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In the resource-based theory, knowledge is regarded as one of thignificant strategic resources

for the organization’s success. Knowledge and intellectual capital cag sed interchangeably in a number

of disciplines. In the last decade, intellectual capital is widely s estern countries. Noteworthy is

that there have been a number of European companies develogin llectual capital reporting to disclose
information regarding the development and management of al capital in the organization. Recently,
the study of intellectual capital has gained much attentio iI d as a framework for integrated reporting

. Moreover, integrated reporting framework

is proposed by the International Integrated Reporti

indicates the ways in which intellectual capital is to advocate the organization’s vision, mission

and strategy. As a consequence, this paper supplement@he three generally accepted concepts on intellectual

capital codification and measurement to pr alDapproach on integrated reporting in the context of
intellectual capital.

Keywords: Intellectual Capital, Intelle al Measurement, Intellectual Capital Codification,

Integrated Reporting Q
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Introduction

An inspiration for the paper stems from the
increasing importance of the knowledge economy,
which is an economy based on the production,
distribution and use of knowledge and information
(OECD, 1996: 7). According to the knowledge-based
theory of the firm, knowledge can be viewed as a
strategic resource of the organization (Grant, 1996;
Penrose, 1959; Brooking, 1996). An organization’s
capability to create and utilize knowledge to help
accomplish its goals is seen as its most significant
source of competitive advantage. In most of
management literature, knowledge and intellectual
capital are used interchangeably. It is argued that
knowledge has two dimensions: a static dimension
and a dynamic dimension. As a dynamic dimension,

knowledge can be referred to as a flow, sometimes

capital is generally referred to as inta .
assets (Roberts, 2003; Bhimani and Rob

2004). It has long been argued tha
accounting information concentra
tangible assets, thus guiding past va

It is unlikely to signal future val e ygeatron. It is
also arguable that acco Smation need

to be more oriented to ince4 .‘- capital (Blaug
and Lekhi, 2009; Bontis,&

Until recently, thlxissues on i
capital have ' —.\. uch attention from
accounting reses nd practitioners (Roberts,
2003; Mouritsearsen, 2005); however, there
is still ansensus on its components and

\

—

tellectual

definitig eloped pertaining to the discipline.
The fezs0

@n t theoretical paradigm to address the
sues of what can be defined as intellectual capital

ight be that there is still a lack of

called knowledge management processes; however,
as a static dimension, knowledge can be referred = in%e accounting dimensions. As a consequence,

to as intellectual capital (Roberts, 2003). As a

consequence, in this paper, intettectuat@o
will be regarded as a stock of know DE

implications of accounting for intelcapital
as a stock are portrayed throughouaper.
Much value lies in intelleapital, which
is what accounting discipline refest5 as intangible
assets. But the study on 'tuat capital has
not been extensivel dd in both financial

ing disciplines. In an

of traditioccounting literature, intellectual

136 91sa1sdu1dwlryd  UR 12 aluf 33 1uwgu 2559

Qhis paper attempts to provide a guidance to help

bridge a gap between accounting literature and
intellectual capital literature. This includes the
ways in which intellectual capital can be codified
and measured (Bhimani and Roberts, 2004).

The paper is organized into three main parts.
The paper will firstly set out a basic understanding
of intellectual capital based on accounting
viewpoints. The second section will also include
a number of approaches to measuring intellectual
capital. The last section will summarize an
important issue that are presented in the paper

and provide a suggestion for further research.
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Part I:
Intellectual capital in accounting perspectives
Research conducted by Arthur Anderson in
1998 and by Waterhouse and Svendsen in 1998
assert that intellectual capital disclosure is a key
issue and should be included as a supplementary
report to the financial statements in order to supply
information for stakeholders (Arthur Anderson,1998;
Waterhouse and Svendsen, 1998). Financial
statements are traditionally designed for capturing
and reporting on corporate assets according to
standard accounting principles and practices. As
indicated in Waterhouse and Svendsen (1998), a
limitation of financial statements on representing

intellectual capital can be described as follows:

Financial performance measures derived

as, for example, customer satisfa@
(Waterhouse and Svendsen, 1998: v)
The term “intellectual c ”

OK Brfmani and

found in various IC-related acco

(See for example, Roberts,
Roberts, 2004; Chang . ). Generally,
intellectual capital can ed to as intangible

assets. It is compo of

em’>=<ks. Hulten and Sichel (2005,
l y intangible assets into

Oatents, goodwill,

software and trad

2006) exte

~ oriented to innovation (Roberts, 2003;
ug=& Lekhi, 2009).

Generally, intellectual capital is a non-financial

from information in financial statements m
or other financial sources have been used sset. It is hidden in the organization and needs

by publicly listed companies for many
years. They highlight specific a ©

of a company’s profitability, ,
liquidity, productivity or maength.
Such performance measuresvvever
based on historical anction based
information that dge )t take into
account changes in s or internally
bs. There is the

generated i

growing view%nancial performance
measures @nselves are inadequate
for stra@cision making. They need to

mented or even to some extent,

€)

[italics the author] by non-

ial measures that cover such matters

O to be visualized to manage it strategically to

achieve organizational ends. provide a contextual
explanation of the important roles of intellectual
capital as a solid ground of the organization as

follows:

“... If we imagine a firm as a living organism;
for example, a tree, ..organizational
plans, annual and quarterly reports, firm
brochures, and other documents are the
trunk, branches and leaves. The wise
investor will examine the tree whether he
can harvest ripe fruit. But to assume that
we have now seen the whole tree because
we have seen the visible is a grave mistake.
Un 12 atuil 33 189U 2559
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At least half the tree is below surface in
the roots. And while the taste of the fruits
and the colour of the leaves make a good
presentation of the present health of the
tree, it is much more effective to look at
what goes on in the roots if one wants to
form an opinion about the health of the
tree for the coming years... This is what
makes intellectual capital - investigation
of roots of a firm’s value, measurement
of the dynamic factors, which are found
below the visible surface of a firm’s

buildings and products - so important...”

In management literature, intellectual capital
is sometimes replaced with the term “knowledge”,
when knowledge is viewed as stock (Bontis,
1998). Intellectual capital can include people’s
know-how, information, hardware, software, IT
systems, data, reputation, and organizational
practices (Roberts, 2003; Bontis, 1999). M
intellectual capital can be categorized e

t
components: human capital, struc

cLuding
organizational and customer capital (&r Telational

ontis, 1998);
or intellectual capital can alsa eparated into
employee competences, '

oD
A~

e, intellectual capital

capital) (Edvinsson & Malone,

| structure and
external structure (

In accounting

can be regarded ngible assets. However,

intellectual

abstracted and mobilized like
we=dssets as labour or land (Bhimani

as intangible cannot be

easily cod

such
& “o 2004). As a consequence, despite
138 91sa1sdu1dwlryd  UR 12 alui 33 1Wkgu 2559

of its widely acknowledged values, intell

capital has been almost absent from traditio ‘\

accounting perspectives. &
A 9

International Financial Reporting Sta

International Accounting Stan

that it is an asset that is

set out a guideline to define an
physical substance (see | ‘

and IFRS, an intangible ontrolled by an

% arovide future economic
2 \ eet its definition, an

benefits and its costs can be measured

mi
@b@ (IAS 38: 21).

To recognize and to measure intellectual
Qapital in the statement of financial positions,
© it is required to evaluate whether intellectual
capital satisfy the recognition criteria, which are a
probability that future economic benefit associated
with the item will flow to the entity; and its cost or
value that can be measured with reliability (IFRS 3).
It can be implies that very little intellectual capital
such criteria, especially when some intangible
assets are internally developed. The assets that
are internally created such as reputation cannot
be recognized in the firm’s financial statements
as IAS 38 states clearly that internally generated
goodwill shall not be recognized as an asset. More
precisely, under IFRS 3, ¢oodwill can be recognized

only in a business combination. Moreover, internal
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costs related to the research phase of research and
development cannot be recognized as intangible
assets; the costs are expensed as incurred.
Intellectual capital in terms of people’s know-how,
information, data, reputation, and organizational
practices cannot be identifiable. As a consequence,
most of intellectual capital has been absent from
financial statements and this leaves investors with
doubts about sufficient information provided in the
firm’s financial statements (Lev, 2001).

It is apparent that measuring and reporting
intellectual capital in accounting literature are
problematic. Most of the corporate assets are
highly tangible, quantifiable and measurable; there
is a small amount of intangible value recorded in

financial statements. As stated by Bontis (2001),

it is challenging for accounting standard setters to&

narrative style. In Germany, narrative r ing

is mandatory for all companies, while %
UK narrative reporting is voluntary £=
companies (Blaug & Lekhi, 200 d

practices, the classifications of in

organizational capita/zand customer capital, there
3 \ to measure and report

i ‘an countries. Several research papers
itte

by European researchers addressed the

set standards for intellectual capital disclosure@:u s on the development of intellectual capital

no indicators are considered suitable a variety of

®
®

international and industry settings.

Part 2:

Intellectual capital codification & asurement
“What get measured, get a well-

known and dominant quoteby Peter Drucker

(Drucker, 1993) implies that.t able the firms to

. intellectual capital

manage its intellectual

intangib@sets in their supplementary reports
J statements (Ordonez de Pablos,

e contents are mostly presented in a

port (Roberts, 2003, 2006, 2007; Bhimani &
Roberts, 2004; Chang & Birkett, 2004; Mouritsen
& Larsen, 2005; Bontis, 1998). Intellectual capital
report is produced as a part of the annual report
for a number of large European companies (see,
for example, Skandia, Dow Chemicals). The
report explicitly addresses vision, mission, values
and issues on Intellectual capital management
(Mouritsen & Larsen, 2005; Chang & Birkett, 2004).
To monitor intellectual capital management
and an investment on intellectual capital, the
measuring approaches for intellectual capital
can be classified into two main measurement
approaches: one focuses on both a monetary
and a non-monetary dimension, while another
one focuses only on a monetary dimension. The
Un 12 atuil 33 189U 2559
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former approach falls into scorecard methods.
The latter approach consists of 1) market
capitalization method (MCM) and 2) return on
assets method (ROA) (Luthy, 1998; Williams,
2000; Malhotra, 2003). The ROA and MCM are
established based on accounting rules; as a
consequence, the approaches are likely to be
used for stock valuation and do not provide a
better understanding of the precise contexts of
intellectual capital (Luthy, 1998; Williams, 2000).
The scorecard methods are prominent tools
to measure each sub-item of intellectual capital
are Edvinsson & Malone’s (1997) Skandia approach,
Sveiby’s (1997) Intangible asset Monitor (IAM)
approach and Kaplan and Norton’s (1996) Balanced
scorecard. Such approaches are recognized as
the useful measurement and codification tools,
forming the basis for the universal intellectual
capital report in Western countries (Bontis, 1998;
Mouritsen & Larsen, 2005; Blaug & Lekhi, 2009).
Skandia does not focus on dollar v{{ye
intellectual capital, but on its proxy mea Lyan,
1998). Intellectual capital equals the human

and structural capital. According to Ea¥insson and

Malone (1997), human capital ied as people

knowledge, people skills, the bany’s values,

capital includes

customer capital. StritaL is the hardware,
0

software, databas nizational structure,

culture, and philosophy. S

patents, trademaaks;\asd the like that supports

employees’ p ivity. Edvinsson and Malone
ore than 200 measures to help
ent in intellectual capital, which
d into human capital and structure
Un 12 atun 33 1WBI9U 2559
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capital).
Sveiby’s (1997) Intangible asset Monite

approach is based on assumptions t

are profit generators, so it focuses mos

capital and is likely to neglect s tura capital,
which can be separated wqal” structure

and external structure ( v‘ . Sveiby (1997)

capital (i.e., organizational capital and cus%%

S

details more than 150 re
visualizing three compgauaaats of intellectual capital,
which comopri pAdD ompetences, internal
structure and e tructure. Sveiby’s (1997)
measures focu%ve areas, which are financial

mew, process view, renewal and

view, and human view. Although

@aﬁd Norton’s (1996) balanced scorecard,

methods are different in that the balanced

>
scevecard lies mostly in strategy, while intangible

Qsset monitor concentrates on human capital. As

a consequence intangible asset monitor tends to
ignore a notion of value creation (Kaes, 1999).
Kaplan and Norton’s (1996) balanced scorecard
is a framework that can be applied to measure
the firm’s intellectual capital. The conceptual
framework of the balanced scorecard lies in four
sets of indicators for measuring the firm’s financial
and non-financial performance. The four sets of
indicators, which are linked to the firm’s vision
and strategy, can be separated into a financial set
of indicators, an internal process set of indicators,
a customer set of indicators, and learning and
growth set of indicators. Noteworthy is that to

deploy the balanced scorecard, a cultural concern
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is critical (Mooraj, Oyon & Hostettler, 1999: 487- and measurement, a comparison of the

488). The types of culture include national culture, approach, the IAM approach and the b
professional culture and organizational culture scorecard approach will be presgn :
(Mooraj, Oyon & Hostettler, 1999). 2. It should be noted that the
To measure and manage intellectual capital, balanced scorecard approach i
the scorecard methods (SC) is likely to be more in the same ways as Skandia .a
prominent. A linkage of the indicators developed approach do.
under the three scorecard approaches (SC) is Noteworthy is th
presented in Table 1. It should be taken into
consideration that no single appraoch is suitable
for every single circumstance (Bontis, 1999). The
choice of codification and measurement depends
on the firm’s strategy. To provide a comprehensive

picture of the indicators used for codification

Table 1 A linkage of the three approaches

Sveiby (1997) Edvinsson anme (1997) Kaplan and Norton (1996)
Intangible assets monitor (IAM) Skar%igator Balanced Scorecard
Intellectual C@ital: Codification
« People competences * Hu feal « Financial perspective
e Internal structure . @nat capital « Internal process perspective
« External structure mer and relational capital |« Customer (Stakeholders)
@ perspective

« Learning and growth perspective

Intellectual capital: Congruence

People competences Human capital Learning and growth perspective

Internal structure Organizational capital « Financial perspective

« Internal process perspective

External struc Customer and relational capital Customer perspective

Note: Adap @n “The new organizational wealth: Managing and measuring knowledge-based assets”, by
Sveiby, 9 San Francisco: Berrett-Koehler; “Intellectual Capital”, Edvinsson, L. & Malone, M.S.,1997,

us; “Translating strategy into action: The balanced scorecard”, Kaplan, R. S. & Norton, D.,1996,

arvard Business School Press
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intellectual capital is likely to be high at the standards and practices have not been extens;j

(time and budget) on measuring and reporting it is argued that the current financial acco
AN

initial stage. One of the reasons is that most
of current financial and accounting systems are
not designed to collect and analyze all of the
information needed for reporting. To enhance
the effectiveness and efficiency of the financial
and accounting systems, enterprise resources
planning (ERP) software sounds useful, but it needs
careful development. However, the benefits of
visualizing intellectual capital could be higher
than the expected costs because hidden values
(intellectual capital) are disclosed to allow the
organization to envisage the ways in which their
Intellectual capital is managed and the ways in
which the budget is utilized for the management

of Intellectual capital in the organization. The

developed to capture the value ofde

e “Ways in

of intellectual capital and repor

intellectual capital in financial state

This paper attempts to sta
which intellectual capit > fified and

measured. By making a ‘n on to what
extent intellectual capit@ 2 categorized to

facilitate intellectual | management in the

7

firms, the papd/alsa” pravide frameworks to be
applied for codj d measuring intellectual

capital. The thv€e jajellectual capital frameworks
son and Malone’s (1997) Skandia
ciby’s (1997) IAM approach and

orton’s (1995) Balanced scorecard

incorporade
approa he
Kapl@p=s

mc

The suggested approaches provide

indicators can help picture investment (i.e,, time%jry indicators addressing the development
o

and budget allocate to develop each element

of intellectual capital) on intellectual capital in

Part IlI: @
Summary

There is little managementting research
conducted on the implication accounting for
j surement. The
dilemma of recogniti o lectual capital for a
valuation purpose St%m its property, which is

an intangible andg@utabte asset. In general,

some senses.

intellectual capital and

it has value not be easily codified, for

example, oyees, patents, customers, brand

names n and the like. As a consequence,

142 9sa1sdvrdwlngd  UN 12 a0un 33 1Us9u 2559

ch element of the firm’s intellectual capital.

Qlowever, as there is still a lack of a practical

view of how such models can be applied and
amalgamated. It is suggested that further studies
should be conducted to suggest the ways in which
the three frameworks can be integrated to provide
a guideline to illuminate the firm’s strategic
intellectual capital management. It is likely that
an integration of the proposed frameworks can
provide an insightful direction on the ways in
which the firms disclose their intellectual capital
in the integrated reporting and on how to highlight
the business strategy implementation by reporting

on intellectual capital.
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