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ACCOUNTING PRINCIPLES OF NON-CURRENT ASSETS FORMATION®

Problem definition

One of the most difficult questions of accounting reformation is accounting principles for non-current assets. As
they consist of different assets as such and according to pattern of use, the regulation of accounting, particularly the
formation is multiple-valued.

The order of representation of initial cost formation that is the basis of their balance sheet value depends on that
the manner in which and under what conditions items of non-current assets are recognized as assets.

Presentation of basic material

According to Accounting Provision (Standard) 2 “Balance sheet”, non-current assets are all assets that are not
current, i.e. non-current assets should be understood to mean the assets that are used by an enterprise in the course of
its activities within long period of time (more than one year or within normal operating cycle, if it is more than one
year) and from the use of which an enterprise expects to gain economic benefits in future; provided that their value
can be reliably determined.

The section I of the assets side of balance sheet “Non-current assets” combines the items: intangible assets,
Property, Plant and Equipment according to initial and depreciable value (the latter is being included into currency
of balance sheet), long-term financial investments, long-term accounts receivable and other non-current assets.

In the process of investigation of accounting principles for non-current assets it is worth to consider their types,
especially Accounting Provision (Standard) 2 “Balance sheet”, section I of the assets side of balance sheet “Non-
current assets” combines the following items:

- intangible assets;

- uncompleted capital investments;

- Property, Plant and Equipment;

- long-term biological assets;

- long-term financial investments;

- long-term accounts receivable;

- deferred tax assets;

- other non-current assets.

And the filled-in line 275 “IV. Non-current assets and disposal groups”, form No. 1 “Balance sheet” represents
the value of non-current assets and disposal groups withheld for sale that is determined according to Accounting
Provision (Standard) 27 “Non-current assets withheld for sale and ceased activity”.

As the composition of non-current assets is so various, we hereby define the order of accounting regulation for each
component. The methodological principles to form in accounting of information on non-current assets are defined by
Accounting Provision (Standard) in accordance with type and element of method (definition, recognition, estimate,
classification, amortization methods, revaluation, documented confirmation of availability and flow of non-current as-
sets, formation of reporting information): Accounting Provision (Standard) 2 “Balance sheet”; Accounting Provision
(Standard) 7 “Property, Plant and Equipment”; Accounting Provision (Standard) 8 “Intangible assets”; Accounting
Provision (Standard) 10 “Accounts receivable”; Accounting Provision (Standard) 12 “Financial investments”; Ac-
counting Provision (Standard) 17 “Profit tax”; Accounting Provision (Standard) 27 ‘“Non-current assets withheld for
sale and ceased activity”; Accounting Provision (Standard) 28 “Diminishing of assets usefulness”; Accounting Provi-
sion (Standard) 30 “Biological assets”; Accounting Provision (Standard) 32 “Investment property”.

We consider the method of formation and write off of non-current assets in accounts system. In order to general-
ize by method of double entry of information on availability and flow of non-current assets, the Chart of accounts
defines the accounts of class 1 “Non-current assets” designated for generalization of information on availability and
flow of Property, Plant and Equipment, other non-current tangible assets, intangible assets, long-term financial in-
vestments, capital investments, long-term accounts receivable and other non-current assets as well as depreciation of
non-current assets.

In the process of formation of financial statements, the information on non-current assets withheld for sale shall
not be included into the 1% section of assets side of balance sheet “Non-current assets” and it is represented in filled-
in line “Non-current assets and disposal groups”. Notwithstanding that these assets are not classified as reserved, the
Chart of accounts and its Application Instruction provide for the active subsidiary account 286 “Non-current assets
and disposal groups withheld for sale” that is a part of account 28 “Goods” designated for accounting of commodity
stocks and supplies purchased by the enterprise for the purpose of resale. In addition, according to the Application
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Instruction of the Chart of accounts, the account 28 “Goods” is recommended to use by trade enterprises: shops,
procurement organizations and enterprises, enterprises of restaurant industry etc. The industrial enterprises repre-
sented at this account the assets purchased only for resale.

The similar innovations, of one part, enable more detailed to carry out the analysis of economic activities. At the
same time we think that the alterations of regulatory system for harmonization of the national accounting system are
necessary to perform with observation of methodological background. That is why, it is necessary to specify the certain
accounts for representation of transactions connected with availability and flow of non-current assets and disposal
groups designated for sale at the enterprises that enables to avoid additional expenses for labour payment in the process
of reporting preparation, as well as misrepresentation of sense of such expressions as goods, production stock, etc.

Let us consider the methodology of non-current assets accounting. The formation of value for items of non-
current assets in the accounts system is carried out by two methods (Fig. 1): by means of subsidiary account
15 “Capital investments” (Fig. 1, a); directly to balance sheet account of non-current assets item (Fig. 1, b).

15 “Capital investments” 10,11, 12, 16

Left-hand side Right-hand side Left-hand side Right-hand side

Formation of value for items of Write off of Initial cost
non-current assets formed value
(Right-hand side 13, 20, 21, 22, 23, for items of non- for items of non-

28, 30, 31, 33, 37, 39, 41, 42, 46, current assets current assets
47,48, 50, 53, 60, 63, 64, 65, 66,

68, 74, 95)

la - by means of subsidiary account 15 “Capital investments”
14,17,18,19
Left-hand side Right-hand side

Formation of value for items of non- Initial cost
current assets

v

(Right-hand side 10, 11, 12, 14, 18, 19, for items of non-current
30, 31, 33, 35, 37, 41, 42, 46, 50, 54, 60, assets
64, 68, 69, 70, 72, 73, 74, 98)

1b - directly to balance sheet account of non-current assets item
Fig. 1. Value formation for items of non-current assets in accounts system

So, the value formation in accounts system by means of subsidiary account 15 “Capital investments” is carried
out on the following items of non-current assets:

10 “Property, Plant and Equipment”;

11 “Other non-current assets”;

12 “Intangible assets”.

Fig. 2 presents more detailed the accounting principles of value formation for items of non-current assets by
means of subsidiary account 15 “Capital investments”.

Let us consider the peculiarities of accounting principles of initial cost formation for long-term financial invest-
ments that is regulated by Accounting Provision (Standard) 12 “Financial investments” (Fig. 3):

So, the financial investments are initially represented in accounting according to prime cost. The prime cost of
financial investment consists of the following components: purchase price, commission remunerations, duty, taxes,
charges, obligatory payments, other expenses directly connected with purchase of financial investment. If the pur-
chase of financial investment is carried out by exchange for securities of own issue, the prime cost of financial in-
vestment is determined according to fair value of transferred securities. If the purchase of financial investment is
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carried out by exchange for other assets, its prime cost is determined according to fair value of these assets. As of
the date of balance sheet the financial investments (except for investments that are withheld by an enterprise before
their payment or recorded by equity method) shall be represented according to fair value. The financial investments,
the fair value of which can not be determined reliably, shall be represented as of the date of balance sheet according
to their prime cost taking into account diminishing of investment usefulness.

15 “Capital investments” 10, “Property, Plant and Equipment”
Left-hand side Right-hand side Left-hand side Right-hand side
Formation of value for items Write off of formed value Initial cost

of non-current assets

v

151 “Capital construction”

[
»

152 “Purchase (manufacturing) of Proper-

(Right-hand side 13, 20, 21, ty, Plant and Equipment”

22,23, 28, 30, 31, 33, 37, 39,

41,42, 46, 47, 48, 50, 53, 60, 11 “Other non-current assets”
63, 64, 65, 66, 68, 74, 95) Left-hand side Right-hand side
Write off of formed value Initial cost

v

153 “Purchase (manufacturing) of oth-
er non-current tangible assets”

12 “Intangible assets”
Left-hand side Right-hand side

Write off of formed value Initial cost

154 “Purchase (manufacturing) of intan-
gible assets”

16 “Long-term biological assets”
Left-hand side Right-hand side

Write off of formed value Initial cost

v

155 “Purchase (cultivation) of long-
term biological assets”

Fig. 2. Accounting principles of value formation for items of non-current assets by means of subsidiary account
15 “Capital investments”

The next item of non-current assets is deferred tax assets that arise, if: balance value of asset is lesser than tax
basis of asset according to accounting data; balance value of obligation is more than tax basis of obligation accord-
ing to accounting data; temporary difference is subject to deduction; tax losses are carried forward to the next report-
ing periods; tax privileges were not used. The accounting of profit tax amounts that are subject to compensation are
maintained at account 17 “Deferred tax assets”. The amount of deferred tax asset is decreased as of the date of bal-
ance sheet provided that the taxable profit is insufficient for writing off this asset. In case of expectation of taxable
profit sufficient for writing off deferred tax asset, the amount of its previous decrease but not more than amount of
expected taxable profit shall be represented by means of reversing entry. If at the end of reported period there are
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temporary tax differences that are subject to deduction, it is necessary to represent it in accounting by entries: Left-
hand side 17 “Deferred tax assets”; Right-hand side 641 “Settlements on taxes”. In despite of considerably detailed
interpretation on instruction materials of sense of deferred tax obligations and deferred tax assets, the certain aspects
of their accounting remain discussable and require the investigation.

14 “Long-term financial investments”
Left-hand side Right-hand side

Investment is purchased against money means
The purchase price, commission remunerations, duty, taxes, charges, obligatory payments
and other expenses directly connected with its purchase shall be included into initial cost of
financial investment

v

Right-hand side 30 “Cash desk” and 31 “Bank accounts”

_ Investment is purchased by exchange for assets, other than money means
The initial cost of financial investment is determined according to fair value of these assets

v

It is represented as sale of one asset in exchange for other asset (financial investment)

Investment is purchased by exchange for securities of own issue
The initial cost of financial investment 1s determined according to fair value of transferred
securities

v

If securities carry partial nature and are deposited at stage of issue:
Right-hand side 46 “Non-paid capital”.
If securities carry debt nature at stage of issue:
Right-hand side 52 “Long-term liabilities on bonds”

Fig. 3. Accounting principles of initial cost formation for long-term financial investments in accounts system

Accounting principles of initial cost formation for long-term financial investments in accounts system are gener-
alized in Fig. 4.

The long-term accounts receivable arises as a result of transfer of enterprise property to financial lease, security
of accounts receivable that does not arises in the process of ordinary operating cycle and will be paid within
12 months from the date of balance sheet by means of long-term bills, as well as other long-term accounts receivable
of legal entities and natural persons before enterprise.

If we analyze the place of non-current assets and disposal groups designated for sale in the balance sheet struc-
ture, it is necessary to note that they take the separate place together with sections “Non-current assets”, “Current
assets”, “Deferred expenses”.

The harmonization of representation of information on non-current assets according to Balance sheet and Chart
of accounts is generalized in Table 1.

So, non-current assets are represented in the balance sheet according to book (depreciable) value that is determined
as difference between initial cost and accumulated amortization (depreciation). It concerns such items of non-current
assets as Property, Plant and Equipment, other non-current assets, intangible assets and long-term biological assets.

Conclusions

According to method of representation in the accounts, the non-current assets are represented as a part of
class 1 “Non-current assets” and non-current assets and disposal groups designated for sale are classified as current
assets. By this their inclusion into the list of goods (account 28 “Goods”) conflicts by representing in the balance
sheet (represented in filled-in line “Non-current assets and disposal groups”).

The formation of value for items of non-current assets in the accounts system is carried out by two methods: by
means of subsidiary account 15 “Capital investments”; directly to balance sheet account of items of non-current assets.
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The alterations in non-current assets accounting caused the necessity to make changes to forms of financial
statements. Particularly the described line that is called - the 4™ section of asset “Non-current assets and disposal
groups” and new on-balance-sheet item under code 275 are applied in the balance sheet.

In my opinion, this transformation of balance sheet form misrepresents its primary purpose: representation of as-
sets according to the order of liquidity expansion, i.e. the representation of on-balance-sheet items from the least lig-
uid to the most liquid.

18 “Long-term accounts receivable and other non-current assets”
Left-hand side Right-hand side

The income from transfer of property for long-term . «
financial lease is recognized Left-hand side 181 Indebtednes§
for property transferred for financial
lease”
Right-hand side 74 “Other incomes” g
Initial cost formation for long-term bill Left-hand side 182 “Obtained long-
term bills”
The long-term bill is obtained as security of indebted- -
ness (Right-hand side 37)
Difference between nominal and actual value of ob-
tained long-term bill (Right-hand side 69)
Difference between nominal and actual value of ob-
tained long-term bill is received (Right-hand side 70, 74)
Other long-term accounts receivable is recognized Left-hand side 183 “Other accounts
receivable”
Right-hand side 31. 37. 74
Other long-term accounts receivable is recognized Left-hand side 184 “Other non-
current assets”
K-t 10. 11.12.31. 33.35.37.69.70. 73 74

Fig. 4. Accounting principles of initial cost formation for long-term accounts receivable and other non-current
assets in accounts system

Table 1. The harmonization of representation of information on non-current assets according to Balance sheet
and Chart of accounts

Asset Line code Information source
(calculation algorithm or accounting calculation)

I. Non-current assets line 011 - line 012
Intangible assets:
depreciable value 010
initial cost 011 12 “Intangible assets”
accumulated amortization 012 133 “Accumulated amortization of intangible assets”
Not completed capital investments 020 15 “Capital investments”
Property, Plant and Equipment:
depreciable value 030 line 031 - line 032
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initial cost 031 10 “Property, Plant and Equipment”, 11 “Other non-current tangible
assets”
depreciation 032 131 “Depreciation of Property, Plant and Equipment” and 132 “Depre-
ciation of other non-current tangible assets”
Long-term biological assets:
fair (depreciable) value 035 line 036 - line 037
initial cost 036 16 “Long-term biological assets”
accumulated amortization 037 134 “Accumulated amortization of long-term biological assets”
Long-term financial investments:
that are recorded by equity method of |040 141 “Investments to related parties according to equity method”
other enterprises
other financial investments 045 142 “Other investments to related parties”
143 “Investments to not related parties”
Long-term accounts receivable 050 18 “Long-term accounts receivable and other non-current assets”
Investment property:
fair (depreciable) value 055 line 056 - line 057
initial cost 056 100 “Investment property”
depreciation 057 135 “Depreciation of investment property”
Deferred tax assets 060 17 “Deferred tax assets”
Goodwill 065 19 “Goodwill”
Other non-current assets 070 18 “Long-term accounts receivable and other non-current assets”
Total section 1 080 010+020+030+035+040+045+050+055+060+065+070
IV. Non-current assets and disposal |275 286 “Non-current assets and disposal groups withheld for sale”
groups
Balance 280 080-+260+270+275
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Enena Cepeeesna bopyosa
Mopoosckuii cocyoapcmeennniil ynusepcumem um. H. I1. Ozcapesa

VIIIATA HAJIOT'OB C ITOMOIIbIO COBPEMEHHBIX YCJIYT BAHKA®

3auacTyro omiiaTa HaJOrOB CTAHOBHUTCS JUIA (PU3UUECKUX JIHI] JOCTATOYHO OONBIION MPOOJIEeMON, 0COOEHHO 3TO
KacaeTcs paboTarmuX rpaxaad. Jlaxke HeCMOTpPSI Ha TO, YTO IUIATS)KHBIC MOPYUYCHHS C YKa3aHHEM CyMM ITOJJICKa-
[IMX K YIUTATe HAJIOTOB ¥ PEKBH3HUTOB MOJYYaTeNsl, pa30CIaHO HAIOTOBBIMH MHCIIEKTOPAMH 33/I0JITO IO CPOKA OCY-
IIECTBJICHUS TUIATEKA HAJOTOIDIATENBIINKY [UIS peallu3allii CBOCH KOHCTHTYIIMOHHOW OOS3aHHOCTH HEOOXOTUMO
mocetuTh OaHK. [Ipy 3TOM, Kak mpaBUIIO, pexXUM pabOTH OAHKOB COBIANAET C rpadUKOM pabOThI OCHOBHOW MAacCCHI
HaceJeHH s, I03TOMY OCYILECTBUTH IUIATeX (pU3nUecKoMy JIHIly HEOOX0MMO B CBOe pabouee BpeMsi, a 3TO BBI3bIBA-
€T psJ HeYA0OCTB.

PernieHnio JaHHON IPOOIeMbI MOTJIO ObI CTaTh IIPEJOCTABICHHE BO3MOKHOCTh OCYIIECTBICHHS IIATE)Ka B OaHKE
KpyraocyTouHo. Takyro yciayry MpeaocTaBIIsilOT MHOTHE KpyrHble 6anku Poccuu. Ilpu 3TOM y rpakJaHuHa HET
HEOOXOANMOCTH JIMYHOTO MPHUCYTCTBUS B OaHke. OCHOBHBIM YCJIIOBHEM MPEIOCTABICHUS TaKO# yciiyru OaHKOM sB-
nsiercst Hanmuue Boixoa B Muteprer. OduipaibHo OHA Tak U Ha3biBaeTcs MHTepHEeT-OaHKHHT.

Paccmorpum moapoOHee, 4To ke Takoe MHTepHET-OaHKHHT, W KaKyl IOJb3Yy JaHHOEC HOBOBBEICHUEC MOXKET
MIPUHECTH, B TOM YHUCIIC HEMOCPEICTBCHHO B 00JIACTH MOBBINICHUS PE3yJIbTATUBHOCTU cOOpa HAIOTOB.
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