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Abstract:

This article explores methods for improving fixed asset accounting processes within organizations.
It examines the distribution of fixed assets based on functional purposes, their classification, types
of evaluation, and analysis, considering factors such as time and asset condition. The effective
management of fixed assets is vital for financial transparency, regulatory compliance, and
informed decision-making. By categorizing fixed assets according to their roles within an
organization, stakeholders can better understand asset utilization and depreciation patterns. The
classification of fixed assets must align with organizational objectives and industry standards to
streamline financial reporting and facilitate comparisons across asset portfolios. Evaluation
methods and techniques are critical for accurate asset valuation, risk mitigation, and optimizing
resource allocation.

Keywords: Capital stock, valuation, investment attractiveness, enterprise assets, relative weight,
depreciation

1. Introduction

As the basis of the material and technical base of the enterprises, the main funds
constitute the largest comparative weight in the structure of the enterprise's assets.
Therefore, their assessment has a significant impact on the financial statements of the
enterprise and the investment attractiveness of the enterprise. The inconsistency of some
rules of accounting and financial reporting does not allow for obtaining real information
about the value of fixed assets, which leads to the loss of external and internal usefulness
for users. The reasons for this situation are deficiencies in the methodological provision
of accounting rules (standards) [1]. In this sense, it is appropriate to study the
methodology of evaluation of the main benefits in depth.

The material form of the main capital of the enterprise is its main funds. The main
funds of the enterprise are means of labour, which are used to perform socio-cultural and
administrative functions for a long time in the process of production and delivery of
products, and their value is gradually transferred to the value of the finished product,
through depreciation deductions. Fixed assets do not change their shape and size, their
value should not be less than the limit set by the state [2].

The main funds of enterprises are characterized by a long, more than one-year
period of use. Fixed assets must be properly classified for accurate accounting and
evaluation of efficiency of use. The most common and used is the distribution of fixed
assets according to functional purposes (Figure 1).
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Figure 1. Distribution of fixed assets according to functional purposes

Source: Author development based on research results

In addition to the above classification of fixed assets, their ratio according to
individual types, that is, their structure, is of great importance. The specific
(technological) structure of fixed assets is the ratio of their active and passive parts [3].

The active part includes the main means that directly participate in the production
process, determine the level of technical equipment of labour, and directly affect the
amount of production capacity and production volume of the enterprise (working
machines, equipment, computing tools and production equipment) [4].

1.1.  Literature review

Despite the large volume of scientific work on the analysis of the economic essence
of the main funds, answering questions about their nature, many studies have been
conducted on the issue of the formation and circulation of the main funds in "lean
production”. In particular, 1.O. Blank, R. Braily, Y. Brigham, R. Westfield, L. L.
Ermolovich, J. K. Galbraith, G. Z. Susha, A. Marshall, D. North, S. M. Onisko, M. N.
Kreinina, Kramarenko G. O. and others [5]. Scientists have long studied the issue of
inventory management as part of the working capital system. There are scientific works
in the field of studying the effectiveness of the inventory management system to ensure
the uninterrupted supply of enterprises in all aspects of economic activity. Inventory
management algorithms are based on classic inventory systems and their modifications.
In the developed methods of inventory management in highly specialized areas, you can
pay attention to taking into account parameters that are not typical for other areas of
application.

2. Method

During this study, the recovery value of fixed assets was analyzed using revaluation,
original cost, replacement value, fair value and other empirical methods [6].
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3. Results and Discussion

The natural indicators of accounting for fixed assets are determined by the
specificity of their elements and purpose. In particular, among them, you can distinguish
the area (m?), volume (m?), power (kW), productivity of the equipment (pieces/shift),
number of equipment, etc. The value form of accounting and valuation is necessary for
determining the total amount of value of fixed assets, planning their reproduction,
structure, depreciation and amortization amounts in general, and calculating production
costs [7].

Initial cost

Liquidity value \ Types of e Substitute value
assessment
of fixed
assets
Fair value Residual value

Figure 2. Depending on the time and condition of the assessment of the main funds, the types of

assessment

Based on the information presented in Figure 2, if we carry out broader explanatory
work, depending on the time and condition of the assessment of the main funds, the
following types of assessment are distinguished [8].

3.1.  Initial cost

The initial cost is the actual costs of the enterprise during the purchase of fixed assets
and their balance sheet. This cost includes:

1) purchase price of basic funds and amount of import duty;

2) sums of indirect taxes in connection with the purchase (creation) of fixed assets
(if they are not returned to the enterprise);

3) costs of insurance of risks of supply of basic funds;

4) costs of installation, installation, adjustment of the main funds;

5) other costs directly related to the maintenance of fixed assets [9].

The initial cost of fixed assets (AFi) can usually be expressed by the following

formula:
AFy, = AF + Cy+S+M 1)
Where:
AF: = price of basic funds;
Co = fees, duties, indirect taxes;
X = risk insurance costs;
M = costs of installation, collection and commissioning of fixed assets.

If the enterprise is about putting new buildings into use, then the estimated value is
its initial value. The initial value of fixed assets is always constant, regardless of changes
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in the price of labour.

3.2. Replacement (re-evaluated) value

Replacement (re-evaluated) value is the cost of reproduction of fixed assets in
modern conditions. It includes the same costs as the original cost, but at today's prices.
Such evaluation is carried out to compare the value of fixed assets put into use in different
years. The difference in the value of fixed assets is related to inflation, the consequences
of scientific and technical progress, etc.

The cost of restoration of fixed assets is determined by revaluation, that is, by
indexing their initial value. The indexation index of the main funds is calculated based
on the inflation index of the year. If inflation does not exceed 10% during the year,
indexation of fixed assets is not carried out. The replacement (revalued) value of fixed
assets (AFw) can be determined by the following formula [10]:

AF,
AF,, = —* 2
qb AFqq (2)
Where:
AFp  =the revaluation index of basic funds;

AF. = fair value of the main funds (in Uzbekistan sums or UZS);
AF;; = the residual value of fixed assets (in UZS).

3.3.  Residual value

Residual value (AFy) is the difference between the value (original or revalued) of
fixed assets accepted in the balance sheet of the enterprise and the amount of
depreciation. The residual value shows a part of the cost of fixed assets not transferred to
the manufactured product and is calculated as [11]:

AF,, = AF,, — AFy
or ®)
Ay = j?q
qb
Where:
AFe  =the amount of depreciation of fixed assets.

3.4.  Fair value

Fair value is the original value of the fixed assets received in the exchange. It is equal
to the amount at which the object can be valued if there is an agreement between the
interested parties. This value is the market (real) value of the underlying funds and is
determined by professional appraisers. If such evaluation is not possible, fixed assets are
replaced at replacement cost. Fair value can be determined by the following formula [12]:

AF,y = AFyy % AF,, 4

3.5.  Liguidity (liquidation) value

Liquidity (liquidation) value (LQ) is residual value of fixed assets at the time of
decommissioning due to wear and tear. At this value, the enterprise can sell fixed assets,
write them off, and transfer them to the balance sheet of another enterprise [13].
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LQ = Apq — Mpq — Ny @)
Where:
LQ  =theliquidity value;
Avg = balance sheet value of fixed assets;
Mp;  =Dbalance sheet value of liabilities;
Na = intangible assets

Comparing these tangible assets, the liquidity value formula is:

LQ = Aqg — Mpq (6)
Where:
Ay =liquidation value of assets;
My, = liquidation value of liabilities;

At the time of liquidation, the liquidation value of the liabilities is equal to the book
value of the liabilities. Then the above formula becomes:

LQ = Atq - Mbq - Atq = 2:Ln:lATDi X Abq (7)
Where:
Am-i =the recovery rate of the asset.

In this formula, we assume that the rate of recovery of intangible assets is 0%. It
subtracts intangible assets from the liquidation value of assets. For other assets, the
recovery rate is less than 100% and therefore the liquidation value of the assets is equal
to the difference between the intangible assets from the book value of the assets.

It is worth noting that even if the liquidation value is lower than the tangible book
value, it's a great tool for identifying stocks that are trading near (below) the liquidation
value. Using the ratio of cost to tangible book value provides a relative valuation for
making such comparisons [14].

3.6.  Physical obsolescence

Physical obsolescence is the loss of the main funds of their consumer characteristics,
as a result of which they cease to meet the demands placed on them [15]. Physical wear
and tear can occur during the operation of the main means (operation of parts, nodes,
blocks), as well as during their inactivity due to the influence of the external environment
(atmospheric phenomena, corrosion). Physical wear and tear of fixed assets can be
recoverable (eliminated by carrying out repairs of various complexity) and irreversible.
The physical wear and tear of fixed assets can be estimated using the coefficient of
physical wear and tear of fixed assets (Kafter).

_ AF ex
kafter T AF aq
or
A
kapter = Aag ®)
or
X
kaf ter = N_x
Where:
AF» = capital maintenance costs of fixed assets since the start of service;

AFi; = the initial value of the main funds;

A = amount of depreciation (amortization) of fixed assets from the beginning
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of service

Ny, Nx = actual and normative service life of the main funds for x selected years.

3.7. Moral obsolescence

Moral obsolescence is premature, before the end of the physical service life, the
obsolescence of fixed assets, which leads to the loss of the expediency of their use. There
is a difference between the moral obsolescence of fixed assets of the first and second types
[16].

Type I moral obsolescence occurs as a result of the decrease in the cost of
reproduction of fixed assets in modern conditions as a result of the increase in labour
productivity in the industries that produce labour tools. Type I moral wear can be
estimated by type I moral wear coefficient (kinei).

_ AFgqq—AFyq
kmei = T ©)

Where:
AFy  =recovery value of fixed assets.

Type Il moral obsolescence is the partial loss of basic assets as a result of the creation
and introduction of more efficient and cost-effective means of labour. In this case, the old
basic funds cease to meet the needs of consumers, their use becomes economically
unprofitable. The same underlying funds may or may not meet the needs of specific
consumers. Therefore, the amount of type II moral depreciation will be different for
different consumers, so it is not practical to calculate it. In this case, the general
depreciation coefficient of social funds (kune) is determined [17]:

kyme =1—(1- kafter) X (1= kmei) (10)

3.8.  Repair

By repairing and modernizing the main funds, it is possible to eliminate their
physical and partly spiritual obsolescence. Repair of fixed assets consists of restoring the
physical wear and tear of their structural elements and keeping the fixed assets in a
serviceable condition throughout their service life. Repairs are divided into current,
capital and restoration according to their economic content [18].

In practice, it is very difficult to distinguish repair work in terms of economic
content, because there is no clear boundary between the repair itself and reproduction,
maintenance costs of fixed assets and their restoration costs [19]. Therefore, repair is often
divided according to organizational and technical characteristics into complexity,
periodicity, scope of work, repair location and others. According to organizational and
technical characteristics, repairs are divided into:

1) Capital: includes complete dismantling of aggregates, replacement of certain
structural elements;

2) Medium: intermediate between capital and minor repairs, in which capital
spends more often than repairs, and the allocation of capital funds is about a
third;

3) Small: the smallest in terms of scope and complexity; involves only partial
repairs and is carried out on site by key workers or repair workers, where no
more than 15% of parts must be replaced.

The total time cost of repairing a certain type of equipment per year -Q(T) is
calculated according to the following formula:
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Q(T) = Epy + Ihyy 1)

Where:
Ew = the price of replaced elements for repair (in thousand UZS/year);
Ih: = expenses for wages during repair (in thousand UZS/year);

Eun = Eyy X S, X AFigy (12)
Where:
Ein  =weighted average value of the price of one replaced item (in thousand

uzs);

St = the number of repairs during the year;

AFia. = failure rate of fixed assets.

Thiy = tye X Ies X S; (13)
Where:
tur = time spent on one repair (in hours);
Ii = average hourly rate of a repair worker (in thousand UZS/hour);

Salary expenses should also take into account all the calculations related to it.
Modernization of fixed assets means making changes to the design of existing equipment
that increases its technical level and improve its economic characteristics [20].

3.9.  Depreciation

In the process of use, fixed assets are subject to depreciation [20,21,22]. Depreciation
refers to the transfer of the value of fixed assets to the cost of a newly created product
during the period of their effective use. Depreciation means writing off the book value of
fixed assets over their useful life. Studies show that there are different methods and
approaches for calculating the depreciation of fixed assets (Figure 3).

Depreciation calculation methods
[

¥ Y ¥
Straight line | Cumulative Production method ‘
| method |
Y L
Decrease in residual value Accelerated depreciation ‘

Figure 3. Depreciation calculation methods

1) The straight-line (uniform) method [19]: This method assumes the transfer of
the same part of the cost of fixed assets to the cost of production every year
throughout their service life. The amount of annual depreciation (A) is defined
as the product of the initial (replacement) value of the object of fixed assets and
the annual rate of depreciation (N):

A=29%100 >N, =—x 100
Ng AFfd

or (14)

A=
AFyq

x 100
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Where:
AF;; = period of beneficial use of fixed assets (in years).

2) Decrease in residual value [24]: The amount of annual depreciation is defined
as the multiplication of the residual value of fixed assets at the beginning of the
reporting year or the initial value on the date of depreciation by the annual
depreciation rate determined according to the following formula.

L
N, =1— AF;, /ﬁ (15)

3) Rapid reduction of residual value: The amount of annual depreciation is
defined as the multiplication of the residual value of fixed assets at the beginning
of the reporting year or the initial value on the date of depreciation by the annual
depreciation rate. The annual rate of depreciation is twice the rate used in the
straight-line method of calculating depreciation.

4) Cumulative method: The annual depreciation amount is calculated as the
product of the sum of the depreciable value coefficient. The cumulative ratio is
determined by the ratio of the number of years remaining until the end of the
useful life of the main funds to the sum of the years of their service life.

5) Method of production: The monthly amount of depreciation is defined as the
multiplication of the actual volume of the product produced in 1 month by the
depreciation production rate. The production level of depreciation N,the ratio of
the depreciable value to the total volume of the product that the enterprise plans
(expected) to produce using these fixed assets. It is defined by:

_ AFgpxAFqq
Qu
Depreciation methods such as decreasing residual value, accelerated decreasing
residual value and accumulation are methods of accelerated depreciation of fixed assets.
They are used to revive the process of reproduction of fixed assets, as they allow to
restoration of 60-70% of their value in the first half of their useful life.

N, (16)

4. Conclusion

In short, Amortization is calculated monthly. When determining the period of useful
use of fixed assets, it is necessary to take into account the expected physical and moral
wear and tear of the object, taking into account its capacity, productivity, and the use of
legal and other restrictions on the conditions of use of fixed assets. Also, if the expected
economic benefit from the use of fixed assets changes, their service life and the method
of calculating depreciation will be revised. Depreciation is suspended for the period of
decommissioning of the object due to reconstruction, modernization, re-equipment,
conservation, etc. Depreciation of fixed assets ends only if their residual and liquidation
values are equal (conditionally the liquidation value is zero).

References

[1] V. IIapm, I'. Aaekcangep, and Ax. beiian, Mnsecmuyuu. Mocksa: Vingpa-M, 2010.

[2] K. P. Makxonnea and C. /. bpio, Ixoromuxc: npuniyunsi, npobdremut u noaumuxa. Mocksa: Pecrrybanka, 2002.

[3] Ax.TI.Aopencand A. A. Maiika, Octogvr unsecmuposarus. Mocksa: «Jeao», 2007,

[4] A A. Aeitdep, “Tounocts pe3yabTaTOB OLIEHKH U ITpeAeAbl OTBETCTBEHHOCTY OLleHIIKa,” Vmyuecmeertvie
Ompowerus B Poccutickoii @edepavuu, no. 4 (91), 2009.

[5] M. A.3eapaun, H.I1. bapunos, and M. D. A60acos, “JoBepuTeAbHbII MHTEPBAA 4451 CPEAHETO 110 BEIOOPKE 13
KOHEYHOI TeHepaAbHOM coBOKyItHOCTH,” Broaremerv Puitika Hedsuxumocmu RWAY, no. 211.

[6] P.A.Samuelson, “Risk and Uncertainty: A Fallacy of Large Numbers,” Scientia, 1997.

[7] C.B.I'pubosckuii, C. A. Cusen, and V. A. AleBbikuHa, Mamemamuueckue Memoodvl OueHKU CHIOUMOCTHU UMYULecmen.
Mocksa: Mapocerika, Kuroknas annns, 2014.

American Journal of Economics and Business Management 2024, 7(2), 100-108. https://www.globalresearchnetwork.us/index.php/ajebm



American Journal of Economics and Business Management 2024, 7(2), 100-108. 108

8]

(9]

(10]
[11]
(12]
(13]
(14]
[13]
(16]
(17]
(18]
(19]

(20]

[21]
[22]

(23]

(24]

T. Kohonen, “Learning vector quantization,” Neural Netw., vol. 1, no. suppl. 1, p. 303, 1988.

H. B. Demuth and M. H. Beale, Neural Network Design (2nd Edition). 2014.

S. Bjorklund and T. Uhlin, “Artificial neural networks for financial time series prediction and portfolio
optimization,” ISRN LIU-IEI-TEK--1702920—SE, p. 173, 2017.

L. Pudeyan, “Changes in the tax accounting policy of industrial enterprises in the context of digitalization,” E3S
Web of Conferences, vol. 217. 2020. doi: 10.1051/e3sconf/202021706013.

Y. Pozdnyakov, “Management of tangible assets using a modified market value price formation model,” Problems
and Perspectives in Management, vol. 19, no. 2. pp. 28-39, 2021. doi: 10.21511/ppm.19(2).2021.03.

Y. Li, “The fuzzy evaluation method of coastal enterprise’s assets based on EVA evaluation model,” Journal of
Coastal Research, vol. 104. pp. 266-270, 2020. doi: 10.2112/JCR-51104-048.1.

E. Stancheva-Todorova, “IFRS 16 Leases and Its Impact on Company’s Financial Reporting, Financial Ratios and
Performance Metrics,” Economic Alternatives, vol. 25, no. 1. pp. 44-62, 2019.

E. Morales, “Proved Reserves Revisions: How Reliable Are They?,” SPE Reservoir Evaluation and Engineering, vol.
26, no. 4. pp. 14681482, 2023. doi: 10.2118/210476-PA.

L. I. Kulikova, “International financial reporting standard (IFRS) regulations for supply chain management,”
International Journal of Supply Chain Management, vol. 9, no. 4. pp. 570-575, 2020.

E. Nechita, “Non-current assets,” Financial Accounting: An IFRS Perspective in Romania. pp. 131-187, 2019. doi:
10.1007/978-3-030-29485-4_6.

L. Ivannikov, “Accounting Problems in Infrastructure Asset Valuation and Depreciation in New South Wales Local
Government,” Australian Accounting Review, vol. 30, no. 2. pp. 105-115, 2020. doi: 10.1111/auar.12275.

A. Suryana, “Official fixed asset management using straight line depression method,” Journal of Advanced Research
in Dynamical and Control Systems, vol. 11, no. 3. pp. 213-226, 2019.

D. Nguyen, “The role of intellectual capital in mitigating inflation-related tax distortions,” Proceedings of the
International Conference on Intellectual Capital, Knowledge Management and Organisational Learning, ICICKM, vol. 2019.
Pp. 265-272, 2019. doi: 10.34190/IKM.19.044.

J. W. Hong, “Mé&amp;A valuation for going concern: A case study using Samsung electronics” adjusted EBITDA
Multiple,” Cogent Business and Management, vol. 10, no. 2. 2023. doi: 10.1080/23311975.2023.2209975.

M. Donadelli, “Computing Macro-Effects and Welfare Costs of Temperature Volatility: A Structural Approach,”
Computational Economics, vol. 58, no. 2. pp. 347-394, 2021. doi: 10.1007/s10614-020-10031-3.

J. Deng, “Research on Physical Depreciation Methods of Non-Toll Road Assets,” CICTP 2020: Advanced
Transportation Technologies and Development-Enhancing Connections - Proceedings of the 20th COTA International
Conference of Transportation Professionals. pp. 1011-1021, 2020. doi: 10.1061/9780784482933.088.

G. Corsetti, “Step away from the zero lower bound: Small open economies in a world of secular stagnation,”
Journal of International Economics, vol. 116. pp. 88-102, 2019. doi: 10.1016/j.jinteco.2018.08.003.

American Journal of Economics and Business Management 2024, 7(2), 100-108. https://www.globalresearchnetwork.us/index.php/ajebm



