПТЧКЧМТЧР” rЮХО. TСТs rЮХО sЭКЭОs ЭСКЭ МКpТЭКХ МКЧЧШЭ ЛО ЛШund to a 

given asset for a longer period than that of the said capital remaining in 

the enterprise
178

. Therefore, it indicates that the assets involved for long 

periods should have stable financing sources, while the financing source 

for current (variable) assets can be constituted by short-term liabilities. 

Obedience to the aforementioned financial rule influences the limitation 

ЭШ К ЦТЧТЦЮЦ ШП ЭСО ОЧЭОrprТsО‟s rТsФ ШП ХШsТЧР ПТЧКЧМТКХ ХТqЮТНТЭв. 
The golden financing rule is reflected e.g. in the correlations among 

the selected components of assets and liabilities, referred to as the 

“РШХНОЧ КЧН sТХЯОr” ЛКХКЧМО sСООЭ rЮХОs. TСО ПШrЦОr НТМЭКЭОs ЭСКЭ ПТбОН 
assets, which include fixed (noncurrent) assets and trade receivables with 

incidence deadlines above 12 months be covered with equity capital. The 

second, more liberal rule speaks of the need to finance the fixed assets of 

the enterprise with fixed capital, which includes equity capital and 

external long-term capital. The above rules can be presented in the 

following formulas: 

 

                                                           
178 A. Niemiec: The initial evaluation of the financial results and financial position of an enterprise. 

[in:] An analysis of financial reporting. Collective work edited by W. Skoczylas. Association of 

Accountants in Poland, Warsaw 2010, p. 179. 
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      - the golden balance sheet rule:               ≥ 1 

     

      - the silver balance sheet rule:                 ≥  1 

 

where:   KКpТЭКł аłКsЧв - equity capital; 

               AФЭваК sЭКłО - fixed assets. 

The aforementioned balance sheet rules can be directly calculated on 

the basis of balance sheet data. Indicators much smaller than one show a 

significant risk of losing financial liquidity, while those greatly 

exceeding this value signal the so-called financial hyper-liquidity. Both 

cases signify a high risk to the enterprise. In the first situation, there can 

be potential payment difficulties resulting from the shortage of funds for 

the payment of current liabilities. The second may result from the 

ineffective management of current assets, which finds reflection in the 

excessive states of provisions or very long cycles of collecting 

receivables from the recipients, and has a negative impact on the 

profitability of the enterprise.  

The two presented fundamental balance sheet rules (golden and 

silver) are very general, since they do not recognise the detailed structure 

of current assets, which can be divided into fixed and variable 

(spontaneous). This has major significance primarily in production 

enterprises, where the satisfaction of the golden financing rule requires 

the involvement of significant fixed capital in the financing of the stable 

part of the current assets. This condition can be presented as follows:     

 Equity capital + external long-term capital; 

 Fixed assets + long-term current assets. 

Fixed-capital financing current assets is referred to as net current 

capital or working capital. This capital plays a vital role in the enterprise, 

since it influences limitation on the risk of losing financial liquidity. 

However, in reality it is very difficult to determine the long-term 

financing of current assets, particularly in retrospective analyses, as it 

requires detailed data from the accounting records which are not 

contained in the annual financial report. Due to this, it is possible to 
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apply estimation methods for determining the demand for working 

capital, e.g. by defining them as a normative relation in respect to the 

current assets with limited financial liquidity, i.e. provisions and 

liabilities or net sales income
179

. 

A more detailed method for estimating the demand for net current 

capital is based on the recognition of the internal structure of current 

assets and current liabilities from the viewpoint of their correlation with 

the operating activity of the enterprise. In this case, it is necessary to 

divide the current assets and current liabilities into operating - i.e. those 

directly associated with the basic (statutory) activity of the enterprise - 

and non-operating
180

. The demand for working capital (DWC) 

МШrrОspШЧНs ЭШ ЭСКЭ pКrЭ ШП ЭСО ОЧЭОrprТsО‟s ШpОrКЭТЧР МвМХО, аСТМС Тs ЧШЭ 
financed by contractual partners and thus requires the involvement of 

additional financing sources, particularly fixed capital (long-term equity 

and external): 

 

 DWC =  Operating current assets – Operating current liabilities,     (8) 

 
In the field of the evaluation of net current capital, the balance of net 

liquidity (BNL) is also determined, as it is the difference between non-

operating current assets and non-operating current liabilities: 

 

SPN = Non-operating current assets – Non-operating current liabilities,  (9) 

 

Therefore, the net current capital of an enterprise (CCE) can be 

presented as the sum of the demand for this capital and the balance of the 

net liquidity. The presented method for determining the demand for 

working capital assumes up front that the current liabilities constitute a 

safe source of financing the turnover cycle, which is not always the case. 

                                                           
179 It is often assumed that a good condition in turnover asset financing produces a situation when 

the net current capital is equal to one half of the provisions and receivables, or allows the financing 

ШП ЭСО ЭЮrЧШЯОr НЮrТЧР К pОrТШН ЛОЭаООЧ 1 КЧН 3 ЦШЧЭСs. SОО T. АК ЧТОаsФТŚ Financial analysis in 

enterprises, the Foundation for Accounting Development in Poland, Warsaw 1997, p. 322. 
180 Operating current assets cover provisions, receivables and short-term prepayments, so are of a 

non-monetary nature. Current operating liabilities include all short-term liabilities with the exception 

of credits and loans, liabilities and debt securities .      
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Therefore, from the viewpoint of limiting the risk of losing financial 

liquidity, it is recommended to have a certain surplus of working capital 

exceeding the demand established in this manner, as a special security 

buffer in the case of a lack of synchronisation between the deadlines and 

the amounts of the collection and obligation payments of the enterprise. 

Thus, it is possible to assume that the surplus of working capital 

exceeding the demand and a positive net balance of financial resources 

guarantee the financial security of the enterprise, while a shortage of 

working capital and a negative balance of financial sources are a sign of 

elevated risk of financial liquidity loss. 

TСО rТsФ КЧКХвsТs ШП ЭСО ОЧЭОrprТsО‟s ШpОrКЭТШЧs ШЧ ЭСО ЛКsТs ШП ЭСО 
formation of working capital can also be conducted in a dynamic 

depiction. In this case, the changes in the net current capital should be 

commensurate with the changes in the income and the demand for the 

said capital. In order to limit the risk of losing financial liquidity, it is 

recommended to attempt to preserve the appropriate correlations among 

the dynamics of the three discussed economic categories in order to 

continuously maintain a positive balance in the net financial resources, 

i.e. the surplus of the working capital exceeding the defined demand for 

this capital. The failure to preserve adequate proportions in this field 

leads to crises in the operations of the enterprise, which are reflected in 

large shortfalls in the working capital. The source of these crises is 

inadequate management of the current capital, which indicates an 

increasingly slower turnover of provisions and an extended cycle of 

collecting receivables, or shorter cycles for payments of current 

liabilities in the conditions of growing sales income, requiring the 

involvement of additional capital to finance the operating cycle
181

. 

Another significant element in the synthetic analysis of the risk of 

losing financial liquidity by an enterprise on the basis of horizontal 

associations in the balance sheet is the analysis of the fundamental 

indicators of financial liquidity. They are calculated as the correlations of 

the current assets or their components towards current liabilities. The 

                                                           
181 The main types of crises identifiable on the basis of the dynamic analysis of the balance and the 

profit and loss account, including those resulting from mistakes in managing the current capital, are 

ОбЭОЧsТЯОХв НТsМЮssОН Лв S. RвżОаsФК. SОО S. RвżОаsФКŚ Bank analysis of enterprises for the 

purposes of evaluating credit risk. Edition II. Twigger, Warsaw 1997, p. 149-155. 
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main balance sheet indicators of financial liquidity include the following: 

the current liquidity indicator (relation of current assets to current 

liabilities), the quick liquidity indicator (relation of short-term 

receivables and short-term investments to current liabilities), the cash 

liquidity indicator (relation of pecuniary assets to current liabilities). In 

this case, the risk evaluation is based on the comparison of the calculated 

indicators with the standard values with simultaneous recognition of the 

differences resulting from the specifics of the conducted activity
182

.  

The discussed basic structural relations in the balance sheet 

(concerning assets, liabilities and mutual capital and property relations) 

КХХШа ЭСО ОЯКХЮКЭТШЧ ШП ЯКrТШЮs КspОМЭs ШП ЭСО ОЧЭОrprТsО‟s ШpОrКЭТЧР rТsФ. 
In a synthetic way, they allow the determination of the strategy of 

financing current assets realised by the enterprise, which can be defined 

Кs ЭСО “КssЮЦpЭТШЧ ШП К spОМТПТМ МШЦposition of the sources of their 

coverage, which can be composed of almost exclusively fixed capital, 

appropriate proportions of fixed and short-term capital, or exclusively 

short-ЭОrЦ МКpТЭКХ”183
. 

The theory of financial management distinguishes three classic types 

of asset-financing strategies, i.e. conservative (preservative), moderate 

and aggressive (dynamic). They are associated with the method of 

financing current assets, which greatly influence the payment ability of 

an enterprise, so they are often referred to as the financial liquidity 

strategy of the enterprise. A conservative strategy is when the enterprise 

has a relatively high level and high liquidity of current assets, a large 

share of equity and fixed capital in the capital structure, a large surplus 

of working capital in relation to the demand, while the fundamental 

indicators of financial liquidity are much higher than the defined 

standards. The risk of losing financial liquidity is low, since there is a 

low level of dependence on the fluctuations in the short-term financing 

sources. Due to the high capital cost and failure to utilise the potential 

financial level effect, this strategy has low equity-capital profitability, 

                                                           
182 Professional literature usually lists the optimal sizes of the current liquidity factor as between 1.5 

and 2.0 and of the quick liquidity factor as between 1.0 and 1.3. Among others, see E. Nowak, op. 

cit., p. 195-196. However, the specificity of certain types of activity can affect significant deviations 

in the enterprise indicators from the provided standards (e.g. in trade, due to the large scope of 

financing with the merchant credit, these indicators can be significantly lower). 
183 А. BТОń, The Management of enterprise finances, Edition VIII. Difin, Warsaw 2005, p. 194. 
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which reduces the competitiveness of the enterprise in the long run. 

A moderate strategy has an average level of most of the 

aforementioned structural indicators and satisfies the highest grade of the 

golden rule of financing, which speaks of adapting the deadlines of 

involving capital and assets. Therefore, the stable part of the current 

assets finds coverage in fixed capital, while the variable is financed with 

short-term liabilities (mainly trade and bank credits) which are a 

relatively less expensive financing source than fixed capital. The risk of 

losing financial liquidity is moderate, which is also conditioned by the 

flexibility in obtaining the financing sources. The lower capital cost and 

partial use of the positive financing leverage effect assure much higher 

profitability of the involved capital in comparison to the conservative 

strategy. An aggressive strategy, under which the balance sheet structural 

indicators are much lower than the average professional levels and 

binding standards, is a departure from the golden rule of financing and 

aims to achieve the highest financial profit associated with heavy 

involvement of short-term capital with low acquisition costs. The 

enterprise realising this strategy attempts to use the financial-leverage 

effect at the maximum level. In this strategy type, all current assets and 

even some of the fixed assets have short-term financing sources. The risk 

of losing financial liquidity is very high and every fluctuation in the 

short-term obligation level can have a negative effect on the activity of 

the enterprise. This is a very dangerous strategy, usually judged 

negatively by creditors. 

The selection of a specific asset financing strategy is a compromise 

ЛОЭаООЧ ЭСО ОЧЭОrprТsО‟s НrТЯО ЭШаКrНs ЭСО КМСТОЯОЦОЧЭ ШП ЦКбТЦКХ 
profitability, with the simultaneous limitation to a minimum of the risk 

of losing payment liquidity. The selection of the optimal method of asset 

financing should consider both the aforementioned regulations and 

standards on the formation of optimal capital and property correlations in 

typical (average) management conditions, and the external conditions of 

ЭСО ОЧЭОrprТsО‟s КМЭТЯТЭв, ТЧПХЮОЧМТЧР ЭСО spОМТПТМ (СТРС Шr ХШа) ЦКrФОЭ 
risk. This risk is particularly high in those professions and types of 

economic activity which have high capital consumption, large 

fluctuations in the economic conditions, strong market competition and 
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rapid technological and product transformations
184

. In this case, it is 

justified to choose the conservative strategy, oriented towards limiting to 

К ЦТЧТЦЮЦ ЭСО ОЧЭОrprТsО‟s rТsФ ШП ХШsТЧР ПТЧКЧМТКХ ХТqЮТНity. In turn, the 

entities operating in the sectors with low market risk, a stable financial 

situation, a high level of income and high flexibility in obtaining 

alternative financing sources are able to realise the aggressive strategy, 

oriented to the achievement of high profitability. The evaluation of the 

asset financing strategy and its relevance towards the market risk can be 

considered as one of the most important areas in the evaluation of the 

financial hazard level of enterprises. The possible link between the 

turnover asset financing strategy realised by the enterprise and the level 

of the market risk are presented in Figure 18. 

     Market risk 
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Fig. 18.   The correlation between the property financing trategy and the 

market risk of an enterprise 

Source: Own study.  
The optimal financing strategies, which ensure a satisfactory income 

with an acceptable risk level, are located on the diagonal of the figure 

and indicate the plausibility of selecting the following: 

 an aggressive strategy with low market risk; 

 a moderate strategy in the conditions of typical market risk; 

 a conservative strategy with high market risk. 

In other cases, there is a great danger of losing financial liquidity or 

profitability, which in time can lead to the enterprise going bankrupt. The 

cases when the enterprise realises an aggressive strategy of asset 

financing with a high market risk or a conservative strategy in the 

conditions of low risk are considered particularly dangerous.  

In order to define the type of strategy for financing current assets 

realised by a given enterprise on the basis of the balance sheet, it is 

possible to use the aforementioned criteria applied in the field of vertical 

and horizontal balance sheet analyses, i.e.
185

: 

 the operating risk and asset liquidity resulting from the asset 

structure of the enterprise; 

 the financial risk associated with the capital structure of the 

enterprise; 

 the influence of the financial leverage on the profitability of the 

enterprise; 

 the level of realising the basic balance sheet rules resulting from 

the golden financing rule; 

 the level of the balanced indicators of financial liquidity;  

 the size and structure of the working capital. 

In analysing the basic indicators profiling the listed criteria and 

defining the asset financing strategy, the point of reference can be the 

                                                           
185 The listed criteria are recognised by the concept of managing financiaХ ХТqЮТНТЭв ТЧ ЭСО “ТЧМШЦО - 
rТsФ” НОpТМЭТШЧ prОsОЧЭОН Лв D. АęНгФТ. TСТs sЭЮНв КХsШ НТsМЮssОs ЭСО prКМЭТМКХ аКв ШП НОПТЧТЧР ЭСО 
sЭrКЭОРв rОКХТsОН Лв КЧ ОЧЭОrprТsО. D. АęНгФТŚ Strategies for the financial liquidity of enterprises. 

KrКФяа EМШЧШЦТМ PЮЛХТsСТЧg House, 2002, p. 120-169. 
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commonly-binding standards or typical (average) values in the field 

represented by the enterprise. 

The evaluation of the external conditions of the operations of 

enterprises should note the fact that the greatest threat to the functioning 

of the economic entities within the competitive market economy is the 

reduction in income from sales and the accompanying incomplete 

utilisation of the production capacities. The relative rise in the fixed costs 

resulting from the reduction in the scale of operations and the utilisation 

of external financing sources produces a significant deterioration in the 

financial results with a relatively low drop in turnover due to occurrence 

of the previously-discussed negative operating and financial leverage 

effect. Due to this, the level of market risk can be defined on the basis of 

quantitative measures characterising the instability of income or the 

operating profit of the enterprise
186

. The evaluation of the level of this 

risk cКЧ КХsШ ЛО КППОМЭОН Лв ЭСО “qЮКХТЭКЭТЯО” КЧКХвsТs ШП ЭСО ОбЭОrЧКХ 
conditions of the enterprise operations, particularly the intensification of 

the competition in their nearest surroundings, which are determined by 

the following
187

: 

 the threat from new companies which might enter a given industry 

(sector); 

 the bargaining force of the buyers; 

 the threat from goods/services substitutes; 

 the bargaining force of the suppliers; 

 the competition among the companies existing within the industry. 

The Accounting Act and the International Financial Reporting 

Standards do not currently foresee the creation of special reports 

revealing the risk level of the  economic activity conducted by 

enterprises. Current financial reporting only allows limited identification 

of the risk, while the most information on the subject is contained in the 

                                                           
186 Using the data from several reporting periods, this risk can be measurably defined by popular 

statistical measures, e.g. standard deviation or the variability factor. The quantitative evaluation of 

the market risk accompanying the operations of a specific enterprise can also apply professional 

periodical analyses, which include short-term projections of the macroeconomic situation and the 

investment attractiveness of individual sectors. 
187 This is the so-МКХХОН PШrЭОr‟s ПТЯО ПШrМes model, frequently used in the strategic analysis of 

enterprises. See M.E. Porter: The strategy of competition. Methods of analysing sectors and 

competitors. PWE, Warsaw, 1992, p. 21-60. 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

235 

balance sheet of the enterprise, with additional notes and explanations, 

composing the so-called additional information. Regardless of the fact 

whether the balance sheet is created according to the Accounting Act or 

the International Financial Reporting Standards, its content and 

analytical value are similar, which indicates that most of the enterprises 

which have been obliged to create reports according to international 

standards attempt to preserve an arrangement similar to the previous one, 

which allows the comparison of data in longer time sections. 

The initial balance sheet analysis, covering the evaluation of asset 

structure and dynamics, the analysis of the liability structure and the 

analysis of the capital and property correlations, allows the identification 

of various aspects of operating and financial risk, which constitute a 

hazard to the operations of the enterprise. The signals coming from the 

initial balance sheet analysis can have great significance in risk 

management, particularly in conditions of a potential reduction in 

economic activeness and a deterioration of the financial results and the 

condition of many enterprises. In order to minimise risk, it is 

recommended to pay particular attention to improving the effectiveness 

of asset management, the need to optimise the asset and liability 

structure and the selection of the strategy of financing the property of the 

enterprise commensurate with the current and future level of market risk. 

The usefulness of the balance sheet analysis in the evaluation of the 

financial risk to an enterprise greatly depends on the credibility of its 

information. Its quality is much influenced by the balance sheet policy, 

which is often oriented towards the realisation of particular objectives of 

an enterprise and does not favour its actual financial situation. Due to 

this, the verification of the data included in the financial reports with 

МШЧsТНОrКЭТШЧ ШП ЭСО pШЭОЧЭТКХ КЛТХТЭв ЭШ “МrОКЭО” КММШЮЧЭТЧР Нata is very 

significant in the balance sheet analysis process. 

 

 

2.2. THE ANALYSIS OF ENTERPRISE’S FINANCIAL 
STATEMENT ACCORDING TO THE BALANCE DATA  

 

2.2.1. The analytical information utility: aspects of the theory 
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The transition to a market economy in Ukraine, the adaptation of any 

management systems level to the demands of competitive environment 

requires adjusting and supporting of qualitative management. Thereby 

the functional burden on economic analysis increases. The emerging 

problems solution is impossible without specifying its functional 

qualities considering the market economy laws and modern economic 

theories. The economic analysis as a functional system has certain 

properties and is based on the market economy laws effect. One of the 

fundamental concepts which form the market relations is the utility 

theory. 

The well-known scientists in microeconomics Robert S. Pindyck and 

Daniel L. Rubinfeld consider utility as the level of satisfaction that a 

person gets from consuming a product or a class of activities (Pindyck, 

Rubinfeld, 1996). As you know, the market relations enforce goods, 

works and services users to choose among them more suitable to their 

needs on condition of limited resources. In the market conditions the 

economic analysis and its product as an analytical information also has 

its utility for both management subjects and other concerned parties - 

governmental and nongovernmental institutions, political parties, 

shareholders, the media, competitors, business partners, members of the 

stock, insurance and other financial markets. Therefore, a necessary 

element of the theoretical and methodological improvements of 

economic analysis functional qualities in the market economy is the 

consideration of the utility theory as concerns the analytical information. 

We consider the analytical information utility to be determined as the 

prШЯТsТШЧ ШП ЮsОrs‟ ПЮЧМЭТШЧКХ ЛОЧОПТЭs ПrШЦ ТЭs ЮsТЧР. 
The relevance of the analytical information utility is also explained 

by the Coase theorem as follows - the most important in the modern 

economy resources allocation are the transaction costs, a significant part 

of which represent the cost of finding and obtaining of economic 

information. Therefore, the benefits on the global and national level will 

have the analytical information consumers who have knowledge about 

its utility and will be able to implement it in practice. 

A system approach to the investigation of analytical information 

utility subsystem involves consideration it as a part of the total 
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subsystem of the management utility in geneneral. The economic 

analysis utility subsystem particularity is that it is structurally and 

logically linked to other subsystems and includes the universal utility 

quality characteristics, common to all sub-systems, as well as the 

specific, peculiar only to her. The most informational interrelated in the 

management system are the analysis and accounting functions. The less 

diversified is the list of institutionally regulated economic information 

utility quality characteristics of accounting and reporting subsystems, as 

well as management. At the same time the subsystem of analytical 

information utility based on accounting and reporting data provides the 

application of accounting information utility qualitative characteristics 

(but relative to the other information base), exactly the 

representativeness (of full disclosure). 

In the accounting and reporting this qualitative characteristic provides 

for securing the maximum possible information associated with primary 

and secondary observations and reporting. In economic analysis the 

qualitative characteristics of representativeness predetermines the 

necessity for full data disclosure of accounting, as well as information of 

internal business management, planning and regulation subsystems. 

The system of economic information utility management for making 

decision provides for direct and inverse information links within the 

relevant subsystems. In this way the regulation of qualitative 

characteristics of economic information utility in the accounting, 

КЧКХвsТs КЧН ТЧЭОrЧКХ ЦКЧКРОЦОЧЭ‟s sЮЛsвsЭОЦs КЧН ЭСОТr ПЮЧМЭТШЧКХ 
qualities increasing are carried out. The economic information quality is 

provided by compliance with confessed as objectively necessary for 

management subjects utility qualitative characteristics considering the 

requirements of the Law of Ukraine "On Accounting and Financial 

Reporting in Ukraine." 

The Board on the development of U.S. Financial Accounting 

Standards (Financial Accounting Standards Board) proposes to induce 

the qualitative characteristics that determine the information utility: 

relevance, timeliness, clarity, authenticity, neutrality, representativeness 

(Hendrix, Van Breda, 1997). 

For the purpose of caution the stock market participants financial 

risks, the State Commission on Securities and Stock Market of Ukraine 
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provides for compliance with a much more information utility qualitative 

characteristics (GKTSPFRU, 2001) for exactly: relevance, clarity, 

authenticity, comparability, periodicity and functionality. 

The Russian economists A.D.Sheremet V.P.Suyts (Sheremet, Suyts, 

2001) assume that the most important information utility characteristics 

are: relevance, authenticity, neutrality, representativeness, comparability, 

essentiality and truthfulness [210]. 

The priorities of the analytical information utility can vary and 

depend on the economic policy nature, the needs of the strategic and 

ongoing management of business entities, the management personnel 

motivation, the limited resources grade and the other factors. The 

essentiality considered to be the other analytical information utility 

regulator.  

The maximum analytical information utility level for the management 

process can be achieved by all features simultaneous implementation. 

However, taking into consideration the entities marginal resources an 

important limiting factor for maximizing the utility function is the 

information use effects exceeding over its management process ensure 

expenses. 

As an economic analysis subsystem directly generates the necessary 

information for management decision-making the requirements to the 

functional information quality produced by it should be more detailed 

and cover the utility features necessary and sufficient for the 

management process. The most important of them are the authenticity 

and essentiality.  

The analytical information utility can be classified by types: social, 

collective and personal. The social analytical information utility is 

obtained by compliance of all possible economic information qualitative 

characteristics: relevance, the information use effects exceeding over its 

management process ensure expenses, continuity, suitability for 

automating data processing, timeliness, clarity, authenticity, efficiency, 

neutrality, representativeness, comparability, essentiality, truthfulness, 

periodicity, availability, functionality, transparency. Social utility is 

determined by the state institutions at each stage of the society 

development. In Ukraine they include the Ministry of Finance first of all. 
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The collective (corporate) information utility is regulated by the 

owners and by the top management of the entity. The individual 

analytical information utility is generated by users deterministically. The 

total utility analytical information is the result of combining the social, 

collective and individual utilities. However, depending on the level the 

utility is determined of the different association of its types are possible. 

For example, at the micro-level the selection priorities of most important 

analytical information utility quality characteristics are determined by 

the individual and collective (corporate) motivation. At the meso-level, 

the local РШЯОrЧЦОЧЭ‟s level, the analytical information utility system 

should consider both social and collective economic interests. 

The total analytical information utility importance varies depending 

on: 

 the chosen strategy of the company; 

 a combination of (parts of) the separate costs related to the fixed 

and variable associated with economic analysis supporting and holding; 

 the identifying demands for the economic analysis organization; 

 the resources limitation in time and by volume; 

 the stakeholders motivation and behavior type; 

 the scientific and technological progress and the innovation 

processes of economic information formation, processing and use 

associated with it; 

 the external environment uncertainty level; 

 the risks (operational, financial, etc.) realization degree. 

The analytical information utility as an information management 

system service subsystem is subordinated to the regularities: 

 Each analytical information qualitative characteristic has its social, 

collective and individual utility. They can be deliberately defined to 

ensure the management systems subjects needs; 

 The social analytical information utility can be determined by 

means of the additive method and provides the maximum expenses to get 

it. It is regulated by state and non-state institutions by implementing the 

appropriate analysis methods; 
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 Regulation of the analytical information utility qualitative 

characteristics can be both external and internal in relation to the 

business entity; 

 The lack of the accounting and analytical information utility 

quality characteristics management, neglect or conscious rejection of any 

of them for economic or other reasons could result eventually a 

deterioration estimates and / or inaccuracy; 

 The separate management entity can determine the benefits of 

each analytical information utility component individually and set the 

priority order. 

The existence of this property of the subsystem utility determines the 

user alternative availability to choose the one or the other priority 

characteristics, such as representativeness or relevance. This approach is 

essentially behavioral and determines to a certain extent the management 

subject motivation. 

Organization of selection process of analytical information utility 

qualitative characteristics can be done with the expert assessments and 

SWOT - analysis use. The business entity scenarios and management 

policy type have to be considered. The economic analysis social utility 

should be provided by a scientific approach. It is implemented in the 

analysis methodology and organization. The state institutions practical 

approaches to the economic analysis in Ukraine are determined by the 

Ministry of Finance, Ministry of Economy of Ukraine, the State Property 

Fund of Ukraine, other ministries, departments and agencies. 

The patterns of analytical information utility subsystems development 

can be described by such laws of the systems development: cyclical 

development; systems evolutionary enhancements descending efficiency 

law; transition to a low operational process law; increasing of systems 

complexity law (Lyubushin, 1999). At the same time the functional 

relationship of scientific and practical economic analysis approaches 

need to take into consideration the impact on the utility qualitative 

characteristics theory and practice progress application by the relevant 

economic theories, laws, and regularities: 

 the marginal utility conception (marginalism) (1871, 1874); 

 the Hiks general equilibrium intertemporal model (1939); 

 the game theory (1944); 
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 the Neumann-Morgenstern expected utility theories (1947); 

 the consumer behavior and demand theory; 

 the Milton Friedman and L. Savage utility analysis choosing 

among involved risk alternatives (1948); 

 the J. Stigler economic information theory (1961); 

 the Kahneman D. - A. Tversky perspective theory (1979). 

Using or misusing of these or other quality characteristics in the 

external and internal environment results the analytical asymmetric 

information. It is possible to neutralize or to minimize the losses 

associated with analysis asymmetric information by the regulating of its 

utility identifying quality characteristics for the relevant users. Also the 

other possibility can be provided by increasing the analytical processing 

level and by application of more complementary economic analysis 

types based on its functions. The analytical information utility qualitative 

characteristics are needed not themselves but as a necessary condition for 

the harmonization of the economic analysis methodology and practice to 

the market relations regularities. Such a conceptual approach allows for 

an efficient implementation of the economic analysis functions according 

to the requirements of management subjects and stakeholders as an open 

system type. 

 

 

2.2.2 The financial status conception, its assignments and 

informational base 

 

 

The economy effective functioning is possible due to financial health 

of business entities. For this purpose the enterprise management must 

periodically estimate its financial statement. The financial statement 

regular control will provide managers with the valuable information on 

events that have occurred, are occurring and will occur. It will allow 

selecting the activity current and potential problems, and also to take the 

complex of measures for elimination the problem moments and even to 

prevent them.  

The results of such analysis may be used by some of external users: 

suppliers, customers, competitors, public accountants, bank institutions, 
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tax organs, insurance companies, investors (including potential), 

statistics organs etc.  The importance of this question is underlined by its 

wide coverage in reference literature of native and foreign authors (table. 

20). 

 

 

Table 20 

 The definitions of "financial status" conception 
Source Term treating  Treating by original language 

InvestorWords 

[68] 

the status of a firm's assets, 

liabilities and equity positions at a 

specific point in time, often 

described in a financial statement 

the status of a firm's assets, liabilities 

and equity positions at a specific point 

in time, often described in a financial 

statement 

Glossar [48] rОprОsОЧЭ К ОЧЭОrprТsО‟s МЮrrОЧЭ 
general financial statement 

according to the concluding 

inspection 

Zeigt die aktuelle finanzielle 

Gesamtsituation des Unternehmens 

ХКЮЭ ХОЭгЭОr оЛОrprüПЮЧР 

Glossario finanza 

[49] 

the financial status describes a 

financial position of the business 

entity's assets or liabilities and 

equity capital  

la posizione finanziaria o financial 

pШsТЭТШЧ НОsМrТЯО ХО КЭЭТЯТЭр o le 

pКssТЯТЭр ОН Т ЦОггТ prШprТ НТ ЮЧК НКЭК 
ОЧЭТЭр ОМШЧШЦТМК 

Gazdasпgi szяtпr 

[46] 

К ПТrЦ‟s sЭКЭО КЧН КНОqЮКМв ШП ТЭs 
activity nature to the prudence 

principle for the main results 

clarification; the owner puts hjs 

capital for creating and funding 

past and current events also for 

negative effects prevention on the 

expected risks  

К МцХЭКrЭКХцФШФФКХ К ЯпХХКХФШгпs Кг 
яЯКЭШssпР цs Кг össгОЦцrцs ОХЯцЛőХ 
ФТТЧНЮХЯК pШЧЭШsъЭУК Кг ОrОНЦцЧвЭ, 
ЯКХяsКЛЛп ЭОsгТ К sКУпЭ ЭőФцУцЭ цs 
ПОНОгОЭОЭ ЭОrОЦЭ К ЦúХЭЛОХТ цs 
ПШХвКЦКЭЛКЧ ХцЯő, ЛТгШЧвЭКХКЧ 
ФТЦОЧОЭОХű ОsОЦцЧвОФ УöЯőrО 
ЯШЧКЭФШгя ФОНЯОгőЭХОЧ СКЭпsaira, 

ЯпrСКЭя ФШМФпгКЭКТrК 

  
  

 Д217] 

The encyclopedic 

dictionary of 

economic and law 

ЭСО ОМШЧШЦТМ ОЧЭТЭв‟s ПТЧКЧМТКХ 
security for economic activity 

realization, normal activity 

schedule supporting and timely 

calculation carrying out 

  
  

   
  

,  
    

  
 

 

 

 [197] 

The dictionary of 

legislative terms 

the indexes aggregate represented 

КЧ ОЧЭОrprТsО‟s rОsШЮrМОs 
availability, allocating and using, 

ТЭ‟s rОКХ КЧН pШЭОЧЭТКХ ПТЧКЧМТКХ 
capabilities 

 ,  
 , 

   
 є ,   

   
є  

The source: It was processed independently on the basis of reference 

sources  
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http://www.investorwords.com/3748/position.html
http://www.investorwords.com/1957/financial_statement.html
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According to the table characterizing the financial statement the 

English, German, Italian, Hungarian, Russian and Ukrainian reference 

sources indicate the level of enterprise assets and sources of their 

forming security to support the continued business entity existence. It is 

logical as such security characterizes the scales of enterprise activity and 

ТЭ‟s rОХТКЛТХity level, represents the adapt ability to external changes, 

creates the great opportunities for the management effectiveness 

improvement, enables to determine the solvency, liquidity and financial 

stability, and if necessary to predict the probable bankruptcy. 

Thus financial status - is one of the major characteristics of any 

business entity activity. It enables to determine the enterprise 

competitiveness, its capacity in business cooperation, its current and 

potential stability and reliability, in advance to choose its own 

development strategy correctly. But the financial status estimation 

represents process of the economic unit property and resources analysis 

by means of express and profound analysis methodology that enables to 

identify the problem points in enterprise activity, to set the regularity and 

reasons of their occurrence and to outline the eliminating ways. 

The necessity of the financial status analysis is clarifying during the 

analysis the next questions: 

 how to achieve the goal without losses in current activity? 

 how to administer the enterprise estate in order to increase the 

activity effectiveness in a current period? 

 what are the priorities of the assets forming sources? 

 how sustainable is the enterprise development? 

 how as far as high is rating of enterprise in business communities? 

 is it attractive for investors? 

The basic tasks of the financial status analysis are: 

 the general estimation of the enterprise passives and assets on the 

whole and by their types;  

 the identifying the change causes, evaluated the impact of 

changes; 

 the studying of the equity and loan capital composition and 

structure; 
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 the estimation of the statement, structure and tendencies of the 

basic and circulating capital change; 

 the ensuring compliance the equity and loan capital size with the 

basic and circulating capital volume in the planned enterprise needs; 

 the ensuring of optimal capital structure from its effective 

functioning positions; 

 the estimation of the enterprise assets effective use; 

 the optimization of the capital composition by its types; 

 the searching for ways of enterprise capital effective forming and 

use increasing, and also the enterprise‟s strategy financial security; 

 ЭСО ОЧЭОrprТsО‟s НвЧКЦТМs КЧН ХТqЮТНТЭв sЭКЭО, solvency and 

financial sustainability objective estimation; 

 the enterprise‟s competitive estimation. 

The separate attention is deserved to the information sources served 

as the analysis basis (table. 21). 

Table 21 

The informational base of financial status analysis  
The Acconting Registers The 

data of 

financial 

repots 

forms  

The data of 

statistical repots 

forms  

The estimation of 

equity and loan 

capital  

 

The estimation of basic and 

circulating capital  

1. Register 2 "The 

long-term and short-

term loans 

accounting" and 

ХШКЧs‟КЧКХвЭТМКХ НКЭК. 
2. Register 3 "The 

payments, long-term 

and current liabilities 

accounting" 

(chapters 1, 2).  

3. Analytical 

accounting sheet of 

settlements with 

suppliers and 

contractors (3.3); 

from the given out 

bills of exchange 

(3.4); of other 

operations (3.5); 

1. Register 4 "The non-current 

assets and financial investments 

accounting". 

2. Analytical accounting sheet of 

capital investments (4.1); of 

financial investments (4.2); 

intangible assets (4.3). 

3. Register 3 " Payments, long-

term and current liabilities 

accounting" (chapters 1, 2)..  

4. Analytical accounting sheet of 

settlements with buyers and 

customers (3.1); of different debtors 

(3.2); from the received bills of 

exchange (3.4); with budget (3.6). 

5. Register 1 "The cash and 

monetary instruments accounting ". 

6. Analytical accounting sheet 

payments in cashier's office (1.1), 

1. Form 

№ 1 
"The 

balance". 

2. Form 

№ 5 
"The 

remarks 

to the 

Annual 

Financial 

Report". 

1. FШrЦ № 1-B  

"The report on 

financial results, 

debtor and 

creditor 

indebtedness ". 

2. FШrЦ № 1- 

entrepreneurship 

"The report on 

basic parameters 

of enterprise 

activity ". 

3. FШrЦ № 1- 

wholesale "The 

report on sale and 

stock of goods 

(products) in 

wholesale 

trading" etc. 
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with budget (3.6). 

 

on bank accounts (1.2), on another 

means (1.3). 

 

 

The source: It was processed independently on the basis of  
,   , «   

 », 2001.  

 

2.2.3. Current methodological approaches of the financial status. 
 

There is no financial analysis manual in which would somehow not 

figured "the financial status" concept. Thus each author puts in the 

concept his own understanding and offers his own methods of 

realization. Let us consider the following analysis methods been widely 

used and acceptable in the private ownership business entities 

management system. For the processed information systematization we 

will form the table 22. 

Table 22  

The financial status analysis methodological approaches in the 

literature sources 

 

Components of financial status analysis 

methods 

C
h
u

m
ac

h
en

k
o
 

[2
2
8

] 

M
n
ik

h
  

[2
0
2

] 

S
h

k
ar

ab
an

, 
S

ap
ac

h
o
v
 

 [
1

8
7

] 

S
h

er
em

et
a,

 S
ay

fu
li

n
a,

 

N
eg

as
h

ev
a 

[2
3
1

] 

S
h

er
em

et
[2

2
9

] 

B
ar

il
en

k
o

[1
7
7

] 
The balance structure analysis (assets 

and passives) 

+ +  
+ + 

+ 

The balance express analysis  +      

The financial sustainability analysis + +  + + + 

The solvency and liquidity analysis + +  + + + 

The equity capital analysis +   + +  

An economic activity comprehensive 

analytical estimation (including rating 

score) 

   

+ + 

 

The cash flow analysis  +   + + 

The creditworthiness analysis  +   + + 

The insolvent companies financial 

condition analysis 

    
+ 

 

The business activity analysis + +    + 
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The economic growth sustainability 

analysis 

 +   
 

 

The bankruptcy risk analysis      + 

 

The source: It was processed independently 

 

The methodologies analysis presented in the table 22 shows the 

absence of only approach for the financial status analysis. The 

outstanding Ukrainian scientist M.G. Chumachenko in the manual "The 

Economic analysis" [209] indicates that the financial status analysis 

basic directions are the balance, property composition and its formation 

sources analysis, the liquidity and solvency analysis, the financial 

stability analysis, the circulating capital effectiveness use analysis, the 

cash circulating assets turnover analysis, the debtor and creditor 

indebtedness analysis, the capital use analysis. 

A special attention deserves the first, the most significant  analysis 

direction considered by the author. Its importance is shown up at such 

circumstance – frequently the modern conditions allow the enterprises to 

take only this analysis direction. According to M.G. Chumachenko a 

balance analysis is reduced to the express analysis; the correlating of 

balance dynamics with the production quantity, products realization 

dynamics, and also the enterprise profit; the supplementing of the above 

mentioned information by the calculation of the balance currency growth 

coefficients, the revenues coefficients, the profit from realization growth, 

the profit from other enterprise activity types coefficients and, finally, by 

the character of changes in the individual balance items analysis 

(horizontal and vertical balance analyses). 

Another point of view on the financial status analysis methodology 

has E.V. Mnikh. The scientist affirms that the important estimation 

directions are the facilities use and placing analysis (the nonconvertible 

and circulating assets state), the sources facilities coverage analysis (he 

examines it through the prism of equity means analysis, loan means 

analysis and financial sustainability analysis), the solvency (liquidity) 

analysis, the creditworthiness analysis, the business activity analysis in 

part of circulating means turnover , the cash flow analysis and the 

economic growth sustainability analysis. 
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In the Shkaraban M.I. and Sapachov S.I. manual [169Ж ТЭ‟s 
recommended to estimate the financial status by economic characteristics 

of the accounting balance, the property state analysis, enterprise financial 

sustainability and its circulating means effective use analysis, the 

calculations state and solvency (liquidity) analysis and the cash analysis. 

Among the authors of neighboring countries also exist the own 

standpoint on the methodological approaches to the financial status 

estimation. In the A.D. Sheremet, R.S. Sayfulin, E.V. Negashev 

publication [213] when assessing the main analysis methods the 

considerable attention is paid to the horizontal, vertical, trending, 

coefficient and factor methods. Herewith the basic analysis directions are 

the assets and passives structural analysis, the financial sustainability, 

solvency and liquidity, equity capital required growth analysis. 

The special attention deserves the method of availability and 

adequacy of real equity capital analysis, and also the determining of its 

required growth size. As a totally individual direction the method of 

economic activity comprehensive analytical estimation, finished by the 

rating assessment of the enterprise activity is reviewed here. 

However, already in the sole textbook [211], besides the previously 

described directions, A.D. Sheremet pays more attention to the cash flow 

analysis, creditworthiness analysis and to the peculiarities of insolvent 

enterprises financial analysis methods. 

The group of authors under the editorship of V.I.Barylenko [160] 

represents each analysis method within the certain analysis directions. 

They includes the balance structure analysis, the balance solvency, 

creditworthiness and liquidity analysis, the enterprise's equity circulating 

means security and inventory statement estimation, the ОЧЭОrprТsО‟s 
financial independence and sustainability ОsЭТЦКЭТШЧ, ЭСО ОЧЭОrprТsО‟s 
business activity, debtor and creditor indebtedness, cash flow analysis, 

which summarizes in the satisfactory balance structure and the 

bankruptcy risk estimation criteria system The total number of the 

extracted analysis directions has increased to 8. 

A particular position occupied the Irish Management Institute main 

specialist in finance Kieran Walsh. Scientific, describing the indicators 

system used in the modern world practice to analyze the company 

effectiveness [200], offers a rather detailed approach. He recommends 
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separately assessing the activity and separately - an assessment of 

corporate liquidity. The first relates the activity indicators (the key 

interrelated balance and profit and loss report indicators), the effective 

management indicators (the investments, equity capital, total assets 

profitability indicators etc.) and key factors of the company effective 

management (operating profit management model) and the second - the 

cycle of cash flows, liquidity, financial sustainability and cash flow. 

The American economists Eugene F. Brigham and Phillip R. Daves 

analyzing the financial reports [38] include the liquidity, asset turnover, 

debt repayment, profitability, market value indicators analysis, trending 

analysis, generalizing analysis and the interest rate changes analysis, the 

analysis by the DuPont method, analysis by the comparisons method and 

benchmarking to the important elements of estimation. 

At the same time both native and foreign authors propose to view 

information about the financial status using a variety of analytical tables 

and graphs with obligatory analytics comments of set trends. 

We consider that each of examined methods deserves attention and 

finds its application in practice. However, in the efficiency proceeding 

analysis conditions, it expensiveness and also the specialists deficit in 

this sphere they should be limited by the implementation of express 

analysis, which should be supplemented by the liquidity and financial 

sustainability analysis. The other directions of analytical work should be 

implemented in certain deviations case identified during the 

abovementioned directions of financial status analysis. 

The additional justification of the proposed method serves 

information base itself. It is known that the main information sources 

regarding the financial status analysis is The Balance and The Report on 

financial results which form all non-state enterprises. The other forms - 

detail the indicators summarized in the first two financial reporting 

forms. Hence - the real possibility of unification in the financial status 

assessment.  

 

 

2.2.4. Express analysis of financial condition 
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Analyzing of a financial condition and performance results of an 

enterprise is predetermined by the necessity to meet information needs of 

owners and management of an enterprise as well as investors and 

concerned parties. No matter what, a financial analysis begins with 

„rОКНТЧР‟ КММШЮЧЭs КЧН rОМШrНs – a quick performance estimate 

characterizing a financial condition and operating of a business during a 

МОrЭКТЧ pОrТШН ШП ЭТЦО. SЮМС КЧ ТЧТЭТКХ sЭКРО Тs МКХХОН „ОбprОss КЧКХвsТs‟. 
While certain kinds of financial analysis (liquidity and financial 

solvency analysis, financial firmness and business activity analysis, 

investment analysis, market and bankruptcy) are being widely discussed 

among native and foreign scientists, quite a small attention is paid to 

express analysis. In foreign countries this can be partly explained by the 

fact that analytical companies have developed a great deal of software 

products concerning financial analysis. The main thing is that on the 

basis of an incoming information (from accounts and records of an 

enterprise under study) an automated analysis of a certain range of 

financial coefficients, according to which a conclusion is made as to the 

level of profitability, financial firmness, financial solvency, liquidity etc, 

is performed. 

In Ukrainian and Russian Internet space also typical programs based 

on table editors like Excel are available which give an opportunity to get 

financial condition figures [159; 216]. Such calculations are equaled with 

express analysis though not showing the concept in a full way. 

This topic has been studied in scientific researches of Russian 

scientists – V.V. Kovaliov, O.N. Volkova [172], N.N. Bachurina [161], 

Ukrainian – P.I. Popovych [192], B.V. Sydiaha [195], N.A. Ostapiuk 

[186], M.D. Bilyk [202], O.I. Pavlenko [187]. During the research works 

of foreign scientists – Julie Rains – [119] were also used. Taking into 

account the existing scientific discussions in this sphere and a great deal 

of questions to be solved, we consider the research based on personal 

investigations of method of express analysis of an enterprise financial 

condition expedient. 

Studying out its subject matter, we want to stress that term “express” 

is translated into Ukrainian as “ ”, the aim of which, 

according to Ukrainian scientists [192], is a direct estimate of a financial 

condition and dynamics of a business entity development. 
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B. Sydiaha offers the following sequence of express analysis: 

 reveal and estimate of “problematic” balance items; 

 reveal and estimate of possible reasons of different oscillations of 

quantities of separate elements of balance sheet and its structure; 

 estimate of adherence to balance proportions and basic critical 

data characterizing a financial condition of an enterprise; 

 probability estimate of bankruptcy in near-term outlook and longer 

time lag [195, p.80]. 

To our mind the above-mentioned sequence of express analysis has 

sШЦО НТsКНЯКЧЭКРОs. FТrsЭ ШП КХХ ШЧО НШОsЧ‟Э ЭКФО ТЧЭШ КММШЮЧЭ ЭСО 
previous stage being itself estimate of credibility to financial accounting, 

i.e. informational background of an analysis. Secondly, the final stage, 

offered by the author, cannot be conducted during a quick analysis and 

ОsЭТЦКЭО ШП ШЧХв „ТХХ‟ ЛКХКЧМО ТЭОЦs. EsЭТmate of bankruptcy has to be 

conducted according to results of a fundamental analysis of a financial 

condition. 

In other researches authors offer to conduct express analysis in three 

stages: 

 preparatory stage; 

 preview of accounts; 

 analysis of accounts [172; 186; 192; 202]. 

 The subject matter of each of the above-mentioned stages is 

shown in table 23. 

Table 23 

Subject matter of express analysis stages 
Stage Subject matter 

1.Preparatory stage General review of financial accounting, desktop review and 

mathematical check to define truthfulness of financial 

accounting and practicality of its analysis. Review of audit 

conclusion. 

2. Preview of 

accounts  

Review of explanatory memorandum to financial accounting to 

estimate development of key figures characterizing property 

and financial condition of an enterprise and its performance 

results 

3. Analysis of 

accounts 

Direct analysis of Balance sheet and Statement about financial 

results. Estimate of separate balance items, definition of several 

most important operating rates  
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The table is made according to [172; 186; 192, 202] 

 

We agree with the main subject matter of express analysis stages and 

want to stress the following. 

First of all, at the second stage review of explanatory memorandum is 

possible when an enterprise makes it. Otherwise the stage has no sense. 

As to the third stage, in some researches one indicates the necessity to 

calculate key figures showing liquidity, financial solvency and financial 

firmness of an enterprise. We suppose that calculations of such figures 

have to be conducted via fundamental analysis and not at this stage. 

In the research published by Julie Rains in the American internet 

publication [119] (2010) one can find the main recommendations as to 

express analysis of financial accounting: 

 look at your profit and loss statement, balance sheet and cash flow 

statement to get a full picture of what's happening with your business; 

 detect trends. Analyze statements compared to prior periods; 

 develop a frame of reference. Understand that different industries 

require different analytical frameworks. Typically, there are standards 

for financial ratios, profit margins, and average operating costs as a 

percentage of sales, etc.; 

 understand cash basis or accrual basis accounting; 

 well before statements are prepared and analyzed, work with your 

accountant to establish policies for transferring and consolidating 

financial information among various business entities; 

 make sure that information is captured and reported consistently 

so that comparisons with prior periods and budgets are meaningful; 

 pay close attention if partners are involved so that one entity 

doesn't get shorted in a transaction that is inconsequential when 

statements are consolidated but can seem fraudulent at a lower level of 

detail; 

 comparing your company to its competitors can give you ideas on 

what areas may need greater detail and which ones might be combined; 

 notice if "one-time" write-offs are recurring [119]. 

As we can see, such an approach allows the same areas like those 

mentioned above. These are: the necessity to estimate reliability of 
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reporting, analysis of financial accounting findings, comparison of 

findings during different periods. But it is rather problematic to compare 

findings with operating rates of competitors during emerging economy 

of Ukraine and in modern market environment due to suppression of 

such information.  

Taking into account the fact that the approach of foreign authors 

НШОsЧ‟Э МШЧПХТМЭ аТЭС sЭКРОs ЦОЧЭТШЧОН ТЧ ЭКЛХО 1, аО sСКrО ЭСО ШpТЧТШЧ ШП 
Russian and Ukrainian scientists [172; 186; 192; 202] concerning three 

stages. So basis for direct analysis of accounts at the third stage is 

formed at the first and second stages of express analysis.  

The third stage of analysis can be worked out in detail in the 

following stages: 

1. Estimate of financial and economic performance of an enterprise; 

2. Estimate of business and financial performance results. 

At the first stage one must estimate both property condition (total 

assets of an enterprise, part in their structure of current and noncurrent 

assets, amount of capital base etc) of an enterprise and financial 

condition according to balance figures. 

In such a case BSV change is determined during an analyzed period. 

Such comparison makes it possible to define a general course of 

rebalancing. As a rule,   increase of balance currency indicates increase 

of production capacity of an enterprise, though one must take into 

account inflation factor. Decrease of balance currency means relaxation 

of an enterprise [186, p. 128]. 

While conducting express analysis of a financial condition one must 

pКв КЭЭОЧЭТШЧ ЭШ ЭСО sШ МКХХОН „ТХХ‟ ЛКХКЧМО ТЭОЦs. RЮssТКЧ sМТОЧЭТsЭs 
V.V.Kovaliov and O.N.Volkova distinguish the following groups of 

such items: 

 items indicating extremely unsatisfactory performance of an 

enterprise; 

 items indicating certain drawbacks in performance of an enterprise 

[172] 

N.N. Bachurina [161] distinguishes also the group of such items, for 

the analysis of which additional information is needed. 
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To our mind it is not necessary to distinguish separately the third 

group as items belonging to this group will be studied at the next stage – 

fundamental analysis. 

The analysis of research of Ukrainian [186; 195] and Russian [161; 

172] scientists and results of our own research allow to form the list of 

balance items belonging to each group. 

The first group consists of “Uncovered loss” (№ 1 ПШrЦ), ШЯОrНЮО 
ХШКЧ НОЛЭ КЧН ШЯОrНЮО ЛТХХs pКвКЛХО. AМЭТЯО sЭКЭОЦОЧЭs ТЧ UФrКТЧО НШЧ‟Э 
allow educing overdue accounts payable without analytical notes and 

books and records, though the identification of these items is important 

as they indicate extremely unsatisfactory performance of an enterprise 

during an accounting period. If sums according to the above-mentioned 

items can be seen in several allied periods, chronically unsatisfactory 

performance can be observed. 

The second group consists of overdue debit debt and overdue bills 

receivable. Such items characterize amount of cash immobilized into 

overdue receivables. Value of sums according to these items depends on 

their ratio in balance currency, though their existence is not critical for 

an enterprise for it can continue to perform in such conditions. Still, such 

items are potentially dangerous and predetermine the necessity to carry 

out an active credit policy and effective control of overdue receivables. 

“Called-up capital” and “Disposed capital” must be also included into 

this group, as the existence of such items in liabilities indicates certain 

problems in a management system of an enterprise. 

It must be stressed that considerable increase of resources, overdue 

accounts payable and overdue receivables also indicate on certain 

problems in enterprise balance. Further analysis and estimate of reasons 

of such an increase can be carried out via a fundamental analysis. 

Estimate of business and financial performance effectiveness of an 

enterprise is made according to profit performance and profitability ratio. 

Herewith rate of increase of operating revenue from sales and balance 

currency are compared. A low level of sales revenues growth rate 

comparing to growth rate of balance-sheet total indicates worsening of 

draft on funds of an enterprise. 

So, importance of express analysis is predetermined by the fact that it 

makes it possible to estimate a financial condition of an enterprise not 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

254 

using plenty of analytical methods, to define the main tendencies and 

possible challenges of financial stability. Priority guidelines of further 

fundamental analysis are defined according to express analysis results. 

  

 

2.2.5. Analysis of liquidity and solvency 

 

 

In modern market conditions in each entity is interested to have 

accurate and clear information about the liquidity and solvency as own 

enterprise so their partners as well. Solvency and liquidity of an 

enterprise and its financial state are the most important characteristics of 

an economic activity.  

Durable financial position of the enterprise is formed during the 

whole process of its production and business or commercial activity. 

However, partners and shareholders are not interested in the process but 

in the results of given period which can be determined on the basis of 

public, official financial statements. Therefore, at this nowadays stage 

special relevance assessment of solvency and liquidity of enterprise 

acquires discovering proper ways to its reinforcement. This problem is 

highlighted in the range of works by both foreign and national 

researchers and practical workers including P. Reventlou, J. Vorst [167], 

E. Nikbaht, A. Hropelli [183], U. Bryhhem AM [28], I. Blanc [164],   

V.V Kovalev [171], E. I. Utkin [201], N.B.Tarasenko [199], 

M.D.Bilyk [162], E. V. Mnych [181], L. A. Lahtionova [177] and others. 

Despite the fact that the notion of solvency and liquidity is widely 

used in the scientific literature, nowadays, there is no unambiguous 

interpretation of it which provides its further investigations. The 

existence of different methodologies to determine the nature of the 

notion liquidity and solvency, indicators for its evaluation, on the one 

hand, shows the complex content and compound internal structure of 

these notions, on the other hand, an insufficient degree of scientific 

investigation and absence of worldwide accepted opinion concerning the 

concept of solvency and liquidity and its estimation coefficients. 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

255 

The purpose of this study is a synthesis of different approaches 

determining the nature of solvency and liquidity of enterprises and the 

use of coefficients for their valuation in terms of market relations.  

The defining characteristic of the financial state of enterprises is its 

solvency, the possibility of an enterprise in cash resources to pay its 

current liabilities in short terms. 

Liquidity (Fr. derived from Lat. liquid, fluid) the ability of converting 

assets of the firm (a bank or an enterprise), goods, property into cash, 

КЧН ЦШЛТХТЭв ШП КssОЭsś ЭСО ЛШrrШаОr‟s КЛТХТЭв ЭШ prШЯТНО КpprШprТКЭО 
fulfillment of its debt duties. There are various approaches to define 

economic body of the notion “liquidity” and “solvency”.  

Some of them are presented in tables 24 and 25. 

Table 24 

Definitions of the notion “liquidity” 
Notion Definition Author, source 

L
iq

u
id

it
y

 o
f 

a
n

 e
n

te
rp

ri
se

 

the ability ... on time to meet its debt duties, it depends on the 

size of the debt and the amount of liquidity pays. 

Great Dictionary 

of Economics 

[165, p. 428] 

the company's ability on time and without delay to pay its 

current liabilities is called liquidity. 

E. I. Utkin 

[201, p. 216] 

 

ability to convert assets into payments in order to pay back 

short-term obligations. 

T.D. Kostenko 

[173, p. 294] 

vКХЮО‟s ability to convert easily into money that is totally liquid 

assets. It is the ability and speed of enterprises to transform 

assets into cash to meet its required payments as an offensive 

to the timing. 

L. A Lahtionova 

[177, p. 179] 

ability of an enterprise to convert its assets into cash without 

droppingits market value in order to cover all required 

payments as an offensive to the timing and the speed of this 

transformation. 

N.B. 

Tarasenko 

[199, p.  262] 

liquidity of asset depends on how quickly and without 

significant losses they can be implemented. The burning issues 

in defining of liquidity concern money coming into the 

enterprise to be enable to pay back suppliers and creditors. 

E. Nikbaht, 

A. Hropelli 

[183, p.  280] 

under the liquidity of any asset its ability to be transformed into 

cash is understood, and the degree of liquidity is determined by 

the duration of the time period during which such 

transformation can be carried out. 

V.V Kovalev 

[171, p. 216] 

ability of certain types of property values to be quickly 

converted into cash form without losing their current value in a 

I. Blanc 

[164, p. 178] 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

256 

condition of market conjuncture has developed. This notion of 

liquidity describes it as a function of time (time of possible 

selling) and risk (potential value loss of property under its 

urgent sale). 

ОЧЭОrprТsО‟s ability to pay on time for the duties and carry out 

production expenditures. 

P. Chenh 

[208, p. 20] 

bКЧФ‟s КЛТХТЭв ЭШ ЦООЭ ТЭs ШЛХТРКЭТШЧs ЭСrШЮРС МКsС КЧН ШЭСОr 
available current assets. 

P. Etrill 

[218, p. 595] 

Thus, analyzing tables 24 and 25, we note that there is no 

unambiguous interpretation of the concept of liquidity and solvency. 

Most scientists believe that they are almost identical although liquidity 

as the ability in time to pay the debt highlights the essence of solvency. 

These concepts are not the same and perform as interdependent 

structures. 

Table 25 

Definitions of "solvency" 
Notion Definition Author, source 

T
h

e 
so

lv
en

cy
 o

f 
en

te
rp

ri
se

s 

ability ... in time and in full sense to comply with 

the payment obligations arising from trading, 

lending, and other transaction monetary nature. 

Great Dictionary of 

Economics [165, p. 665] 

ability ... in time and in full sense pay for its long-

ЭОrЦ НОЛЭ, “... assets more than external long-term 

liabilities”. 

E. I. Utkin [201, p. 216] 

reflects the possibility of the company to comply 

(to pay) its obligations in a specific period of time. 

T. D. Kostenko  

[173, p. 294] 

presence in the enterprise funds to pay for the debt 

ТЧ ЭТЦО КЧН ТЧ ПЮХХ sТгО... ЭСКЭ Тs ЦОКЧЭ К МШЦpКЧв‟s 
ability to meet its obligations. 

N. V.Tarasenko 

[199, p. 260] 

Business opportunity to repay liabilities in terms 

by the available cash resources. 

L. A.Lahtionova  

[177, p. 238] 

capability and the ability of the legal or physical 

person to repay all types of debt promptly. 

Ph. Butynets 

[166, p. 123] 

ability of companies to pay off creditors the day of 

maturity immediately. 

M.D. Bilyk  

[162, p. 202]  

determined by the availability of working capital 

and the ability to cover losses 

J. Vorst,  

P. Reventlow 

[167, p. 47] 

 

To our mind, liquidity is the amount of money that the company is 

able to collect to pay off their debts as soon as possible. It is necessary to 

pay attention to the difference between the concepts of liquidity and 
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sШХЯОЧМв. IЧ РОЧОrКХ „ХТqЮТНТЭв‟ ЦОКЧs ЭСО КЛТХТЭв ШП МШЦpКЧТОs ЭШ МШЧЯОrЭ 
their assets into cash. The degree of liquidity is determined by the 

duration of time where such transformation can be carried out. The 

shorter the period is the higher the liquidity of this type of asset. This 

liquidity describes the mechanism of transformation of financial or 

tangible assets of the company in cash in defined period of time. The 

degree of liquidity depends on the solvency of the company. 

IЭ Тs ЛОХТОЯОН ЭСКЭ ЭСО МШЦpКЧв‟s ХТqЮТНТЭв КЧН ТЭs МЮrrОЧЭ КssОЭs МКЧ 
exceed current liabilities. But it does not provide the total characteristic 

of liquidity. Therefore, to assess the liquidity system of indicators is 

used. It plays a significant role because it is a convenient way to 

summarize the vast amount of financial data and tools of comparative 

analytical activity of an enterprise [179, c. 37].There are current ratio, 

quick ratio, and absolute liquidity. 

According to [193] for the evaluation of liquidity ratios are used. 

There are the Coverage Ratio and the Quick Ratio (Liquidity Ratios: 

Current Ratio and Quik Ratio). 

1. Coefficient Coverage Ratio is calculated by the sum of current 

assets (CA) to current liabilities (CL) 

 

                                          CCR = CA / CL                                 (10) 

 

The essence of this relationship is that the amount of current assets 

which should be converted into cash. It should be sufficient to repay if it 

is needed by all current liabilities of the company. In practice, the 

coefficient is greater than 1 is considered adequate but the specific 

acceptable value of the index will vary according to the scope of the 

enterprise. 

In areas where inventory turnover is slowed majority of inventories 

are not enough in liquidity assets. Than expect additional liquidity ratio 

is calculated like Quick Ratio. 

2. Quick Ratio is calculated by the formula 

 

                         K speed liquidity = (CA - L) / CL                        (11) 
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This ratio should be at least 1 for enterprises with slow turnover of 

stocks and coefficient can be less than one for companies with 

accelerated turnover of stocks. 

E. V. Mnych, G. G. Starostenko, N. V Mirko [198] for assessing the 

solvency of companies the usage of the following indicators is 

suggested. 

1. Coefficient of absolute solvency ratio by the amount of funds to 

accounts of the company in local and foreign currency to short-term 

obligations is calculated. Maximum permissible value of this ratio is 0.1 

- 0.2. It shows which part and how much of current liabilities the 

company can pay immediately. Due to the high instability cannot be 

assessed by the sole and sufficient in estimations to the solvency of the 

company. 

2. Immediate solvency ratio is calculated by the ratio of cash its cash 

equivalents and current financial investments to short-term liabilities. 

Standard value is 0.25 - 0.35. It estimates the ability of enterprise to pay 

short-term obligations as quickly as possible so as cash equivalents and 

current financial investments can be without much difficulty converted 

into means of payment. 

3. Intermediate solvency ratio is calculated by the proportion of cash 

and cash equivalents, current financial investments and real short-term 

receivables to current liabilities. Conventional value of this ratio is 0.7 - 

0.8. It indicates the potential ability of companies to repay its short-term 

obligations to actual debtors from the owed entire amount. 

4. Crude solvency which is also called universal coverage ratio is 

calculated by the ratio of total amount of current assets to current 

liabilities. It evaluates the adequacy of resources of current assets to pay 

current liabilities. The financial condition of the company is considered 

normal for values of the given coefficient as 2.0 - 2.5. Acceptable value 

of this ratio determines the company depending on the specific economic 

conditions and the state of the nowadays market environment. 

S. Ya. Salyga, N. V. Datci, S. A. Koretska, N. V. Nesterenko [203] 

considered normal for coefficients of an absolute liquidity ratio and 

limited is equal to 0.2 and for overall coverage ratio is more and equal to 

2. 
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According to the method of integral evaluation of investment firms 

and organizations [194] for the total coverage coefficient a critical value 

is 1. The coefficient meaning within 1 to 1.5 indicates that the company 

liquidating debts promptly. Ratio shows how much currency working 

capital accounts is for each currency short-term obligations. The 

coefficient meaning of an absolute liquidity should be from 0.2 to 0.35. 

Absolute liquidity ratio helps to identify which part of short-term debt 

the company can pay off immediately. 

In national practice of financial analysis liquidity of the company is 

usually characterized by three parameters as total liquidity ratio 

(treatment), by the adjusted (intermediate) ratio and absolute liquidity 

ratio. Normative values of absolute liquidity are ranged from 0.20 to 

0.35. 

Interim liquidity ratio characterizes the expected solvency of the 

company in the period of equal average duration of one turnover of 

НОЛЭШr‟s ЭШ ТЭs ЭТЦОХв rОpКвЦОЧЭ. TСО prОПОrrОН КМЭТШЧ ТЧ ЭСТs МКsО is that 

ЭСО ТЧНТМКЭШr‟s ЯКХЮО Тs slightly higher than 100.0% [196]. According to 

the Regulations on the procedure for controlling the financial situation of 

ОЧЭОrprТsОs‟ prТЯКЭТгКЭТon [191] sufficiently recognized the value from 

0.6 to 0.8. Average interim liquidity ratio of Ukraine is about 60.0 to 

70.0%. 

Overall liquidity ratio characterizes the solvency of the company in 

the period for which current assets can be fully converted into cash for 

the full repayment of current liabilities within one year. It is believed that 

this ratio should be in the range of 1 to 2. The lower limit is due to the 

fact that current assets should be at least to repay short-term obligations; 

otherwise the company would threaten liquidation. Exceeding the upper 

limit is also not desirable as indicating that the formation of poor capital 

structure. On average, domestic enterprises coefficient of total liquidity 

is 105.0%. 

In foreign practice [28; 39; 153] there is the usage of the current and 

immediate liquidity coefficients. Despite of the different names the 

calculation of the current liquidity ratio coincides with the order of 

calculation of the overall liquidity and Quick ratio which denotes the 

order of intermediate liquidity calculation. In Western practice absolute 

liquidity ratio is used by lenders to estimate potential borrower 
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creditworthiness and absolute liquidity ratio for such assessment is a 

very low load. For domestic same lenders is the most reliable assessment 

of solvency for absolute liquidity ratio. The reason is that the calculation 

of the intermediate coefficients and overall liquidity assets are to realize 

which takes some time, including receivables. In countries with 

developed market economies, businesses have a number of legally 

regulated opportunities through which they can collect the debts of its 

debtors. For Ukraine's economy is characterized payments crisis, as 

companies difficult to realize this opportunity. Note that in Western 

countries, the average ratio of intermediate liquidity is in the range of 

80.0% to 90.0%, total liquidity ratio - within 150.0% [196]. 

To conclude, liquidity should be considered as a condition of assets in 

it turn which ends by the necessary receipt of funds and defines the 

solvency condition. Taking into consideration the basis of solvency 

assets with different degree of liquidity can be measured as a qualitative 

characteristic of solvency. Problem of the solvency reinforcement and 

enterprise liquidity in modern market conditions requires constant 

improvement of the developed techniques to better their level, and the 

use of the significant set of analyzed parameters. This leads to an 

objective need for furthОr rОsОКrМС ШЧ ЭСО МШЦpКЧв‟s sШХЯОЧМв КЧН 
liquidity, the rational and practical guidelines to assess, their level in 

order to achieve high financial results, ensuring financial stability, and 

good company image. 

 

 

2.2.6. Analysis of financial sustainability    

 

 

Financial sustainability of an enterprise is one of the major 

characteristics of its financial state and is connected with a degree of its 

dependence on creditors and investors, as characterizes the result of 

current, investment and financial development of an enterprise. On the 

one hand absence or low degree of financial sustainability of any entity 

leads to its insolvency and eventually - to the bankruptcy. On the other - 

too high degree of financial sustainability will interfere with the ОЧЭТЭв‟s 
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ability to carry out profitable activity, burdening it with excessive funds 

and stockpiles. 

Financial sustainability is such state of an enterprise, when the 

volume of its property (assets) is sufficient for repayment of obligations, 

i.e.an enterprise is solvent. In other words, financial sustainability of an 

enterprise is such a state, when the resources invested in an 

entrepreneurial activity are paid off due to the cash receipts from 

business operations, and the received income provides self-financing and 

independence of an enterprise from involving external sources of 

forming  assets.  

A few interpretations of  concept "financial sustainability" are used in 

economic literature. Not denying meaningfulness of present definitions, 

one can note a subjectivitв ШП КЮЭСШrs‟ ЯТОаs КЧН КЛsОЧМО ШП ЭСО 
generally accepted approach to the concept of "financial sustainability". 

The study of scientific literary sources  on this issue showed, that a 

ponderable contribution to the theory and methodology of financial 

sustainability analysis was done by such known native scientists as 

Podderiogin . ., Shyrinian L. V., Bilyk M. D., Pavlovska . V., 

Kotliar . L., Kreinyn . N., Kryvokon‟ . S., Lakhtionov L. N., Mnyh 

Y.V., Tsal- Tsalko Y.S., Sheremet . D., Saifulin R.S., Lazaryshyn І.D. 

Among foreign scientists one should distinguish Bernstein L. A., 

Brigham E.F., Graham B. ., FКЛШггТ F. J. , K. Druri , . Hedderwick,  

R. Holt, Marshall J. F. and Bansal Vipul K., Newman Derek L., Davis  

Lesley D.  

Foreign scientists-economists consider the essence and contents of 

financial sustainability to be as following: K. Druri [168, p. 113],           

. Hedderwick [204, p. 132] consider that an enterprise financial 

sustainability is defined by its financial independence. It is connected 

with general financial structure of an enterprise, with the degree of its 

dependence on creditors and investors. Financial sustainability in a long-

term plan is characterized by own and loan funds ratio. 

Different systems of indexes are used for the estimation of financial 

sustainability in the world registration-analytical practice. Thus, for 

example, R. N. Holt offers the following system of financial 

sustainability indexes:  share of loan facilities in assets; share of equity 
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capital in assets; financial structure of company capital;  part of long-

term debt  in  capital; share of borrowed funds in capital [206]. 

Marshall J. F. and Bansal Vipul K. examine financial innovations  

and tendencies, as external factors and terms of financial sustainability of 

an enterprise. In these authors‟ opinion, the prognosis of the expected 

values of financial indexes and possible ranges of their variation must, 

foremost, be oriented on new financial products. Herewith large attention 

is payed to technologies of providing  financial sustainability [180]. 

Newman Derek L., Davis Lesley D. distinguish the terms of financial 

sustainability where "return from company‟s assets exceeds the cost of 

borrowings, and positive margin is reflected in increasing return on 

equity capital" [184]. 

Many foreign authors underline that financial sustainability of 

organization is defined by rules, aimed simultaneously at support of the 

financial structures  equilibrium  and  avoidance of risks for investors 

and creditors. In their opinion, it is expedient to measure financial 

sustainability by  indexes, which characterize correlation between  

different types of own and loan funds, which are used for forming 

property, represented in positive balance.  

Analysis of essence and maintenance of financial sustainability, from 

the point of view of national researchers. Scientist Podderiogin . . 
consideres financial sustainability as main factor of a stable activity of an 

entity, which remains stable regardless of degree of negative influence of 

external and internal factors. In our opinion it is impossible not to agree 

with it [190].  

Financial sustainability is achieved at the stable exceeding of profits 

over expenditures, free maneuvering of monetary resources and proof 

economic increase. General sustainability is characterized by positive 

balance of net cash flow, i.e.exceeding of positive cash flow over 

negative [176]. Financial sustainability foresees that resources, invested 

in entrepreneurial activity, are payed off due to cash receipts from 

economic management, and the received income  provides self- 

financing and independence of an enterprise from the external sources of  

property (assets) forming [207]. 

Shyrinian L. V. considers that financial sustainability of an enterprise 

is ability to keep or to renew the initial (or close to it) state or to improve 
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this state at the change of external or internal parameters (factors) of 

influences on cash flows. The changes of factors are usually considered 

insignificant. I.e.the state will be stable, if a company may improve or 

not improve its performance indicators at the change of factors [214]. 

In opinion of Bilyk M. D. and Pavlovska .V. financial sustainability 

of an enterprise is defined, first of all, by the optimal structure of both 

assets and sources of an enterprise financing [163]. We consider that 

financial sustainability is an ability of an enterprise to function and 

develop in an unstable economic environment, keeping the equilibrium 

of assets and liabilities, that guarantees its solvency and investment 

attractiveness in perspective within the limits of allowed risk degree. 

There are many methodologies of estimation of an enterprise financial 

sustainability in economic literature. However, at determination of 

financial sustainability they mostly use the analysis of financial 

coefficients. Herewith they distinguish absolute and relative indexes of 

financial sustainability. The most generalizing absolute indexes of 

financial sustainability are conformity or discrepancy (surplus or 

shortage) of fund sources for forming of reserves and expenses, i.e. a 

difference between the sum of fund sources and sum of  reserves and 

expenses. 

According to the degree of coverage of different types of sources of 

sum of reserves and expenses they distinguish the types of financial 

sustainability, showed in table. Analysis of an enterprise financial 

sustainability by means of relative indexes consists in the calculation of 

necessary indexes and their comparing to the generally accepted norms, 

and also in the study of their dynamics for previous periods.  

Table 26 

Types of financial sustainability 
№ Type of 

financial 

sustainability 

Interpretation Formula 

1. Absolute 

financial 

sustainability 

all funds are fully covered by 

own current assets, i.e.an 

enterprise does not depend on 

external creditors 

3 < OCA 

 funds < own current assets 

2. Normal 

financial 

sustainability 

funds are provided by own 

current assets and long-term 

debt 

3 < OCA + long-term debt 

funds < own current assets + 

long-term debt) 
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3. Unstable 

financial state 

funds are provided by all 

basic sources of their forming 

3 < OCA + long-term debt + 

short-term credits  

funds < (own current assets 

+ long-term debt + short-

term credits) 

4. Crisis financial 

state 

funds are not provided by all 

basic sources of their forming 

and an enterprise is on the 

verge of bankruptcy 

3 > < OCA + long-term debt 

+ short-term credits  

funds > (own current assets 

+ long-term debt + short-

term credits) 

Let us compare methodologies of calculation of an enterprise 

financial sustainability indexes by the separate methods of native and 

foreign authors. Their comparative description is presented in table 27.  

Table 27 

Comparison of the recommended indexes of financial  

Sustainability In domestic  and foreign practice 
Domestic experience Foreign experience 

Index Formula Description Index Formula Description 

1 2 3 4 5 6 

Coefficient of 

financing 

(stability, own  

and borrowed 

funds ratio) 

OF/BF 
 

Sources of 

the own 

funds / 

borrowed 

funds 

Characterizes 

own funds 

and borrowed 

funds ratio 

Cash  

coverage 

ratio 

EBIT+  Depreciation 

            Interest 

 

Characterizes 

degree of the  

liability 

interest 

coverage due 

to earnings 

before tax and 

depreciation 

Coefficient of 

financial 

dependence 

TB/OF 
 

Total 

balance/ 

Sources of 

the own 

funds 

Shows the 

sum of total 

property cost 

that falls on 1 

hryvna of the 

own funds 

Total  

debt 

ratio 

Total liabilities 

Total assets 

 

 

Characterizes 

the degree of 

financing of 

assets at the 

expense of 

obligations 

Coefficient of 

financial 

independence 

OF/TB 
 

Own 

funds/ 

Total 

balance 

Characterizes 

the share of 

the own 

capital in the 

general 

capital of an 

enterprise 

EBITDA  

coverage 

 

Characterizes 

the degree of 

interest and 

leasing charges 

coverage due 

to earnings 

before taxes 

and 

depreciation 
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Coefficient of 

loan capital 

concentration 

BF/TB 
 

Borrowed 

funds 

(Loan 

capital) / 

Total 

balance 

Characterizes 

share of loan 

capital in the 

currency of 

enterprise 

balance 

Coeffici

ent of 

interest 

coverage  

(times 

interest 

earned 

ratio) 

 

Characterizes 

the degree of 

coverage of 

payment of the 

borrowed 

funds by the 

earnings before 

taxes. 

 

 

Continuation of  table 27 
1 2 3 4 5 6 

Coefficient  

of loan and 

own funds 

ratio 

BF/OF 
 

Borrowed 

funds (Loan 

capital) /   

Source of the 

own assets 

 

Reflects 

dependence 

of an 

enterprise on 

borrowed 

funds 

Long - term 

debt ratio 

 

Shows the 

share of the 

borrowed 

capital in the 

permanent 

capital of an 

enterprise 

Coefficient 

of financial 

activity 

(financial 

leverage, 

risk) 

SF/OF 

 

Security of 

next 

expenditures 

and payments 

+  long-term 

and current 

debt  /  Own 

assets 

Shows, what 

part in  own 

capital is 

occupied by 

the borrowed 

funds 

Debt-to- 

Equity ratio 

 

Characterizes 

the degree of 

dependence of 

an enterprise 

from external 

agents 

Coefficient 

of own 

funds 

flexibility 

OCA/OF 
 

Own current 

assets/Source 

of the own 

funds 

Shows what 

share  of own 

working 

capital is in 

turnover 
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Thus, there is a certain difference in the list of indexes of financial 

sustainability in domestic and foreign methods of calculation. In 

addition,  original data  (financial reporting) for the calculation of these 

indexes differ from domestic financial reporting, that is caused by 

differences in realization of accounting transactions in the process of an 

enterprise productive activity.  

All above-mentioned indexes of an enterprise financial sustainability 

estimation have both their drawbacks and advantages. Therefore an 

important question is arising today about the development of such 

estimation methodology, which would give a clear idea about the present 

financial state of an enterprise, require minimum of public information, 

comprehensively light up activity of an enterprise and would be 

foundation for recommendations as to  its further  financial sustainability 

increase. 

Thus, for more clear analysis of an enterprise financial sustainability 

it is necessary to use a complex approach. Herewith one must 

simultaneously not only conduct the estimation of financial sustainability 

by all above-mentioned methodologies but also analyse the indexes of 

profitability and cash flows of an enterprise.  

Analysis of an enterprise profitability plays a considerable role in 

determination of financial sustainability. As an enterprise can be 

financially sustainable, but at the same time its activity can be 

unprofitable. Therefore when estimating financial sustainability of an 

enterprise, one should not forget about indexes of an enterprise 

profitability and efficiency of its activity. 

Thus, using a complex approach, you can with less efforts get more 

objective information about financial sustainability of an enterprise and 

offer recommendations as to its further increase. 

 Defined basic performance characteristics of an enterprise financial 

sustainability show the necessity to be ready for the measures aimed at 

the financial  health, and first of all, at optimization of assets structure 

and sources of financing, accumulation of the own current assets, 

increase of  net profits share  which is used on productive development.  
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