INNOVATION PROCESS

AS THE OBJECT OF ACCOUNTING
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The results of research aimed at further development of accounting methods for
innovation activity are given. On the basis of revealing the essence of innovation
process and its stages the system atization and specification of the procedures of
financial and management accounting are carried out. The above-mentioned proce-
dures are aimed at forming the information and analytical complex of decision-making
support concerning innovations development and commercialization. The distinct
accounts for innovation processes expenses and sales of innovative products that
may enrich analytical features of accounting system of innovation activity are

proposed to use.
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IHHOBAULIMHUN NPOLEC

AK OB’EKT BYXTANTEPCbKOIO OB NIKY

YOK 657.421.3 NMpokoniwuHa O . B.

BuceiTneHo pe3ynbTaTu fAoCcniAXeHb Yy HanpssMKy o6FpyHTYyBaHHS Ta nojganblw oro

pPO3BUTKY MeToaMYHOro 3abesanevyeHHs o6nNiky iHHoBauihHOT pgianbHOCTI. Ha ocHoOBI
BUABNEHHSN CYTHOCTI iHHoBauUuinHOTO npouecy Ta noro cTapgin npoBegeHO
cuctemaTmsayiw Ta YyTOYHEHHS 3MicTy npouepngyp, AKi NMOBUHHI 3pincHiw BaTncs
nipcucrtemMmamwu ¢ iHaHcoOBOTO Ta ynpaBniHCbKOTO 06 niky ans 3abesanevyeHHSs
dopMyBaHHS iHbpopmMauinHo-aHaniTU4YHOTO KOMNnekcy niaTpuUMKHM ynpaBniHCbKUX
piweHb Woao po3pobkn Ta kKomepuyianizayii iHHoBauin. B o6nikoBil po6oTi iHHOBaUiINHO
AaKTUBHUX nianpunemcTBs 3anNnponNoHOBAHO ao BUKOPUCTaAHHSA cneuianbHi paxyHkKm

Gyxrantepcbkoro o6 niky, skKi 4O3BONSAKTL PO3W MUPUTN MOXNMUBOCTIi aHanisy peaynbrarTis

iHHoOBaAUiMHOT AiSNbHOCTI.

Knio yoeicnosea: iHHoBauUii, iHHoBaUuinHMN npouec, o6 nik.

MHHOBAUWOHHBLIW NPOLUECC

KAK OBBEKT BYXTANTEPCKOTIO YYETA

YOK 657.421.3 lMpokonuw uHa E. B.

OcBelWw eHbl pe3ynbTaTbl UCCNeJjoOBaHUW, HanpaBneHHbB X Ha o60CHOBaHWe U ganb -
Helnwee pa3BuTMe MeToaMmyYeckoro obecneyeHms GyxranTepcKOro yyeTa MUHHOBaLUMW-
OHHOW pessTenbHOCTM. Ha ocHOBe BbLIABNEHUS CYWHOCTM MHHOBALWMOHHOTFO nmpouyecca
W ero ctaguum npoBefeHa cucrTemaTunmsauma W YyTOYHEHWE copepxXaHUg npouepgyp, KOoTo-
pble [OONXHbB oOCyWecTBNSATbCA nNnopacucteMaMum GUHaAHCOBOTFO M ynpaBleHYecKoro
yyeTa aAns obecnevyeHuns dopMupoBaHuNs MHP OPMaLMWOHHO-aHANUTUYECKOTO

KOMNneKca nogAepXKN NPUHATUA ynpaBneHYeCcKux peuw €HWN OTHOCUTEeNbHO paspaboTku
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M KOMMeEepuUManuMsauuum WHHOBALMUN.

B yyeTHON p860Te MWHHOBAaAUWOHHO AKTUBHDBbBIX

npeanNpuATUA NPeaNnoOXeHO MCNONb30oBaTb CNelyMnManbHbL e cYyeTa 6yxranTepCKoro yyerTa,

KoOTOopbl e

nedaTenbHOCTHU.

no3BONAKT pacWwWwMpUTb BO3IMOXHOCTMN aHanunwsa pe3ynbTaToB MHHOBAULUWOHHOM

Knio yeeb e cnoga: NHHOBaLMWU, MHHOBALWOHHBLIW nNpoyecc, yyer.

In actual global high

enterprises thatpermanently implement effective innovations

competitive environment only

are able to follow the path of sustainable development. To

ensure success of innovation activity managers have to
consider the inform ation, thatis nottypically accumulated by
standard accounting system, thus requirements to accounting
has been changing significantly due to significantincrease of
innovation process success impact.

Caused by the practicalneed, the information content
of accounting system is expanding both in the subsystem of

financial accounting, where new objects and methods of

accounting arise permanently, and in the subsystem of
management accounting and controlling, which focuses on
providing internal users with comprehensive analytical
information on business processes, involved resources and
achieved results.

Ontherequestofthe currentmanagementpractices a
wide cohortofscientists,including B. Valuiev [1], V. Zhuk [2],
O. Kantaieva [3], S.Labunska [4], A. Pylypenko [6 - 7],
M. Pushkar[8],conducts scientific substantiation ofmethodology
and technology ofaccounting ofinnovation activity. The rese -
archers note thatone of the main components of information
and analytical support of innovative business is accounting,
developmentofwhich should be conducted in the direction of
ensuring effective information support of key management
functions. Thus,M.Pushkar [8] emphasizes the necessity of
forming such a system of management accounting of
innovation processes thatwould allow inform ation supportof
effective innovation policy both atthe nationalleveland atthe
level of distinct enterprise in conditions of uncertainty and
economic globalization. A.Pylypenko [6]expresses the belief
that the enterprise accounting system is the instrument for
foundation of managementofknowledge as a key resource of
the new economy.

D espite the extreme urgency andconsiderable practical

importance of relevant researches, at the time scientists
agree that "unlike other objects of accounting — inventory,
liabilities, production costs, revenue and others, which are
topics for constant research aimed on the improvement of

accounting, methods and

innovation processes are notso welldesigned"[1,p.28]. One

organization of accounting of

of the major shortcomings of existing record-keeping

standards is the absence of unified system ofregisters and
accounts for allocating costs, incomes and results of
innovation activities. O . Kantaieva argues [3] thatthe existing
accounting models do not match the diversity of innovation

processes and do not generate enough reliable data for
economic analysis and regulation in the field of innovations.

So,the purpose ofthis paperis furtherdevelopmentof
accounting methods for innovation activity and revealing
rationalaccounting techniques grounding on the essence and
stages of enterprise innovation process.

D eeping in scientific literature it may be found out, that
innovation process is the corecomponentofinnovation activity .
Oslo Manual [9] defines innovation activity as all scientific,
technological, organizational, financialand com mercial steps
w hich actually, or areintended to,lead to the implem entation of

innovations. A common feature ofthe innovation is thatitmust

have been implemented [9]. The process of transformation of
idea into product,introduced on the market, may be considered
as the innovation process. M. Sotarauta and S. Srinivas [10]
innovation

reasonably propose to define

evolutionary process, the development of an

process as
invention into
innovation and its further dissem ination beyond its inventors.
The essence of defining the innovation process may be
revealed viadisclosing its stages. However in this respect the
agreement between scholars has notbeen achieved.
According to E. Rogers [11] stages may be

distinguished in the innovation process:agenda-setting (when

five

a company reveals the problem
this

redefining/restructuring

to be solved by means of

innovation); matching (when problem is being aligned

w ith an innovation); (when the

innovation is modified to meet specific requirements of the

company); clarifying (when the way of innovation

implementing is elucidated) and

becomes a

routinizing (when the

innovation part of day-to-day work in the
company). M. Sotarauta and S. Srinivas [10] as the stages of
innovation process discriminate variation, selection, retention
and struggle.

Researches alsoassume thatthe stages ofinnovation
process dependupon companyinnovation strategy. Moreover,
there is no strong agreementupon strategy classification and
definition.

Some theorists distinguish "exploration"and "exploita-
tion" strategies.According to J. March [12] under exploration
strategy innovation process have stages as follows: search,
variation, risk taking, experimentation, play, flexibility ,
innovation. W hile

fulfills

discovery, under exploitation strategy a

company refinement, choice, production, efficiency,
selection,implementation and execution as consecutive steps
of innovation process. J. March [12] also suggests that the
exploitation strategy will give positive, proximate and
predictable results, w hereas for exploration strategy the
results are often uncertain, distantand even negative. Thus,
exploitation strategy may be employed in short-term
perspective and the burdens of proofforexplorative strategies
are much more challenging.

Van de Ven et al. [13] argue that a company may
choose "divergence" or "convergence" behavior. Divergence
is the type of innovation strategy when a company explores
and expands its activity in different directions. The stages of
innovation process under this strategy are: a) creating ideas
and strategies; b) learning by discovery; c) building rela-
tionships and porous networks; d) creating infrastructures for
collective advantage;e) R&D collaboration with other firms or
universities, or participation in standard setting activities. In
contrastto divergence,convergence behavioris a strategy of
integrating and narrowing that focuses on testing and
exploiting a given direction. Following activities are conducted
during the innovation process: a) implementing ideas and
strategies; b)learning by testing (trailand error); c) executing
relationships in established networks; d) operating within
infrastructures for com petitive advantage.

Onthe highestlevelofabstracting innovation process

may be depictured as the life cycle ofinnovation, which starts



with novelty sprin

innovation loses fe

everyday routine.
innovation
grounding the sequ

The

process

proposed matching

g and ends when after implementation

atures
This

of novelty and becomes a part of

approach to revealing stages of

allows its structurization in time and

ence ofaccounting procedures execution.
the

of accounting procedures to

stages ofinnovation life cycle (ILC)is presented in the Figure.

The Table discloses the composition of accounting support

system for innovation process distinguishing management
and financialaccounting spheres.
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For accounting of innovation process at the stage of

development the of the National Standard of

8

requirements

Accounting "Intangible Assets" are highly important.

According to the National Standard of Accounting 8 the

developments obtained at this stage should be reported as
assets only intends and has technical ability

and

if an enterprise

resources to commercialize innovative products and

receive economic benefits from its sale oruse,as wellas has

inform ation for reliable determination of the costs associated

with the development of innovations. In case an enterprise

intents to develop tangible assets the National Standard of

Accounting 9 "Supplies" and the National Standard of Accounting 7
"Fixed Assets"” are applied, so all costs incurred with
innovative activities are reflected on the account39 "Deferred

Charges”, and on the end of testing stage of innovation life

cycle are posted to the accountl5 "Capital Expenditures” (in case
the resultofinnovation process is positive) or to sub-account

941 "Expenses on Research and Development" (ifthe result

is negative). Thus, according to the National Standards of
Accounting expenses incurred during development and
testing stage of innovation life cycle cannot be capitalized if

these do notmeetthe requirements upon assets recognition;
so the main task of financialaccounting on developmentand
testing stages is correct documentation and calculation of
w hich

period and reduce income.

expenses, increase the expenses of the referenced

Table

nting procedures set

by stages of innovation life cycle
Stage of . . .
Financial accounting procedures Management accounting procedures
IiLc
1 2 3
{F1} Accounting forresearch and development (R&D) {M1} Controlling the amount and com position of expenditure
expenses; accrual of expenses of the referenced on R&D; justification of management decisions on
' period "indoor or outdoor" innovation
{F2} Organization of accrual of deferred charges as {M 2} Assessment of the com petitiveness of innovative
assets, estim ating original value of newly created product (IP), calculation payback period of innovation
intangible assets (IA), justification and selection of project, justification of management decisions on
depreciation method for newly created IA optimization the weighted average cost of capital in
case additional financing is needed
{F3} Justification, selection and implementation of {M 3} Budgeting of full IP production and sale costs;
procedures of deferred charges allocation, selection of rational methods of production costs
organization of documents workflow upon IP allocation; justification of management decisions in
production and sale, analytical and synthetic pricing policy
accounting of IP revenue
Table (theending)
1 2 3 4 5
{F4} Organization of document workflow, analytical and {M 4} Form ation of inform ation to find the reserves to reduce
synthetic accounting for payments to contractors in costs, determining the level of reserve for further R &D
operations of IP production and sale, accounting expenses
for innovation activity income, establishment/
replenishment of reserve for further R&D
expenses
{F5} Analytical and synthetic accounting for {M 5} Justification of management decisions on optimization
transactions of transferring ownership on IP of technology of IP production
production technology




{F6} Revaluation of created IA and/or unwanted IP,
accounting for receivables on IP based on

allowance of uncollectible debts

{M 6} Justification for changing the production program and
determination of the reasonable amount of IP
production based on CVP-analysis, justification of

decisions upon the transfer pricing

{F7} Documentation of created IA decommissioning,

of elimination of IA and/or non-liquid leftovers of

< produced IP

accounting of revenue and expenses on operations decisions regarding the termination of IP production

{M 7} Inform ation and analytical support for management

based on allocation of fixed costs

To fulfill this task it is rational to introduce distinct
synthetic account”Innovation Processes Expenses” in class of
accounts 8 "Expenses". In this case all expenses incurred
during the developmentand testing stages of innovation process
as wages, utilities, costs of materials used, depreciation
expenses etc. may be accrued by posting on debit of this
account. Introduction oftransferaccount"Innovation Processes
expenses" allows detailed analytical accounting, which may
be conducted:

1) by origin: a) indoor R&D (including capital
expenditures on acaquisition of facilities and equipment for
R&D); b) outdoor R&D; c) acquisition of equipment and
software; d) acquisition of other knowledge; e) other
innovation processes expenses;

2) by types of innovations: a) product innovation
expenses; b) process innovation expenses; c) marketing
innovation expenses; d) organisationalinnovation expenses.

It seems to be reasonable if innovation process is
financed by own capital, it follows from the purpose of any
business activity which should be conducted to receive and
accumulate income and in the current economic conditions
this is not possible without constant improvement and ame -
lioration of products, production processes, marketing, mana -
gement. Therefore,atthe growth stage of ILC itis necessary
to accumulate adequate reserves thatwillserve as a source
of funding for furtherinnovation processes. Establishing such
reserves is in conformity with prudence conceptofaccounting
and allows ensuring the appropriate level of enterprise
innovation activity. In partof financialaccounting the reserve
for further R&D expensesis accrued with creditof account 47
"Provisions for Future Liabilities and Charges". Determining the
level of reserve for further R&D expenses is fulfilled by
management accounting subsystem and is based on key
indicators of enterprise innovation activity.

However, expenses are not the only object of
innovation process accounting. The basis of sustainable
development is systematic development and marketing of
new competitive products. The need foraccounting ofsales of
innovative products is also confirmed by the requirements of
the State Statistics Committee of Ukraine on the submission
of relevant information in the forms of statistical reporting.
Thus, it is reasonable to offer to record sales of innovative
products on separate analyticalaccounts of the account701
"Revenue of Products". Implementation of the proposed
approach not only ensures the information sources for
statistic reports,butalso enables comparison ofrevenues and
expenses of innovation activity and analysis of efficiency of
innovation processes in the enterprise as a whole.

Back-to-back accounting processes of information
generation and processing can supportand ensure effective
decision-making wupon innovations. As only permanent
successful innovation activity can guarantee business
success, to be an effective part of innovation management
accounting subsystem should innovate successfully and
constantly. Proposed suggestions aim notonly on broadening
inform ation base of accounting but on increasing relevancy
and significance of gathered and processed information for

decision-making upon innovation. One of the importanttasks

for furtherresearches lies in the sphere of scientific grounding

ofdocumentworkflow in innovation activity.
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