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Abstract — At present, there are often theoretical and applied 

discussions on the digital economy. In the context of the 
transformation of the digital economy into a systemic economy, 
the problem of the conformity of modern accounting statements 
to the needs of a wide range of stakeholders in a reliable 
assessment of business value is manifested to a greater extent. 
This problem cannot be solved at a time. A deep analysis of the 
assessment and recognition of individual elements of the financial 
statements will be required, which is difficult without digital 
transformation of data. This article analyzes a separate problem 
of the possibility and necessity of reflecting the economic 
category of goodwill in the structure of financial and integrated 
reporting. This issue concerns not only the accounting and 
reporting system, since analysis of the effect of goodwill and 
intangible assets on the business value of foreign companies [1] 
showed that the share of goodwill in the cost structure of 
organizations ranged from 36% (by type of activity - energy 
production) to 70.4 % (in terms of activities - Internet business 
and electronic business). However, in only six types of activities, 
the share of goodwill was less than 50%. Unfortunately, it should 
be noted that in Russia, this economic resource is either not 
reflected at all in the accounting and reporting of economic 
entities, or its value is significantly underestimated. Nevertheless, 
it is possible to change the current situation based on the 
provisions of the institutional economy and the catalization of 
management financial accounting information in the context of 
its digitalization. Changes in the goodwill accounting 
methodology will require: justifying the recognition and 
measurement of internally generated goodwill as the capitalized 
cost of transaction costs, justifying the market capitalization of 
the value of internally generated goodwill and determining 
goodwill as the result of a business combination transaction. Note 
that the solution to these problems is possible only in the unity 
and interconnectedness of all three elements of the systemic 
economy: institutional economics, accounting and reporting, and 
digitalization of economic information, on the basis of which it is 
possible to form a new direction in accounting - business 
accounting and integrated reporting aimed at on digitalization of 
information on a real assessment of business value and prospects 
for its sustainable development. 
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I.  INTRODUCTION  

Considering the economic content of goodwill as an 
element of an economic resource and, accordingly, an 
accounting object, it should be assumed that goodwill reflects 
certain economic relations of market economy entities based 

on an assessment of the value of the business and the 
prospects for sustainable development of the organization. The 
basis of the theoretical study of goodwill is taken by the 
provisions of institutional economics, which make it possible 
to comprehend changes in the accounting methodology, which 
ensures clear and reasonable management of the organization's 
economic resources. 

The organization’s activities in the long-term interests of 
its owners (existing and potential) are based on the effective 
management of relations with its employees, suppliers and 
customers, social behavior and environmental protection. In 
this context, institutional economics is able to combine 
economic disciplines and show them as a whole. In this case, 
integrated reporting (IR) may become a new direction in the 
development of accounting, since IR should reflect a holistic 
picture of the combination between factors affecting the 
organization’s ability to create value for a long time. 

A good example of the relationship and interdependence of 
the theory of institutionalism and accounting is goodwill. At 
the same time, the indicator of internally generated goodwill in 
the financial statements can be reflected as a set of capitalized 
transaction costs, in accordance with the theory of 
neoinstitutionalism - the costs of managing an economic unit. 
On the other hand, internally generated goodwill is a market 
factor and forms part of the market value of the organization’s 
capitalization. 

The main problem of recognition and measurement of 
internally created goodwill in an organization’s financial 
statements is that the regulatory economy, including 
accounting, treats this indicator as an unidentifiable asset and, 
according to existing accounting rules, it cannot be classified 
as an asset. However, according to the same rules of 
traditional accounting, if the funds are used up and they are 
not directly involved in the process of creating value, but are 
used up to bring future economic benefits, then they should be 
capitalized. Consequently, the costs that form the value of 
internally created goodwill are capitalized and recorded on a 
separate subaccount of the Intangible Assets account. 
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II. MAIN PART 

A. Internally generated goodwill - capitalization of 

transaction costs 

Considering internally created goodwill as an object of 
intangible assets, it is necessary to proceed from the fact that 
this accounting category is an economic resource of an 
organization should become an element of financial reporting, 
because: “An economic resource is a right that has the 
potential to create economic benefits. For the existence of such 
a potential, it is not necessary that with absolute certainty or 
even with high probability it can be argued that this right will 
create economic benefits ”[2, paragraph 4.14]. The main thing 
is that “Law can meet the definition of an economic resource 
and, therefore, be an asset, even if the likelihood that it will 
create economic benefits is small” [2, p. 4.15]. 

The theory of property law found its development in the 
studies of neoinstitutionalists as the theory of contracts and the 
theory of transaction costs associated with it, which K. Arrow 
defined as “the costs of managing the economic system” [3, p. 
53]. 

The recognition of goodwill as an unidentifiable asset as 
intangible assets is not so obvious. “If expenses incurred in 
this reporting period will bring income in subsequent reporting 
periods, then such expenses are subject to capitalization, that 
is, exclusion from the expenses of this reporting period and 
inclusion in the composition of assets” [4, p.462]. Such a 
definition of capitalized expenses corresponds to the 
requirement of capitalization of transaction costs, reflected in 
the structure of long-term intangible assets as internally 
generated goodwill. These costs must be recorded in 
accounting in conjunction with a potential accounting object. 
“The recognition and communication of intangible assets is 
pivotal, being their actions’ effectiveness scarcely measurable 
by traditional accounting tools and having relevant inputs” [5, 
p.7]. “The fundamental problem perceived by scholars is 
related to the recognition of these types of assets, as they often 
do not meet the required accounting definition, making it 
difficult to fully recognize their value through traditional 
accounting tools, thus excluding them from financial 
statement [6]. 

The gap in the conceptual framework between theoretical 
studies of the goodwill category and goodwill accounting 
practice has led IAS 38 “Intangible assets” to deny the 
recognition of internally generated goodwill as an accounting 
item: “Internally generated goodwill shall not be recognized as 
an asset” [7]. 

The developers of IFRS came to this conclusion because of 
the very wide range of elements of internally created goodwill, 
including intellectual capital and know-how, brand names, 
competencies and knowledge of personnel, etc., up to the 
elements of client capital in this economic category. This 
allowed developers to define internally created goodwill as an 
unidentifiable asset with its complex valuation, and, therefore, 
not to be reflected in accounting and financial reporting. 

One could still agree with this approach, if one does not 
take into account the rapid penetration of the new institutional 
economy in the age of digital transformation of information 
into the sphere of accounting. It is these factors that 
predetermine serious changes in the theory and methodology 

of accounting and reflect the need for changes in experimental 
accounting practices, that is, of how academic work can 
inform emerging practices — in this case, integrated reporting 
(IR). 

According to this approach, most of the elements of 
internally created goodwill should be excluded from its 
composition and reflected in IR as a reserve of the value of 
certain types of capital: “In this Standard, capitals are divided 
into financial, industrial, intellectual, human, socio-
reputational and natural capital” [8 paragraph 2.10]. 

The capitalized cost of transaction costs remains 
unchanged for the recognition and measurement of internally 
generated goodwill. R. Coase wrote about transaction costs: 
“In order to carry out a market transaction, it is necessary to 
determine with whom it is desirable to make a deal, inform 
those with whom they seek to deal and on what conditions, 
conduct negotiations leading to the conclusion of the 
transaction, prepare a contract, collect information so that 
make sure that the terms of the contract are fulfilled, etc. [9]. 

Developing the theory of transaction costs, O. Williamson 
divides them into two areas: “management, where the main 
attention is paid to the mechanism of making adaptive 
sequential decisions, and measurement, where problems with 
the secrecy of complete information are considered. Strictly 
speaking, these two sides of the contract process are usually 
considered simultaneously” [3, p. 338]. 

The first “managerial” direction can be attributed to the 
field of management accounting and considered as accounting 
for the types of management activities. 

The second “measurement” relates more to financial 
accounting: “In order for an asset or liability to be recognized, 
its value must be estimated. In many cases, such estimates 
must be determined by calculation and, therefore, they are 
subject to uncertainty. ... the application of sound estimates is 
an integral part of the preparation of financial information and 
does not reduce the usefulness of such information if these 
estimates are clearly and accurately described and explained” 
[2, paragraph 5.19]. 

Regarding accounting in general, it can be said that the 
unity of these two directions will allow us to identify the 
starting point for the capitalization of transaction costs in the 
formation of the value of internally created goodwill. IR is 
also aimed at such a unity of information: “An integrated 
report should not be a simple summary of other information 
products (for example, financial reports, a report on the 
application of the principles of sustainable development, 
telephone conferences with analysts or information on a 
website), rather, it contributes to the manifestation of the 
related information and explains how value is created over 
time” [8, p.1.13]. 

Without going into details of the organization of 
management accounting, the authors of the article propose to 
maintain management accounting by types of transaction 
costs, such as: information search costs; negotiation costs; 
measurement costs; contracting costs; the costs of monitoring 
and preventing opportunism; costs of specification and 
protection of property rights, etc. with their further 
capitalization. The aggregate capitalized cost of such costs 
should be recorded as intangible assets, sub-account 
“Internally generated goodwill”. 
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B. Goodwill value market capitalization 

The basis of the study on the market capitalization of the 
value of goodwill is our pleasure: the theory of institutional 
economics, the concept of sustainable business development, 
the Conceptual framework for the presentation of financial 
reports to assess the need for recognition and market valuation 
of this business accounting facility and integrated reporting. 

In the new institutional economy, as in other economic 
sciences, goodwill is interpreted as an indicator that reflects 
the difference between the market capitalized value of the 
organization and its net assets. Under the "market capitalized 
value of the organization" refers to the total value of the shares 
of the organization listed on the stock exchange. For this, it is 
necessary that “a field of objective estimates based on 
naturally formed market prices allows correct correction of 
calculated indicators, taking into account the fundamental 
changes that have occurred in their structure and absolute 
value, which is achieved by analyzing the relationship of its 
elements” [4, p. 208]. 

In this case, Ya.V. Sokolov emphasizes the objectivity of 
the market valuation of stocks listed on the stock exchange, 
which determines the value of the organization’s market 
capitalization. At the same time, Ya.V. Sokolov emphasizes 
that market valuation indicators are subject to volatility, which 
should be taken into account when calculating the capitalized 
value of goodwill. Here we should pay attention to another 
indicator - the indicator of net assets of the organization, taken 
into account when calculating goodwill. The net assets of the 
organization are calculated at the time the financial statements 
are presented. In this situation, there is a significant time gap 
in the calculation of these two indicators - significant in the 
calculation of guiddle. Therefore, it is advisable to talk about 
the time range of relevance of goodwill. In the context of the 
digitalization of the economy, this time range should decrease. 

In addition, the authors of the article would like to draw 
attention to another factor in the market capitalization of 
goodwill. We are talking about the organization’s own shares 
held for sale on the stock exchange (issue of shares). As a rule, 
such shares are valued at face value, and sold at market value. 
Income derived from the sale of such shares forms the share 
premium of the organization. 

Nevertheless, experts are losing sight of yet another 
question: what about the recognition and valuation of own 
shares, which at the time of presentation of the financial report 
were not sold on the stock exchange? In our opinion, unsold 
own shares should be valued at market value in the financial 
statements. Moreover, in the financial accounting system, such 
shares should be reflected twice: 

at the value of the net assets of the investee - as part of 
intangible assets, sub-account “Own shares held for sale”; 

the difference between the market value of shares and the 
value of net assets is reflected in the debit of the Intangible 
Assets account, the subaccount Internal Created Goodwill and 
the credit of the Non-monetary profit account, as this profit is 
not confirmed by cash flow. 

In this case, internally generated goodwill reflects a right 
that has the potential to create economic benefits. 

C. Goodwill as a result of a business combination 

transaction 

Goodwill is the most significant asset for most 
organizations in the global economy. However, its recognition 
and evaluation as an organization’s asset is hindered by its 
unidentifiability and the inability to separate it from the value 
of the organization itself. As a result, when evaluating 
goodwill, there is a practice of recognizing goodwill as the 
difference between the market value of an organization and its 
net assets. This approach to the recognition and measurement 
of goodwill can be used in assessing the value of a business in 
any organization whose shares are listed on the stock 
exchange, if you do not take into account the differences in the 
time range of capitalization of the value of the organization 
and the calculation of its net assets. Of course, in the context 
of the digitalization of the economy, this gap will narrow. 

However, in the article, the authors decided to pay 
attention to another problem - the problem of accounting for 
the transformation of internally created goodwill into a real 
financial asset in a business combination transaction, for this 
the authors propose developing a concept for accounting for 
this transaction: “allowing to summarize information on the 
capitalized cost of an economic association of legally 
independent enterprises as a whole in the consolidated 
financial statements” [10, p.139]. 

First, we’ll give a definition of goodwill from IFRS 3 
“Business Combinations”: “goodwill An asset representing the 
future economic benefits arising from other assets acquired in 
a business combination that are notindividually identified and 
separately recognized” [11, Appendix A]. 

Interesting, but not without flaws, interpretation of 
goodwill. 

First of all, a business combination transaction is basically 
a long and consistent process as a result of which the investor 
gains control over the investee. 

Secondly, on the stock exchange, as a rule, options and not 
shares of a subsidiary are sold and bought in a business 
combination transaction. 

At the same time, the call option gives its owner the right 
to buy the underlying asset on a certain day at a certain price, 
and the put option gives its owner the right to sell the 
underlying asset on a certain day at a certain price. The price 
of shares fixed in the option is unchanged until the expiration 
of the contract (option). The time value of the option itself, 
which is a commodity on the stock exchange, varies. 

Thirdly, the day (date) of the option purchase / sale should 
be recognized as the beginning of investment in a business 
combination transaction, although the option price is much 
lower than the share price fixed in the agreement. It is the 
value of an option for a certain date that can reasonably be 
recognized as the value of internally created goodwill. 
Therefore, in the buyer's accounting of the call option 
reflecting the market capitalization of the goodwill value, the 
volatility of the value of the call option is determined. 

In the financial accounting of the buyer of the “call” 
option, the investments for its acquisition should be reflected: 
debit of the account “Intangible assets”, sub-account 
“Goodwill” and credit of the account “Settlement accounts”. It 
should be noted that the goodwill confirmed by the option 
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reflects the right to receive economic benefits in the future. In 
addition, the volatility of factors affecting the value of an 
option should be reflected in the value of internally generated 
goodwill. At the same time, the act of selling the option must 
be recognized in the financial accounting of the seller of the 
put option. Consequently, the non-monetary profit of the seller 
of the option is transformed into revenue from sales and can 
be reflected in the debit of the account “Non-monetary profit” 
and the credit of the account “Other income and expenses” 
with subsequent reflection of this profit in other 
comprehensive income of the shareholders. 

Summarizing this section, we note that when a subsidiary 
is included in the consolidation perimeter and the consolidated 
financial statements are presented, investments made by the 
investor in the investee are eliminated with the corresponding 
amount of the net assets of the subsidiary. Consequently, only 
the cost of goodwill as an element of financial capital is 
reflected in the consolidated financial statements. Thus, the 
market value of internally generated goodwill as an element of 
intangible assets is transformed into the cost of financial 
capital. 

III. CONCLUSIONS 

The existing objective and subjective reasons for the 
difficulty of recognizing and evaluating internally created 
goodwill in a digitalized economy should not be the reason for 
its non-recognition in financial and integrated reporting. For 
this it is necessary:  

• In the absence of an active financial market, internally 
generated goodwill should be reflected as the total 
capitalization of transaction costs in intangible assets. 

• The difference between the nominal and market value 
of own shares held for sale but not sold should be 
reflected as internally generated goodwill at the time of 
presentation of the financial statements. 

• In a business combination transaction at the time the 
subsidiary is included in the perimeter of the 
consolidation and, accordingly, the presentation of the 
opening consolidated financial statements, goodwill 
should be reflected as an element of financial capital 
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