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Cryptoassets as an emerging class of digital assets
in the financial accounting

Abstract

Introduction. Currently, there is no single, unified framework for the classification of cryptoassets.
Consequently, there is no generally applied definition of neither cryptoassets, nor digital tokens, due to the
variety of features and bespoke nature of the transactions in practice. The objective of this paper is to define
the essence of cryptoassets in the financial accounting, identify attributes for its taxonomy and provide a
multipurpose overview of cryptoassets market environment.

Methods. Inacomprehensive overview of cryptoassets market environment, the authors have used statistical
monitoring, as well as dynamic, comparative and structural analysis. The selected sample includes daily
data of cryptoassets market capitalization. Data were gathered from multiple sources at various time points
during February 2016 - July 2020.

Results. According to the conducted research, the countries with the largest number of registered
cryptoassets exchanges are: the UK, Hong Kong, Singapore and the US, however, about 17% of exchanges
still stay with unknown countries of registration. Itis expected that the number of such exchanges will reduce
soon, due to the adoption of certain legislative frameworks regarding cryptoassets. The authors define
the essence of such terms as: cryptoassets, cryptocurrency, digital tokens and propose a cryptoassets
taxonomy, based on the token’s functionality and characteristics. Four main types of cryptoassets have
been identified and defined, namely: cryptocurrency (payment tokens), security tokens, utility tokens,
asset-backed tokens and hybrid (or mixed) tokens. The authors suggest possible financial accounting
treatment for each type of the cryptoassets.

Conclusions. The cryptoassets market capitalization reacted to the factors such as global financial
fluctuations due to macroeconomic factors and the COVID-19 pandemic as well as increasing digital asset
regulations in early 2020. Cryptoassets remain largely a self-regulated industry and they still have no legal
definition. The authors define cryptoassets as transferable digital assets recorded with a distributed ledger
technology, which prohibits their copying or duplication. Due to the plethora amount of types of cryptoassets,
a case-specific review should be required to determine the corresponding financial accounting treatment.
The methodology of cryptoassets accounting treatment require further research.
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KpunToakTneun sk HoBuii knac umdppoBux akTUBIB y piHaHCOBOMY 00Ky

AHoTauiqa. Ha cborogHi He icHye eAMHOI MeTOAMKM Knacudikauii KpUnToakTMBIB Ta iX 3arasibHONPUNHATOrO
BM3Ha4YeHHs. MeTolo gaHoi poboTK € aHania CyTHOCTI KpMNTOakTMBIB y diHaHCOBOMY 00iky, 03HaK ix
TakCOHOMIi Ta aHaNITUYHUIA OrMSn PUHKOBOIrO CEPEaOoBULLIA KPUNTOAKTMBIB. Y CTaTTi HA4AaHO BU3HAYEHHS
psay GiHaHCOBUX KaTeropin: KPUNTOaKTUBMW, KpUNToBanioTa, UMPPOoBi TOKeHN. ABTOpaMu 3anpornoHOBaHO
TaKCOHOMIIO KPUNTOAKTUBIB, BUXOASYM 3 IX PYHKLIOHANBHOCTI Ta BHYTPILLUHIXXapakTepucTuk. lneHTngikoBaHo
M BM3HAYEHO YOTUPWU OCHOBHI TUMU KPUNTOAKTUBIB: KPUMTOBaNOTA (NNaTiXXHI TOKEHW), iHBECTULNHI
TOKEHW, CNY>XOO0BI TOKEHU, TOKEHU, WO 3abe3neyeHi aktuBamu, i riopmnaHi (a6o 3miwaHi) TokeHn. Y ctarTi
3anpornoHOBaHO MeToANKY GiHAHCOBOIro 061Ky KOXHOIo 3 BUOKPEMJIEHUX BUAIB KPMNTOAKTURBIB.

PuHkoBa kanitanisauis kpuntoakTmeiB Ha no4datky 2020 poky BigpearyBana Ha Taki daktopu, 6K
rnodanbHi (piHaHCOBI KOMIMBAHHSA 4Yepe3 MakKpOEeKOHOMiYHYy cuTyauito, naHgemito COVID-19, a Takox
NOCUNEHHS HOPMaTMBHO-NPaBOBOIrO PeryJsitoBaHHS KPUNTOAKTUBIB HA MIXXHAPOAHOMY PiBHi. TakMM YMHOM,
KPUMTOAKTUBM BU3HA4YaI0TLCS K NepefaBaHi LMdPOBi akTUBK, L0 PYHKLIOHYIOTb 3a A0MOMOIOl0 TEXHONOT i
PO3MOAINEHOT KHUM, LLLO YHEMOXJIMBIIIOE iX KOMitOBAHHSA Y/ AyONoBaHHA. 3BaXatoun Ha BENUKY KifbKIiCTb
BUAIB KPMMNTOAKTUBIB, MeToamka ix diHaHCcOBOro obniky mMae dopmMyBaTUCS BIiAMNOBIAHO A0 BHYTPILLHIX
XapakTEPUCTUK KOXHOIO OKpemMoro Buay. Metoamka o6niky KpuUMNTOakTUBIB NOTPEOYyE MNOAanbLLOro
DOCHIOXEHHS.

Knro4ogi cnoea: KpunToakTMBW; TEXHOMOriS po3noaineHoi kimrv (DLT); ¢piHaHCOBUIA 06K KpMNTOBANOTY;
HemaTepianbHUN aKTUB; LMPPOBUIA TOKEH.

Aubik T. B.

acnvpaHTka, npenogasaresnb, kKadenpa yyeta n ayouta,

Knesckunin HaunmoHanbHbIN YyHUBEPCUTET UMeHU Tapaca LLiesyeHko, Knes, YkpanHa

LWeeyB. T.

[OKTOP 9KOHOMMUYECKNX HayK, Npodeccop, kadenpa yyerta n ayauta,

Knesckunin HaumoHanbHbI YyHUBEPCUTET UMeHu Tapaca LLesyeHko, Knes, YkpanHa

KpuntoakTuebl Kak HOBbI Knacc LudpoBbIX aKTUBOB B PUHAHCOBOM y4yeTe

AHHOTaumusa. Ha cerogHsIlLHMI OeHb HE CYLLIECTBYET €AMHON METOAMKM Knaccnpukaumm KpunTtoakTUBOB
N MX 06LWENPUHATOro onpeaenenus. Lienbio gaHHoM paboThl SBNSETCS aHaNU3 CYLLHOCTU KPUMNTOAKTUBOB
B GUHAHCOBOM y4yeTe, MPUSHAKOB MX TAKCOHOMUN N aHANNTUYECKNIA 0630pP NX PLIHOYHOW cpeabl. B ctatbe
NPVBEAEHbI ONpeaeneHns cnenywmnx GMHaAHCOBbBIX KATErOPUA: KPUATOAKTUBLI, KOUNTOBANOTA, LMGPOBbLIE
TOKEHbl. ABTOpaMun NpPeasyioXeHa TakKCOHOMUS KPUNTOAKTMBOB, MCXOAS U3 UX OYHKUMOHANBHOCTU W
BHYTPEHHUX XapakTepucTuk. MaeHTndnumpoBaHsl YeTbipe OCHOBHbIX BUAA KPUMTOAKTUBOB: KPUNTOBAIOTA
(nnaTexHble TOKEHbI), NHBECTULMOHHbLIE TOKEHbI, CNYyXeOHble TOKEHbI, TOKEHbI, KOTOpPble OOecneyeHsl
aKkTMBamu, N rmbpunaHbie (M CMeLlaHHbIe) TokeHbl. B cTatbe NpeanoxeHa Metognka GMHaAHCOBOMo yyeTa
KaXxa0ro 13 BblAeNEeHHbIX BUOOB KPMNTOAKTUBOB.

PbiHOYHadA kanuTanusaumsa KpuntoakTueoB B Hadane 2020 roga oTpearmpoBana Ha Takme $akTopbl, Kak
rnobasnbHble GUHAHCOBLIE KONebaHUsa 13-3a MakpO3KOHOMUYECKOW cuTyaumn, naHgemumn COVID-19, a
TakXe yCUeHUs HOPMaTMBHO-NPaBOBOro PErynMpoBaHns KPUNTOAKTMBOB Ha MEXAYHapOAHOM YPOBHE.
Takum o06pa3oM, KpUMNTOaKTUBbI ONPEAEnsiioTCs kak nepefaBaemMble UM@POBbIE aKTMBbI, KOTOPbIE
OYHKUMOHMPYIOT C MOMOLLBIO TEXHONOMMU PaACNPEeneneHHON KHUMM, 4TO AenaeT HEBO3MOXHbIM UX
KOnMMpoBaHue nnn ayénmposaHne. HecMoTps Ha 60bLLIOE KONMYECTBO BUOOB KPUMTOAKTMBOB, METOAMKA
X (PUHAHCOBOIO y4yeTta LO/KHA GOPMMPOBATLCA B COOTBETCTBUU C BHYTPEHHUMU XapakKTepUCTUKaAMU
KaX[0ro otaensHoro Buga. Metogmka yyeta KpunToakTMBOB TpebyeT JasibHENLIEro NccnenoBaHns.
KnioueBble cnoBa: KpUNTOAKTMBbI; TEXHONOrUs pacnpegeneHHom kHurmn (DLT); duHaHcoBbIN y4eT
KPUNTOBAJIIOT; HEMAaTEPUANbHLIN aKTUB; LM(POBOIN TOKEH.

1. Introduction

Cryptoassets, including cryptocurrencies such as Bitcoin, have experienced a significant
breakout year in early 2018, when the market capitalization has reached almost USD 284822
million (Coindesk, 2020). More companies today are beginning to accept cryptocurrencies, in-
cluding stablecoins as a means of payment despite of the rapid changes in value and high vo-
latility. The attention to an emerging class of digital assets, such as cryptoassets, enhanced by
the increase of public’s awareness of a new phenomenon — distributed ledger technology (DLT)
and development of ICO as a new form of crowdfunding. Despite the general macro-econo-
mic decline, caused by the COVID-19 pandemic, cryptoassets continue to evolve, with Bitcoin
dominance of 61.1% (Coinmarketcap, 2020). As activity in cryptoassets has increased, it has
attracted regulatory scrutiny across multiple jurisdictions. Nevertheless, the research on the in-
dustry is still scarce.

Many scientists have been engaged in solving the problem of cryptoassets definition for fi-
nancial accounting purposes, however the majority of research focused mostly on cryptocur-
rency, rather than on a diverse taxonomy of these new digital assets. The authors performed a
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comprehensive analysis of cryptoassets’ current economic environment, then continued to con-
sider the unified definition of cryptoassets and its taxonomy in the financial accounting.

Research methodology. In a comprehensive overview of cryptoassets market environment,
the authors have used statistical monitoring, as well as dynamic, comparative and structural
analysis. The selected sample includes daily data of cryptoassets market capitalization. Data
were gathered from multiple sources at various time points during February 2016 - July 2020
(Coindesk, 2020; Coinmarketcap, 2020). The methods of accounting, probability theory, finan-
cial management and financial analysis are used in this paper.

2. Brief Literature Review

In recent years, there has been an increasing amount of literature on Blockchain and distri-
buted ledger technologies and how they could be applied in different areas of economy. Thus,
Atlas et al. (2020) investigated the different forms the information can take on due to the tokeni-
zation: such as types of ownership, identity, any kind of transaction, or an agreement between
two parties.

Numerous studies have attempted to define cryptoassets (Sixt, Elfriede, & Himmer, 2019;
Ankenbrand et al., 2020). Himmer et al. (2019) investigatesd the differential impact of the rights
associated with the cryptoassets on its financial accounting, the authors identify and apply the
appropriate commercial and tax accounting rules for a new digital class of assets.

Ankenbrand, Bieri and Cortivo (2020) define 14 attributes, that represent different characteris-
tics of cryptoassets, and use them for classification purposes of a new digital assets class. Such
an approach is an extension of existing taxonomy frameworks, while authors draw our attention to
a significance of unified terminology. Difficulties arise, however, when an attempt is made to clas-
sify absolutely new types of tokens, which can include combined characteristics.

Arslanian and Fischer (2019) analyzed a general cryptoasset ecosystem and concluded, that
cryptoassets require an ecosystem to flourish, however, distributed ledger technology enables a
significant reduction in the number of intermediaries in the financial ecosystem.

Caporale et al. (2020) and Fahmi et al. (2018) have developed a regression model for analysis
of Bitcoin price prediction. Caporale et al. (2020) investigated the role of the frequency of Bitcoin
price overreactions in the crypto-market for the period 2013-2018.

Algaryouti et al. (2020) measured the impact of cryptocurrency usage on users’ perceived be-
havior and benefits using the technology acceptance model. Author examined the main factors,
which could influence cryptocurrency usage, among which are: perceived ease of use and bene-
fits, and usage behavior. However, it should be mentioned, that they did not find any significant re-
lationship between the perceived benefit and usage behavior.

Nabilou and Priim (2018) investigated the differential impact of cryptocurrencies on banking,
financial, and analyzed monetary systems and approach to regulating cryptocurrencies by local
governments.

Brukhanskyi and Spilnyk (2019) studied the possibility of integration cryptoassets into the fi-
nancial accounting and reporting system and emphasis, that there is a considerable need to ge-
nerate a separate accounting status of cryptoassets.

Several studies investigating financial accounting of cryptoassets have been carried out in
Ukraine. Thus, Petruck and Novak (2017) studied the essence of cryptocurrency and its represen-
tation and disclosure in the financial statements. Derun and Skliaruk (2018) examined some at-
tributes for cryptocurrency taxonomy. The authors analyze cryptocurrency basic characteristics.
Fostolovich (2018) reported on the necessity to define a unified approach for cryptocurrency ac-
counting. Yatsyk (2018) studied the methodology of financial accounting of cryptocurrencies ac-
cording to the international financial reporting standards (IFRS).

Much of the current literature on cryptoassets accounting pays particular attention to forecast
cryptocurrency exchange rate, in particular, Tarasova, et al. (2020) proposed their own formal
mathematical model to forecast Bitcoin price, however in the module they use such a variables as
number of days in terms of which data from Google search engine are obtained, caution must be
applied, as the findings might not be representative due to the limitation of a small sample size.

3. The purpose of the research is to examine the essence of cryptoassets in the financial ac-
counting, identify attributes for its taxonomy and provide a comprehensive overview of cryptoas-
sets market environment with market capitalization forecast of Bitcoin price.
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4. Results

Since there are no accounting standards that specifically address cryptographic assets, one
must look at the existing IFRS and apply a principles-based approach. We highlight some of the
accounting issues that are currently being debated and give the definition of cryptoassets, cryp-
tocurrencies and tokens for financial accounting purposes.

Previously, the majority of research focused only on cryptocurrency - that is only one type of
cryptoassets, rather than on a diverse taxonomy of these new digital assets. Nowadays, cryptoas-
sets continue to evolve, with Bitcoin dominance of 61.1% (Figure 1 and Figure 2).

As shown in Figure 1, by the end of 1H 2020 the countries with the largest number of re-
gistered exchanges were the UK (50 exchanges), Hong Kong (27 exchanges), Singapore
(26 exchanges), and the US (26 exchanges) (Figure 1). According to the international Bitcoin
flows analytics report covered the period of 2013 - 1H 2020 and published by Bitfury Crys-
tal (2020), in 1H 2019, the total volume of Bitcoin directly transferred between exchanges was
USD 24.5 billion. That is 48% of the almost USD 51.6 billion transferred in all of 2019. Thus,
farin 1H 2020, the total volume of Bitcoin directly transferred between exchanges was almost
USD 33 billion, an increase of 35% from the same period a year. 45% of the volume moved bet-
ween exchanges in 2020 was transferred by G20 countries, while Seychelles transferred about
31% of the total volume of Bitcoin exchanges in 1H 2020. This volume is in majority made up of
transactions related to Binance and Huobi exchanges (Bitfury Crystal, 2020). As at the date of
this research, the majority amount of exchanges still stay with unknown countries of registra-
tion (about 17% from total population), however it is expected that the number of exchanges
operating with unknown countries of origin will reduce, as most countries have now adopted
certain legislative frameworks regarding cryptoassets, and this is mainly driven by anti money
laundering regulations. Thus, to operate successfully in 2020 a cryptoassets exchange needs
to be fully compliant and licensed.

Figure 1:
Number of exchanges by country of registration
Source: Compiled by the authors based on data from Coindesk (2020); Coinmarketcap (2020)

Yatsyk, T., & Shvets, V. / Economic Annals-XXI (2020), 183(5-6), 106-115

109



ECONOMIC ANNALS-XXI
FINANCES AND AUDIT

Figure 2:
Cryptoassets structure by Market Capitalization
Source: Compiled by the authors based on data from Coindesk (2020); Coinmarketcap (2020)

According to coinmarketcap.com (2020), there are more than 5 784 different types of cryp-
toassets, including cryptocurrency and tokens with total market capitalization more than
USD 300 089 million (as of July 2020), that is shown in Table 1.

In January 2020, the European Union introduced the 5" Anti Money Laundering Directive
(5AMLD) with legislative measures that further define cryptocurrencies and now require rele-
vant digital asset businesses to complete obligatory customer due diligence. The new legis-
lation also gives the Financial Intelligence Units (FIU) mandates to obtain the addresses and
identities of digital asset owners and requires all cryptocurrency exchanges to be registered
(Bitfury Crystal, 2020).

The cryptoassets market capitalization has reacted to the factors such as global financial fluc-
tuations due to the COVID-19 pandemic as well as increasing digital asset regulations in early
2020 (shown in Figure 3).

Thus, in February 2020, before the global lockdown, the Bitcoin market capitalization was
USD 189717 million, comparing to USD 96905 million in March 2020 (Coinmarketcap, 2020). Such
a trend demonstrated an incredible influence of external macro-economic factors on the rate of
cryptocurrencies and as a consequence, their market capitalization (Table 2). Described issue
predetermines financial accounting treatment of fair value changes in Profit or Loss statement
(P&L) or other comprehensive income statement.

Table 1:
TOP 10 Cryptoassets by Market Capitalization
Rank Name Short Market Cap., Price, Vol., Circulating offer, Change, Structure,
Name USD million uUsD USD million million units (24 h) %
1 |Bitcoin BTC 183 471 9 948.0 21 307 18 3.84% 61.1%
2 |Ethereum ETH 34 505 308.3 13 218 112 8.90% 11.5%
3 |Tether UsSDT 9 952 1.0 30 834 9 998 -0.48% 3.3%
4 |XRP XRP 9 656 0.2 1597 44 849 3.97% 3.2%
5 Bitcoin Cash BCH 4 589 248.4 1911 18 2.63% 1.5%
6 Cardano ADA 3 768 0.1 802 25 927 9.71% 1.3%
7 |Bitcoin SV BSV 3517 190.4 1 650 18 3.57% 1.2%
8 |Litecoin LTC 3147 48.3 2 684 65 1.98% 1.0%
9 |Crypto.com Coin CRO 2 861 0.2 88 18 422 4.55% 1.0%
10 |Binance Coin BNB 2 843 19.7 287 144 -0.06% 0.9%
Other Other 41 779 - - 13.9%
Total 300 089 - - 100.0%

Source: Compiled by the authors based on data from Coinmarketcap (2020)
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Cryptoassets industry remains largely a self-regulated industry and there is no legal de-
finition of cryptoassets in various jurisdictions, nevertheless a new compliance requirements
constantly arise. Nowadays this industry regulates mostly by a Know Your Client («KYC») and
Anti Money Laundering («<AML») perspective. Furthermore, the Australian Accounting Stan-
dards Board (AASB) has submitted a discussion paper on «digital currencies» to the Interna-
tional Accounting Standards Board (IASB) (EY, 2018), and the Accounting Standards Board of
Japan (ASBJ) has issued an exposure draft for public comment on accounting for «virtual cur-
rencies». Further, the IASB discussed certain features of transactions involving digital curren-
cies during its meeting in January 2018, and will discuss in future whether to commence a re-
search project in this area (EY, 2019).

One of the problems which caused difficulties with standard setting procedures for an emer-
ging class of digital assets in the financial accounting is the absence of unified cryptoasset taxo-
nomy. Due to the plethora amount of types of cryptoassets, which have diverse characteristics, it
is difficult to form a general accounting treatment. Therefore, there is an increasing need for the
accounting guidance for cryptoassets.

After a comprehensive analysis of scientific literature (EY, 2019) we can conclude, that cryp-
toassets are transferable digital assets recorded with a distributed ledger technology, which pro-
hibits their copying or duplication. Recently, the market focuses on tokens issued in Initial Coin Of-
fering (ICOs), however there are a number of other types of cryptoassets. An ICO is the process

Figure 3:
Cryptoassets’ Market Capitalization, USD million (historical)
Source: Compiled by the authors based on data from Coindesk (2020)

Table 2:
Cryptoassets average market capitalization change during the last five years (2016-2020)

Year Average Altcoin Average Bitcoin Altcoin Average Bitcoin Average Bitcoin Average Bitcoin
Market Cap, Market Cap, Market Cap Change, | Market Cap Change, price, price Change,
USD million USD million % % UsD %
2016 2 052 9 385 - - 566 -
2017 61 239 67 138 2 884% 615% 3952 598%
2018 163 342 128 940 167% 92% 7 562 91%
2019 75 663 131 882 -54% 2% 7 351 -3%
2020 81 156 156 918 7% 19% 8 568 17%

Source: Compiled by the authors based on data from Coinmarketcap (2020)
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by which some of them could be brought to market, but tokens are not only a capital-raising tool.
ICO s the first issue of a digital token to the public, that is generally used as a funds raising method
for new projects and investments search. When an ICO is undertaken, the issuer receives consi-
deration in the form of fiat currency or another type of cryptoasset. It should be mentioned, that
ICOs might be subject to local securities law (as in USA), and significant regulatory considerations
(IFRS Interpretations Committee, 2019).

It is difficult to create a unified taxonomy of crypto-assets in such a fast-tokenized business
environment, however, it is possible to create a unified approach, on how such assets could be
classified. It should be mentioned, that there should be similar financial accounting treatment for
similar types of cryptoassets. There are two main factors that should be analyzed during the clas-
sification: the main purpose of the crypto-asset; and the way it derives its inherent value. Thus,
cryptoassets may be divided into two main sub-groups: cryptocurrency (sometimes called pay-
ment tokens) and digital tokens (other than cryptocurrency) (Figure 4).

A digital token refers to any cryptographically secured digital representation of value that can
be transferred, stored or traded electronically (PWC, 2019). A digital token is a digital represen-
tation of a token holders’ right to receive a benefit or to perform specified functions. This right is
generally described in whitepaper or similar document during the ICO, where a whitepaper is a
concept paper authored by the developers of a platform, to set out an idea, aim, rights and obliga-
tions and other terms to prospective investors. In the whitepaper developers generally outline the
development roadmap and key objectives that the project team expects to meet.

Cryptocurrencies, such as Bitcoin and ether, constitute the earliest and best-known examples
of cryptoassets, they are mainly used as a means of exchange, however crypto-market conti-
nues to evolve, producing new types of assets that are generally called tokens. Some scientists
(Sixt et. al, 2019; Nabilou & Prum, 2018) define cryptocurrencies as payment tokens, because of
a digital right to use them as a means of payment for real goods or services that they represent.
Cryptocurrencies operate independently of a central bank or any government and are intended
to function as a medium of exchange. As it was mentioned before, their inherent value based
mostly on demand and supply.

It has become commonplace to distinguish four main types of digital tokens based on the to-
ken’s functionality, such as: security token, utility token, assets-backed tokens and hybrid (or
mixed) tokens.

A security token is a digital token that provides the owner equity or an interest to a specified
or implied degree of control or economic entitlement. It can be a kind of investment in an enti-
ty. Sometimes security token provides the ability to vote in company decisions. Generally, secu-
rity tokens are accounted for as a form of debt or equity, depending on the rights and obligations
created by the token. Interest or dividend derived by the owner of the security token will be taxed

Figure 4:
Crypto-assets taxonomy
Source: Compiled by the authors using information by EY (2019) and PWC (2019)
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accordingly. Where the security token is disposed by the owner, tax treatment of the gain/loss on
disposal will depend on whether the security token is a capital or revenue asset to the owner, and
accordingly, whether the gain/ loss is capital or revenue by nature PWC (2019).

While a utility token - is a digital token, that gives the owner a specified or implied right to use or
benefit from services in exchange for that token, in other words it represents a right to a good or
service. It can come in different forms - a voucher (to entitle the holder to future services from the
ICO company), or a key (to entitle the holder to access the ICO company’s platform). Utility token
provides users with special access to a platform or a product, deriving their value from that right.
Compared to payment tokens, they are not primarily used as a medium of exchange.

It should also be noted, that ongoing innovation in the cryptoasset industry and fast-gro-
wing tokenized economy continue to produce new hybrid (mixed) tokens that contain elements
of two or more of the identified types. Thus, to incorporate such types of cryptoassets into
business models, companies need a professional advice. Professionals from the internatio-
nal auditing company PWC (2019) in their report have highlighted another type of cryptoas-
sets that called asset-backed token that derives and signifies its value from real physical as-
sets such as natural resources: gold or oil. Thus, asset-backed token derives its value based
on the underlying asset.

According to the white paper issued by the American Institute of CPAs (AICPA), cryptoassets
cannot be classified as «cash or cash equivalents» on GAAP financial statements because they are
not backed by a sovereign government or considered legal tender. They cannot be classified as a
financial instrument or a financial asset because they are not cash and do not represent any con-
tractual right to receive cash or another financial instrument. Additionally, since cryptocurrencies
are intangible, they do not clearly meet the definition of inventory and cannot be treated as inven-
tory on the balance sheet either (EY, 2018).

The IFRS Interpretations Committee (2019) discussed how IFRS standards apply to holding of
cryptocurrencies in March 2019. The committee noted that a range of cryptoassets exists. For
the purpose of its discussion, the Committee considered a subset of cryptoassets - cryptocur-
rencies - with the following characteristics:

+ a cryptocurrency is a digital or virtual currency, that is recorded on a distributed ledger and uses
cryptography for security;

+ a cryptocurrency that is not issued by a jurisdictional authority or other party;

+ a holding of a cryptocurrency that does not give rise to a contract between the holder and
another party.

The Committee concluded that IAS 2 Inventories applies to cryptocurrencies when they are
held for sale in the ordinary course of business. If IAS 2 is not applicable, an entity applies IAS 38
Intangible Assets to holdings of cryptocurrencies.

The paper of IFRS Interpretations Committee (2019) further found that a digital currency meets
the definition of intangible assets, as defined in IAS 38 Intangible Assets, because a digital cur-
rency is an identifiable nonmonetary asset without physical substance. Paragraph 3 of IAS 38 in-
cludes a scope exception for intangible assets held for sale in the ordinary course of business.
Such intangibles are subject to IAS 2 Inventories and, hence, are accounted for at the lower of
cost and net realizable value (except for inventories held by commodity broker-traders, as dis-
cussed below) rather than using the cost or revaluation model under IAS 38.11 The paper of IFRS
Interpretations Committee (2019) commented, however, that it is not necessarily clear how «held
in the ordinary course of business» should be interpreted in the context of digital currencies more
broadly. For example, it is not necessarily clear if entities that accept digital currencies as a means
of payment should be considered to hold them for sale in the ordinary course of business.

We agree, that depending on the rights associated with a cryptoassets, they meet the definition
of an intangible asset under IAS 38 if:

- it is a resource controlled by an entity (that is, the entity has the power to obtain the economic
benefits that the asset will generate and to restrict the access of others to those benefits) as a
result of past events and from which future economic benefits are expected to flow to the entity;

- it is identifiable, because it can be sold, exchanged or transferred individually;

+ it is not cash or a non-monetary asset;

+ it has no physical form.

However, by treating cryptoassets as intangible assets, GAAP financials fails to communicate
the high liquidity of cryptoassets (PWC, 2019).
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Furthermore, IAS 2 does not apply to the measurement of inventories held by commodity bro-
ker-traders who measure their inventories at fair value less costs to sell and recognize changes
in fair value less costs to sell in profit or loss in the period of the change. Broker-traders are those
who buy or sell commodities for others or on their own account. However, itis not necessarily clear
whether digital currencies should be considered a commodity in the context of IAS 2. There is cur-
rently a lack of accounting guidance around intangible assets and commodities held for invest-
ment purposes.

5. Conclusion

According to the research, the countries with the largest number of registered cryptoassets ex-
changes were: the UK (50 exchanges), Hong Kong (27 exchanges), Singapore (26 exchanges),
and the US (26 exchanges), however, about 17% of exchanges still stay with unknown countries
of registration. It is expected that the number of exchanges operating with unknown countries of
origin will reduce, as most countries have now adopted certain legislative frameworks regarding
cryptoassets, and this is mainly driven by anti money-laundering regulations.

There are more than 5784 different types of cryptoassets, including cryptocurrency and tokens
with total market capitalization more than USD 300089 million (as at July 2020). The cryptoassets
market capitalization has reacted to external factors such as global financial fluctuations due to
the COVID-19 pandemic as well as increasing digital asset regulations in early 2020.

Cryptoassets industry remain largely a self-regulated industry and there is no legal definition
of cryptoassets in various jurisdictions, nevertheless a new compliance requirements constant-
ly arise. Nowadays this industry regulates mostly by a Know Your Client («<KYC») and Anti Money
Laundering («AML») perspective.

Cryptoassets are transferable digital assets recorded with a distributed ledger technology, that
prohibits their copying or duplication. The problem, which caused difficulties with standard set-
ting procedures for an emerging class of digital assets in the financial accounting, is the absence
of unified cryptoasset taxonomy. Due to the plethora amount of types of cryptoassets, which have
diverse characteristics, it is difficult to form a general accounting treatment. Thus, a case-specific
review should be required to determine the corresponding financial accounting treatment.

The market focuses on tokens issued in Initial Coin Offering (ICOs), however there are a num-
ber of other types of cryptoassets. ICO is the first issue of a digital token to the public, that is ge-
nerally used as a funds raising method for new projects and investments search. ICOs might be
subject to local securities law.

It is difficult to create a unified taxonomy of crypto-assets in such a fast-tokenized business en-
vironment, however, authors created a unified approach, on how such assets could be classified.
In terms of taxonomy, two main factors of cryptoassets should be analyzed: the main purpose of
the cryptoasset; and the way it derives its inherent value. Thus, it is proposed to divide all the cryp-
toassets into two main sub-groups: cryptocurrency (sometimes called payment tokens) and digi-
tal tokens (other than cryptocurrency). Cryptocurrency is a digital currency that is secured by the
cryptography mechanism, which makes it nearly impossible to forge, and an incredible amount of
which are decentralized networks based on blockchain technology - a distributed ledger (DLT) en-
forced by a disparate network of computers.

Digital tokens represent transferable units generated within DLT, created, distributed and cir-
culated through the standard initial coin offering process. Digital tokens should be divided in four
main groups: security tokens, utility tokens, hybrid tokens, asset-backed tokens.

Security tokens are digital tokens, which give the holder a right to cash flows, based on the
platform’s future profits or a residual interest in the net assets. Such rights might be accompanied
by the control, which represents the ability to vote and to impact decisions relating to the project.
A contractual right to cash or another financial asset arises, thus these security tokens meet the
definition of a financial asset and should be accounted in accordance with IFRS 9.

Utility tokens are digital tokens, which give the holder a right to future goods or services. These
tokens meet the definition of a prepayment for goods or services and, therefore, might meet the
definition of an intangible asset, thus IAS 38 could be applied. If it does not meet the definition of
an intangible asset, it should be accounted as other prepaid assets.

Asset-backed tokens are tokens, which used to transfer the ownership of underlying assets
without their physical movement. This significantly minimize a transaction cost. As a result, asset-
backed tokens should be treated in financial statements as the underlying asset by its nature.
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Due to the fast-tokenized business environment, there are new types of digital tokens, exhi-
biting elements of two or more subclasses, called hybrids. Such types of cryptoassets require fur-
ther analysis, as there is a significant need of judgement to determine the applicable accounting
treatment.

Currently, the IFRS Interpretations Committee tend to apply IAS 38 for accounting treatment of
cryptocurrencies, however after the classification of these digital assets as an indefinite life intangi-
ble assets, they should be tested for impairment. This means that in case of market price decrease
at the end of the reporting period a company have to write off that amount as an impairment loss on
the income statement. Otherwise, if the market price increases, standard does not allow marking
up the value of the asset. Therefore, the current accounting practice needs to be improved.

Another problem, which needs a further research, is a cryptoassets valuation in the financial
accounting. Currently, there is no methodology to value digital tokens.
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