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Abstract

Disclosing Inwllecwal Capiml is viml © enabling companies
appreciate their exactcorporaton value. Recognition and disclosure of
inmngibles is an impormnt conemporary issue in the accounting and
finance. There is no provision for disclosing inmngibles under the
prevailing reportng practces. Rather, the disclosure of such intangible
asses is presentdy reswiced. Worldwide, the accounting smndards
require that financial reportung should provide informadon that is
useful © present and pownual inveswrs, creditors and others, in
making ratonal invesmment, creditand other financial decisions. Since
these accountng smndards, do not accord proper weamment and
recogniton © Inwllecmal Capiml, providing such informaton
stakeholders is considered ag an impormntactvity within a company.
The presentswudy analyses the exwmntof Inwllecal Capiwl Disclosure
on leading Bombay Swck Exchange Index (BSE-SENSEX)
companies. The swmdy has identfied 41 atribuws agsociared with
Inwllecmal Capiml and used ConentAnalysis method o identfy the
same from the Financial Smrement of the companies. The smdy found
that the sample companies have disclosed 61 percentof the atributes
associared with Inellecwal Capimal.

Keywords: Inwllecwal Capiml, Accountung Stwandards, Disclosure,
Intangible Assets.

Introduction

Knowledge, ag embodied in human beings (as “human Capiwl”) and in
wchnology, has always been cental © economic development. Output
and employment are expanding fast in high-echnology induswuies,
such ag compurers, elecwonics and asrospace. . Knowledge-inwensive
service sectwrs, such as education, communicatons and informaton,
are growing even faswer. Indeed, itis egumated thatmore than 50 per
centof Gross Domestic Product(GDP) in the major economigs is now
knowledge-baged. The knowledge economy is a phrase ofen used burt
seldom defined. It essendally describes a process whereby the
economic compentveness and performance of organizatons and
firms is increasingly dewrmined by their invesmment in 'knowledge
based' or inmangible agsets such ag R&D, design, software, human and
organizatonal Capiwl, and brand equity and legs by invesmment in
physical agsets such ag machings, buildings, and vehicles.

The global market is progressively moving owards knowledge and
wchnological innovaton, seeking methods m boost compettve
advanmge. For years, Inellecmal Capiml (IC) has been synonymous
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with intangible assetrs and knowledge Capiml. The
impormnce of IC hag been revealed and discussed by many
scholars. Handy (1989) mentioned that Inwllecwal assets
are three or four imes the Tangible book value of a company.
Van Burren (1999) suggeswed thatinmngible agsets represent
more than wo-thirds of the corporate value, while, Osborne
(1998) indicated that 80 per centof a company's value is not
tangible. Furthermore, waditdonal accountng measures are
inadequat © dewerming the real valug of the company, in the
so—called“knowledge-based society”’(Sewart, 1991). Thus,
valuing and disclosing Inwellecmal Capiml is viml
enabling companies 1 apprecia' their €xact corporaton
value.

Significance of the Study

Recogniton and disclosure of inmangibles is an impormnt
conwemporary igsue in the accountng and finance lierawmre
(Avery 1942, Lev & Schwarw 1971, Hall 1992, 1993, Lev
2003, Guthrie et al, 2003). There is no provision for
disclosing inmngibles under the prevailing reportng
practuces. Rather, the digclosure of such inmngible agsets is
presenty reswiced. Worldwide, the accountng smandards
require thart financial reporung should provide informatdon
thatis useful o presentand powrndal investwors, creditors and
others, in making ratonal invesmment, credit and other
financial decigions. Therefore, recognition, meagurement
and disclosure of the inmngible resources and providing
such informaton w© swmkeholders are considered as an
impormntactvity within a company.

Conceptual Framework

There is no fixed definiton for the wrm Inwellecwal Capiml.
Different authors have described and defined the =rm
Inwllecmal Capiml in different ways. Among them few are
discussed as follows: Imami (1987) defined Inwellecmal
Capiml ag an inmngible resource thatincludes brand name,
wchnology, customer goodwill, loyalty, wademarks and
copy rights ew. According © Swwart (1997) Inellecmal
Capiml is a knowledge and informaton which creaws the
value added efficiency o creaw wealth of corporatons.
According © Bonts (2000), In®llecmal Capimal is measured
by individual worker and organizatonal know-how that
conwiburs ™ mainmining compendve advantages of
firms.Sullivan (2000) believed Inellecmal Capiml © be a
pool of knowledge thatcan be wansformed inw profimability.
Roos et al (1997) defined Inwllecmal Capiml ag the 'oml
knowledge' of ity employees and practcal conversion of the
'orl knowledge' inwo branding swengths, copy righs,
wademarks and process differences. Edvingson and Malong
(1997) define Inwllecwal Capiml as the ownership of
knowledge, applicaton of experience, echnology resources
of organigations, cusomer relatonships and profegsional
expertse that give a compettve edge 1 the firms in the
marketplace.
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Itcan thus be inferred thatInellecmal Capiml wnds o creaw
valug in the course of knowledge wansfers among human
resources, wchnology, procedures, culwre, p management
philosophy, customers and other smkeholders who
symbolize the inwrnal and exwrnal environment of the
company. Many words with similar meanings existw define
the concept of Inwllecwal Capiml. Inmangible resources
(Haanes and Lowendahl, 1997), invisible agsets (Imami
1987), intangible assets (Sveiby 1997), core compewencies
(Hamel and Prahalad, 1990) are a few mostcommonly used
wrms that define Inwellecwal Capiml. Thus there is no
universally acknowledged wrm and all these erms are used
ag substmtes, ag done by Lev (2001).

Components of Intellectual Capital

Similarly, Inellecmal Capiml is not demched. It is
composed of different components. Several researchers
have grouped Inwllecmal Capiwl into different caregories.
Among them, Inellecwal Capiml is composed of (a) human
Capiml; (b) cusomer Capiml; (¢) swucmral Capiwl; and
innovaton Capiml (Edvingson and Malone, 1997; Roos &t
al., 1997; Sewart, 1997; Sveiby, 1997; Chen gtal., 2004 and
Tseng and Goo, 2005).

Human Capiml (HC) represents the individual knowledge
agsetofa company's employees (Bonds etal., 2001). Roos et
al. (1997) argued that employees generawe IC throughout
their compemney, their amwmde and their Inwllecmal
alermess. Even though employees are considered the most
impormntcorporat® agsetin a learning organizaton, they are
not owned by the organizaton. Similarly, Hudson (1993)
described HC as a combination of four factwrs: (a) culwre;
(b) experiences; (¢) inherimance; and (d) atnwde. Edvingson
and Richmer (1999) supported the view thatHC is the skills,
relatdonghip ability and smndards; the employse works on
wangforming an individual into a combined know-how and a
more long—erm organizatonal Capimwl. In egsence, HC i§ the
brainpower of the employee ingide the company.

Cusmomer Capital(CC) is the knowledge thatis developed
the customer-supplier relationship when conducting
business. Bonts (1999) represented cugomer Capiml ag any
powndals of the company regarding it cusomers. Saint—
Onge (1996) has included the 'relational Capiml', which
covers the knowledge, surrounded by all relationships in an
organizaton from cugwomers, competntuon, suppliers,
associatons or the government. Morgover, Edvinsson and
Richmer (1999) showed thatcugomer Capimwl is the value of
cugsomer positon, cuswomer relatonships and cusmomer
pownual, and finally, Chen et al. (2004) argued that
cuswomer Capirl cannot be achieved without human
Capiml.

Stwucmiral Capiml (SC) conming 'all the non-human
sworehouses of knowledge in organisations, which include
the dambases, organizatonal chart, process manuals,
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swawrgies, routunes and anything whose value © the
company is higher than i mawrial valug' (Bonts, 1999).
Additonally, Roos etal. (1997) defined Swucwral Capiml
agthe knowledge ingide the company when employees swop
working. In accordance withBonts (1998), if organisatons
have inadequatw procedures and sysems, IC will noweach
ity peak of prospective. Another impormnt feawre of SC is
i3 capacity wcompose, allowing IC 1t be calculared and
managed, in any stTage of examinaton, (Bonts, 1998).

Review of Literature

Many swdies have been conducwed w analyse the
Inwllecmal Capiml reporting practces by using the conwent
analysis of annual repors. Some of the prominegnt swudies
are: Guthrie and Pemy, (2000); Brenan, (2001); Olsson,
(2001); Bongs, (2003); Bozzolan gtal., (2003); Abeysekera
and Gurthrie, (2004). Researchers have used similar
approach w investigar Inwllecmal Capiml wends in
Ausmalia: Abeysekera, (2007), UK: Swiukova €l al., (2008),
Sri Lanka: Abeysekera and Guthrig, (2005), Spain : Oliveras
elal., (2008) and India: Kamath, (2008). Inwllecwal Capiml
wends between counwies: Auswalia and Sri Lanka:
Abegysekera, (2007); Singapore and Sri Lanka: Abeysekera,
(2008). In the Indian-contwxt, there has been very limied
number of Inwllecmal Capiml reportung swdies, as
compared 1 it developed parmers. However, very few
recentswdies are available on Inwllecwal Capiml reporung
in India using conentanalysis, by Kamath (2008), and Joshi
etal. (2009), Chander & Mehra (2010) & Paramghiviah &
Pumaswamy (2013).

Research Gap

The review of liwrawre shows thatnumbers of sudies have
been conducted worldwide and only few swdies are found in
India. Most of the gmdies have focused on specific
induswies. Thus, the present sudy, based on the previous

licrawre of Inwllecwmal Capiml disclosures, is undermken
on leading companies of India, which considered as
benchmarks for their regpectve induswy. The presentsmdy
is undermken on BSE SENSEX companies representing 12
major induswies.

Materials and Methods/Research Methodology
Objectives of the study

The specific objectve of the presentswdy is w gvaluate the
exwnt of Inwllecwal Capiml Disclogsure among the BSE
SENSEX companies of India.

Research Methodology

The sample of the sdy consist of India's op 30 companies
of Bombay Swck Exchange, representng 12 major sectors
in India i.¢ BSE Sengex. The annual reports of the selecred
companies were obmined for the year 201213 and 201314
from the respectve websiws of the companies. Conent
Analysis methodology has been used 1t analyse the
Inwllecmal Capiml disclosure of the companies under sudy.

Analysis
Data recording and coding-Content analysis method

ConwntAnalysis is used © measure the exwentof digclosure
for the sample companies. Itis a wchnique for gathering dam
by codifying qualimtve and quantimtve informaton inw
predewrmined cawrgories in order © derive paterng in the
presenmation and reporting (Guthrie et al, 2004). In the
process, inmangible agsets disclosure index was prepared
under the framework of Sveiby (1997). Many researchers
have followed this framework in their smdies. In the Indian
scenario, thig framework has been adoped by Chander &
Mehra, (2010) However, in this swdy it has been slighdy
modified w include some other atwibuws relawd ©
Inwllecmal Capimal, as shown inable —1.

Table—1Reportng of Inwllecmal Capiwml Atwributes for the year 2013 and 2014

S.No I'ems of IC Variables 2013 2014

No. of companies | % No. of companies | %

reporung reporung
1 Business knowledge 0 0.00 1 0.09
2 Company reputation 0 0.00 0 0.00
3 Competve inwlligence | 1 0.09 0 0.00
4 Corporaw learning 0 0.00 7 0.61
5 Corporat university 0 0.00 0 0.00
6 Culwral diversity 0 0.00 1 0.09
7 Cugwomer Capimal 0 0.00 0 0.00
8 Economic value added 18 1.55 44 3.80
9 Employse expertse 0 0.00 0 0.00
10 Human Capiml 0 0.00 0 0.00
11 Human Value 23 1.98 24 2.07
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12 Employee know-how 0 0.00 1 0.09
13 Employee knowledge 0 0.00 0 0.00
14 Employee productuvity 0 0.00 0 0.00
15 Employee efficiency 1 0.09 5 0.43
16 Employee skill 0 0.00 0 0.00
17 Employee value 2 0.17 |7 0.61
18 Knowledge assets 6 0.52 11 0.95
19 Employee amnmdes 0 0.00 0 0.00
20 Experteams 0 0.00 0 0.00
21 Knowledge sharing 8 0.69 12 1.04
22 Management quality 1 0.09 1 0.09
23 Inellecmal Capiml 4 0.34 14 1.21
24 Stucwral Capiml 0 0.00 0 0.00
25 Information syswems 15 1.29 25 2.16
26 Knowledge Management | 14 1.21 12 1.04
27 Human assets 3 0.26 1 0.09
28 Inellecmal property 47 4.05 60 5.19
29 Relational Capimal 0 0.00 3 0.26
30 Brand 670 57.76 | 543 46.93
31 Cusmomer knowledge 0 0.00 0 0.00
32 Inwllecwmal resources 0 0.00 0 0.00
33 Franchiging agreement | 1 0.09 3 0.26
34 Organizadonal culwure 3 0.26 5 0.43
35 Organizadonal learning | 2 0.17 2 0.17
36 Inwllecwal assets 0 0.00 0 0.00
37 Supplier knowledge 1 0.09 3 0.26
38 Goodwill 303 26.12 | 317 27.40
39 Loyalty 35 3.02 |50 4.32
40 Trade marks 1 0.09 0 0.00
41 Copy right 0 0.00 1 0.09
42 Core compernce 1 0.09 4 0.35
TOTAL 1160 100 1157 100

Source: Author’s calculations based on annual report of the selected companies were obtained
for the year 2012-13 and 2013-14.

It may be observed from the mble—, Brand, followed by
Goodwill are the highly reporwed Inwllecmal Capiml
atwribuws for the year 2013 and, 2014. Goodwill shows a
subsmnmal increase in reporung compared w the brand
value. The other atwibutes are miniscule, compared w Brand
and Goodwill. In®llecwal Property, Loyalty, Human value,
Informatdon Sysmems, Knowledge management, Economic
Value Added are the series of atwibutes which are disclosed
in the year 2013. Inellecwal Property, Loyalty, Informaton
Systems, Human Value, Economic Value Added,
Knowledge Management and Knowledge Sharing are the
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order of disclosure for the year 2014. Irrespectve of the
year, the other atwibuws which are disclosed, include
Knowledge Assets, Organizatonal Culwmre, Employee
efficiency, Intwllecmal Capitral, Core compewnce,
Inellecwal Capiml, Relational Capiml, Franchising
Agreements, Human Assets, Organizatonal learning,
Business knowledge, Corporaw learning, culwral diversity,
Employee know-how, employee value and management
quality. Thus, in wml, 61 percent of the atribuws are
disclosed, outofthe chosen atwibutes of Inwllecmal Capiml.
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Table -2Reporting of Intellectual Capital Attributes for the year 2013

S.No BSE 30 Companies 2013 | % 2014 | %
1 AXIS Bank 13 1.12 |21 1.82
2 Bajaj Auwo Lu 16 1.38 10 0.86
3 BharatHeavy Elecwicals Lud 4 034 |14 1.21
4 Bhard Airel Ldd 111 9.57 |51 441
5 Cipla L« 6 0.52 13 1.12
6 Coal India L« 7 0.60 12 1.04
7 Dr. Reddy's Laboratwries Lud 58 5.00 |56 4.84
8 GAIL (India) L« 12 1.03 |7 0.61
9 HDFC Bank Ll 7 0.60 |20 1.73
10 Hero MowCorp L 64 5.52 50 4.32
11 Hindalco Indusmies L 13 1.12 14 1.21
12 Hindusman Unilever L« 123 10.60 | 131 11.32
13 Housing Development Finance Corporaton Lud 7 0.60 12 1.04
14 ICICI Bank L« 10 086 |2 0.17
15 Infosys L 45 3.88 51 4.41
16 ITC Lud 197 16.98 | 193 16.68
17 Larsen & Toubro Lud 32 2.76 27 2.33
18 Mabhindra and Mahindra L 12 1.03 11 0.95
19 Marutd Suzuki India Ll 6 0.52 13 1.12
20 NTPC Ld 0 0.00 11 0.95
21 Oil and Nawral Gas Corporaton Lud 18 1.55 32 2.77
22 Reliance Indusmies Lud 80 6.90 86 7.43
23 Sesa Goa Lud 1 0.09 24 2.07
24 Sww Bank of India 15 1.29 |34 2.94
25 Sun Pharmaceutcal Induswies Lwd 38 3.28 37 3.20
26 Tam Congulmancy Services Lwd 33 2.84 |46 3.98
27 Tawa Mowrs L 87 7.50 11 0.95
28 Tawm Power Company Lud 13 1.12 13 1.12
29 Tam Swel Ld 46 3.97 70 6.05
30 Wipro L« 86 7.41 85 7.35
1160 | 100 1157 | 100

Source: Author'’s calculations based on annual report of the selected companies were obtained

for the year 2012-13 and 2013-14.

Table-3Ranking of Companies based on Inwellecmal Capiwl Disclosures for the year 2013 and

2014 — Company wise

BSE 30 companies 2013 Rank | 2014 Rank
AXIS Bank 17 16
Bajaj Auwo Lo 15 28
BharatHeavy Elecwicals Lwd 28 18
Bhard Airwel Lud 3 7
Cipla L« 26 20
Coal India Ld 23 23
Dr. Reddy's Laborawries L 8 6
GAIL (India) Ld 20 29
HDFC Bank L 23 17
Hero MowCorp L 7 9
Hindalco Indusmies L 17 18
Hindusmn Unilever Lud 2 2
Housing Development Finance Corporaton Lwd 23 23
ICICI Bank Lud 22 30
Infosys L 10 7
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ITC Ld 1 1

Larsen & Toubro L 13 14
Mabhindra and Mahindra Lud 20 25
Marut Suzuki India L 26 20
NTPC Lo 30 25
Oil and Nawral Gag Corporaton Lwd 14 13
Reliance Indusmies Lwd 6 3

Sesa Goa Lud 29 15
St Bank of India 16 12
Sun Pharmaceutcal Induswies Lud 11 11
Tam Consulmancy Services L 12 10
Tatra Mowors L 4 25
Tatwa Power Company Lwd 17 20
Tam Swel Lud 9 5

Wipro L« 5

Source: Author's calculations based on annual report of the selected companies were obtained

for the year 2012-13 and 2013-14.

From the mble-3, itis observed thatITC L. and Hindusman
Unilever L. occupies the first and second positon in
disclosing Inwllecmal Capiml by disclosing 197 w© 131
atributs in their respectve annual report. This shows that
FMCQG indusmy give more highlights o Inwellecwal Capiml,
partcularly the Brand and Goodwill. Bhard Airel Lud
which ranked third in the year 201213, moved w© seventh
positon in 2013-4. Tam Mowrs dipped © wenty fifth
positons on account of less disclosure compared © the
previous year. Reliance induswies improved in erms IC
disclosure practuces and improved w the third posidon.
HeroMomwr Corp slipped from seventh  ninth positon. Dr.
Reddy's L. improved in erms of IC disclosures and rose m

sixth position compared 1 the previous year. Over and
above, the p ©n companies, more or legs occupy the same
position, exceptTam Motrs L. and Bajaj Auw L, which
have drifed wo much away from their disclosure rankings.

Top-ten Companies based on Intellectual Capital
Disclosure

It may be observed from the following charts that the
companies from the FMCG industy wp the list followed
by, IT induswy. Itis also inwerestung m notw that waditonal
induswies occupy a prominent positon in Inwllecmal
Capiml disclosure, along with knowledge inwnsive
indusmies.

Figure-1 Ranking top 10 Companies performing Intellectual
Capital Disclosure in the year 2013 and 2014

Infosys Ltd

Tata Motors Ltd

Hero MotoCorp Ltd =
Reddy'sLaboratories Ltd I
Tata Steel Ltd

ICD -2013

M ltems disclosed

Bharti AirtelLtd
Reliance Industries Ltd
WiproLtd

Hindustan Unilever Ltd

ITCLtd
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ICD -2014
Infosys Ltd
Reddy'sLaboratories Ltd
Bharti Airtel Ltd B M ltems disclosed
Wipro Ltd "
med | . o [ .
0 50 100 150 200

Source: Author's calculations based on annual report of the selected companies were

obtained for the year 2012-13 and 2013-14.
Conclusion

This is a preliminary smdy on identfying the atwibutes
relawd © Inkllecmal Capiml from the financial smements
of BSE SESEX companigs in India. Itis found in the present
sudy that nearly 61 percent of the Inwllecmal Capiml
atribuws are disclosed by the sample companigs. Further
the sudy observed that Brand and Goodwill are the rms
widely used by the sample companies in their financial
smwment. This is in conformity with the wadidonal view of
the accountng smndards. This smdy leads us w explore
further in analyzing the reladonship beween Inellecmal
Capiml Disclosure and the firm performance.
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