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Abstract

This Australian study reports the results of an empirical examination of Australian

organisational practices in managing and reporting Intellectual Capital. The research

strategy for this study was three fold. Firstly, we documented, reviewed and searched

the literature on government policy and professional policy pronouncements in an effort

to identify those organisations currently active in discussing of intellectual capital.

Secondly, a content analysis of the annual reports of the top 19 Australian listed

companies and one other company, (ostensibly active in reporting its intellectual

capital), was undertaken to construct an account of the extent to which these companies

report their intellectual capital. The inclusion of the ‘best practice’ organisation was

intended as a benchmark for interpreting what Australian companies are doing, and for

reflecting upon what they could be doing, in reporting their intellectual capital. Thirdly,

a number of case studies of organisational progress with Intellectual Capital were

developed using an interview methodology in order to provide a richer and deeper

understanding of how organisations are managing the identification, management,

measurement and reporting of their intellectual capital.

Australia provides fertile ground for these analyses. The Australian economy is

undergoing rapid transformation. Australia has experienced faster economic growth

during the 1990s than most other OECD countries, and has increased its rate of

productivity growth in recent years. There is an increasing emphasis on new sectors of

activity – financial services, tourism, information technology and niche manufacturing –

and a relative decline in the traditionally strong areas of agriculture and mining.

Australian governments are investing heavily in education and training in a wide range

of new skill areas. Australian enterprises are at the heart of these changes. They are

operating in an environment characterised by greater deregulation, privatisation of

public services, and exposure to international competition.

There is certainly evidence of developments in Australian enterprises that are consistent

with the objectives of better information on, and management of, Intellectual Capital.
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In conducting the empirical aspects of this project we have chosen to use one of the

more popular frameworks for understanding intellectual Capital – that developed by

Karl Erik Sveiby (1997:8-11). Sveiby classifies intangibles into three parts; internal

structure, external structure, and employee competence. Internal Structure includes the

organisational structure, legal parameters, manual systems, research and development,

and software. External Structure includes brands, and customer and supplier

relationships. Employee Competence includes education and training of the professional

staff who are the principal generators of revenue. The non-revenue generators are called

support staff.

The study's findings indicate though that the developments are piecemeal and not

widely spread. The findings of our exploratory investigation are as follows:

a) The key components of intellectual capital are poorly understood, inadequately

identified, managed inefficiently, and are not reported within a consistent

framework when reported at all.

b) The main areas of intellectual capital reporting focus on human resources;

technology and intellectual property rights; and organisational and workplace

structure.

c) Even in Australian enterprise thought of as ‘best practice’ in these regards, a

comprehensive management framework for intellectual capital is yet to be

developed, especially for collecting and reporting intellectual capital formation.

Australian practices companies do not compare favourably with several European

experiments when assessing their ability to manage, develop, support, measure, and

report their intellectual capital.

Overall, the results indicate that few Australian enterprises appear to have taken a

conceptual approach to reporting their Intellectual Capital. It became evident early in

the data collection process that this would be the likely outcome. The oft-stated claim in

the Annual Report that human resources [Intellectual Capital] represent the most

important resource of the firm, is not supported in terms of intellectual capital elements

reported and measured in the remaining sections of the annual report.
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Discussions on the future of Australian enterprises frequently touch on how to better

harness and promote many of the key elements of Intellectual Capital. It is widely

recognised that enterprises and employees need to work smarter and develop new

markets, and that the days of relying on agriculture and natural resources are long gone.

However, the evidence from this study suggests that there is a gap between recognition

of the importance of Intellectual Capital in underpinning future prosperity and concrete

steps to move it higher up the agenda of Australian enterprises and public policy.

Australian accounting, management, human resource professionals, and public

authorities face major challenges in creating a climate, developing the incentives, and

disseminating ’best practice’, so that collecting and using indicators of the management

of ‘intellectual capital’ becomes routine practice in Australian enterprises.



5

There is no Accounting for Intellectual Capital in Australia: a review of annual

reporting practices and the internal measurement of Intangibles

Classification Keywords

Authors: James Guthrie

Richard Petty

Fran Ferrier

Rob Wells

Country: Australia

Main domain: Intellectual Capital (IC)

Annual reporting practice: financial and non-financial

indicators

Internal management progress on IC

Human Resource Management internal measures and

indicators of employee activities

Research Strategy: Content analysis of annual reports

Case Studies of organisational progress with IC

Documentation review

Literature search of policy, pronouncement and ‘best

practices’

Approach/model: Sveiby intangible assets of knowledge based organisations

Indicators: External/internal – financial/non-financial

Policy related issues: New approaches for reporting financial and non-financial

information on IC

Relationship between external and internal approaches to

intellectual capital

Need to encourage and monitor experimentation with IC

Human resource reporting

An international approach to standards and pronouncements



6

Contents

Abstract....................................................................................................................................................... 2

1. Introduction.......................................................................................8

1.1 The Australian context......................................................................................................................... 8

1.2 The Report Structure........................................................................................................................... 9

1.3  The Growing Importance of Intellectual Capital ........................................................................... 10

1.4 The Australian Experience ................................................................................................................ 13

1.5 What do we mean by ‘Intellectual Capital’? ................................................................................... 16

1.6  The aims of the Australian investigation......................................................................................... 20

2. The methodology for identification and measurement of IC

information.................................................................................................22

2.1 Methods employed to collect evidence of practice...........................................................................22

2.2 Conducting the content analysis ....................................................................................................... 24

2.3 Size and industry factors ................................................................................................................... 29

2.4 Limitations of the content methods .................................................................................................. 31

2.5 The interview case study process ...................................................................................................... 31

2.5.1 Structure of  the  interviews investigating intellectual capital generally ............32

2.5.2 The reporting of human resources interviews......................................................33

2.5.3 Conduct of the human resource case studies .......................................................34

2.6 Organisational sample and interviews in organisational Case Study questions ........................... 35

3. The findings re Enterprise-level Indicators for external use......37

3.1 Introduction........................................................................................................................................ 37

3.2 Individual Attribute Level Findings ................................................................................................. 40

3.3 Reporting Categories Findings.......................................................................................................... 41

3.4 Conclusion........................................................................................................................................... 43

4. The findings re enterprise-level indicators for internal use..............44

4.1 Generally............................................................................................................................................. 44

4.2 Analysis of the Case findings............................................................................................................. 45

4.3 Summary of key findings related to intellectual capital ................................................................. 49

4.4 Summary of key findings related to human resource reporting .................................................... 51

4.4.1 The Extent and Nature of Reporting ....................................................................51

4.4.1 Impact and Implications .......................................................................................52

5. Conclusions and Summary.............................................................55

5.1 Avenues for further investigation ..................................................................................................... 58

6. References ........................................................................................60



7

Appendix 1 Paths for Change ................................................................................................................. 65

Appendix 2 Possible Measures for Intellectual Capital ........................................................................ 73

Appendix 3  Human resource reporting - some exploratory case studies in australian enterprises . 74

Appendix 4: Detailed Case Studies ....................................................................................................... 104

Appendix 5 An Enterprise Information and Self -Evaluation Kit ..................................................... 123



8

1. INTRODUCTION

This Australian study reports the results of an empirical examination of Australian

organisational practices in managing and reporting Intellectual Capital. The research

strategy for this study was threefold. Firstly, we documented, reviewed and searched the

literature on government policy and professional pronouncements in an effort to identify

those organisations currently active in the reporting of intellectual capital. Secondly, a

content analysis of the annual reports of the top 19 Australian listed companies was

undertaken to construct an account of the extent to which these companies report their

intellectual capital. Thirdly, a number of case studies of organisational progress with

Intellectual Capital were developed using an interview methodology in order to provide

a richer and deeper understanding of how organisations are managing the identification,

management, measurement and reporting of their intellectual capital.

1.1 The Australian context

The Australian economy has undergone significant structural change in the past 20

years.  It has become much more open to international competition, a number of public

sector activities have been restructured and privatised, and economic activity has

become more diversified with less reliance on primary production and manufacturing.

The economic changes have been associated with extensive initiatives to increase skill

levels through education and training.  Half of the labour force now holds a post-school

qualification (certificate, trade qualification, diploma or degree), and the number of

people currently in education will increase this further as they enter the labour force and

less well-qualified persons retire.  Over the past 20 years the proportion of full-time

workers with university degrees has tripled to about 15 per cent.

Currently, Australia is in its ninth year of economic recovery.  The GDP growth in 1998

was 4 per cent and the expectation is that the economy will grow over the next two

years at about 3 per cent, which is close to the estimates of long-term potential growth.

Employment growth in Australia has generally been higher than in most OECD

countries since the mid-1980s.  However, the growth in the labour force has also been

comparatively strong, with the net effect that unemployment has remained quite high,
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although it is trending downwards and currently stands at around 7 per cent

(Commonwealth, 1999).

The past 15 years have seen an intensification of interest in the role of education and

training in promoting economic development.  In Australia, there have been numerous

reports and policy developments aimed at strengthening the linkages between education

and the labour market, and stimulating the development of training and learning cultures

within enterprises (see for example, Australian National Training Authority, 1998.). The

policy emphasis is on developing an Australian labour force that is equipped to

participate in an economy that is competitive in global terms.

Some key features of the Australian approach to reforming the education and training

system to meet this broad objective have included the creation of a national

qualifications framework within a federal political system, an emphasis on

demonstrating competency rather than time served, a focus on meeting user demands,

and opening up of multiple pathways and flexible approaches to the delivery of

education and training.

1.2 The Report Structure

The Australian report consists of five parts. Part one provides an introduction to the

concept of intellectual capital. We review the growing importance of Intellectual Capital

internationally and within Australia. We tackle the difficult question of  ‘what is

intellectual capital?’ by reviewing the literature that relates the notion of intangible-

derived value to issues of firm strategy and performance measurement. In this part we

review several popular measurement frameworks for measuring intellectual capital.

From these we choose Karl Erik Sveiby’s (1997) 'Intangible Asset Monitor' as the tool

to be used in gathering and analysing the empirical evidence.

The second part of the report outlines the research methodology that we followed to

collect evidence about intellectual capital reporting practices within Australia. Two

methods were employed in the collection of data. First, a content analysis of the annual

reports of 19 Australian listed companies for the financial year ending June 30 1998 and
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one other ‘best-practice’ organisation was undertaken. Second, a number of case studies

of organisations attempting to develop and manage their Intellectual Capital were

developed.

The third part of the report presents the findings of the content analysis and discusses

the role that variables such as company size and industry grouping play in influencing

intellectual capital disclosures in annual reports.

The fourth part of the report provides an analysis of the six site interviews undertaken

with the aim of obtaining a better understanding of what organisational level indicators

of intellectual capital are used and why. Also the results of some in-depth interviews

conducted in an effort to document better the use and reporting of human capital by a

select group of Australian organisations.  The final part of the report provides our

summary and recommendations.

1.3  The Growing Importance of Intellectual Capital

It will nearly always be the case, particularly for listed entities, that the market will be

ahead of annual financial statements in valuing a company. The information contained

in accounting reports is, in most instances, factored into the market price long before the

company distributes the annual reports.

However, the value of intangibles is not something that the market appears to have

estimated terribly well (Lev and Mintz, 1999). Were it the case that the market

capitalisation of a company is a reflection of its true worth, then we would not have

seen the number of instances we have of companies being bought for amounts far in

excess of market capitalisation 3.

                                                
3 Hark back to the RJR Reynold’s take-over fiasco of the late 1980’s for a case in point of a situation

where the ‘true’ value of a company was consistently understated by the market. Nor would we be

witnessing the ascension of firms like the bookseller Amazon whose market capitalisation defies

explanation in a traditional accounting calculus (see, Guthrie and Petty, 1999b).
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Part of the difficulty the market faces in valuing a firm is that, in the absence of any

formal information regarding intellectual capital, establishing a base for firm value is

difficult when most of the value of the firm is, in fact, represented by its intangibles.

Through a brief examination of the period since the industrial revolution, the following

chain of events is observable (see, Guthrie and Petty, 1999a; Tissen et al, 1998):

• Capital and labour were brought together and the factors of production became

localised and accessible;

• Firms pushed to increase volumes of production to meet the demands of growing

markets;

• Firms began to build intangibles like brand equity and reputation (goodwill) in order

to create a competitive advantage in markets where new entrants limited the profit-

making potential of a strategy of mass production;

• Firms invested heavily in information technology to increase the quality of products

and improve the speed with which those products could be brought to market4;

• Firms realised the value of information and worked at managing information and

transforming it into the intellectual capital needed to drive the organisation5.

At each stage of corporate evolution, fixed assets became less important in relative

terms, compared with intangible assets, in determining a company’s success.

                                                
4 Contemporaneously, terms such as ‘information is everything’ and ‘the new currency is information’

were coined. It is hardly surprising, in the information age, that information-related intangibles have

propelled companies like Microsoft, EDS, and CNN to the fore.

5 Most service based and a large number of product based organisations now recognise that their

competitive edge and real, long-term, sustainable value lies in their ability to leverage using their superior

know-how and intellectual capital. Many firms with knowledge management structures seek evidence that

their employees have contributed to the collective knowledge base before they are considered for

promotion to senior levels (McKinsey is one such firm). It is no longer considered good enough to simply

do the work and bring in a few clients. Employees are expected to contribute to the growth in the

knowledge of the practice. Short-term gains from procuring a new client are welcomed, but it is the long-

term contributions to the intellectual capital of the firm that really count in terms of adding value to the

organisation.
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Knowledge organisations that leverage their intellectual capital to generate super-

normal performance in the market place are progressively replacing traditional

industrial age ‘mass production’ technologies. The focus on tangible assets has

diminished commensurate with an increased emphasis on information, expertise,

technology and skills (that is, intellectual capital) within knowledge based

organisations. However, accounting and reporting practices, steeped in a tradition of

almost 500 years of debit and credit, transaction analysis and historical cost remained

largely unchanged.

We are now at a stage where for many firms their intellectual capital is the most

significant asset. Even for companies with large investments in fixed assets, intellectual

capital is undeniably important.

Given our appreciation of the pivotal role intellectual capital plays in defining the value

of many businesses, there is little point in assuming that accounting practice can carry

on as it always has. We should not continue to ground the major financial reports in

anachronistic notions of reporting an objective reality with an historical bias.

Accounting reports influence action. They communicate what is important and what is

of lesser importance. They drive decisions of an economic nature. That knowledge is

important is unequivocal. Accounting practice should reflect that importance and the

value of intellectual capital should be recognised (Guthrie, 1999; Sveiby, 1998). This

applies equally to other internally generated intangibles.

In light of the emergence of an information economy, previous calls to recognise the

value and management of intangibles (other than those purchased by a firm) now have

more substance than ever before. We should not continue to fail to report those

intangible asset that, for many firms, represent the bulk of firm equity. To do so is to

deny a tenet that is axiomatic to accounting – accounting should provide decision-useful

information. Are we providing decision useful information if we show only the tip of

the iceberg?

It is the case that the disparity between market values and reported asset values is now

so great as to render useless, in decision-making and valuation terms, the annual

financial reports of an intangible rich company.  This realisation has led some authors to
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argue that organisations need to go beyond disclosing financial performance metrics to

report non-financial indicators, so that a more balanced approach to the evaluation of

intangibles can be found. These authors identify several existing non-financial

methodologies: Invisible Balance Sheet, (Konrad Group, 1988); Intangible Asset

Monitor (Sveiby, 1997; Celemi, 1998); Balanced Scorecard (Kaplan and Norton, 1996);

and the Intellectual Capital Accounts (DTIDC, 1998).

The salient issue, as far as managers and accountants are concerned, is whether the

extent of a company’s intellectual capital is understood and, furthermore, whether it is

being appropriately ‘valued’ by decision makers in the absence of a formal system

designed to measure its worth. The questions of importance in terms of the parameters

of the current study are: is there  awareness that intellectual capital may be the item of

pivotal value to the company? And, if so, is this awareness reflected in the content of

the annual report of the company?

In the context of this study, the annual report of each company is viewed by us as being

a barometer of interest by management in the topic of intellectual capital and as an

external validation of their commitment to the development of intellectual capital within

their organisation. In light of the strongly expressed devotion of many of Australia’s

leading companies to the people that constitute their organisations6, a core component

of this project is the examination of how human resources in particular are dealt with in

the reporting context.

1.4 The Australian Experience

As the OECD forum will have submissions from a range of countries, it is worthwhile

considering the general and economic factors that shape the Australian context and

differentiate the Australian experience from what might be happening elsewhere.

                                                
6  Most of the companies in our sample make explicit sentiments like this. For instance, the

Commonwealth Bank states that “Our people are our greatest asset”.
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Most first-world nations have experienced a shift in their source of GDP away from

traditional commodities and manufacturing based sectors towards a broader concept of

economic value creation that encompasses service items and intangible-based output

(Tissen et al, 1998). In Australia, this transformation has been more pronounced than in

most other countries. Australia’s economy has traditionally rested on the commodities

and resource sectors. Manufacturing was never a huge part of the Australian economic

fabric and has in recent years waned almost completely. The de-regulation of the

banking sector in the 1980s by the then treasurer Paul Keating (later Prime Minister of

Australia) is credited with starting the investment boom of the latter part of that decade.

This period saw a transformation of the Australian economy that was unprecedented in

Australian history. Tourism and education became dominant sectors and Australia

embraced the vision of becoming a high technology society by pouring huge sums of

money into research and becoming a leader in the fields of bio-technology, financial

services, insurance products, software development, and training and development. In a

few short years, the corporate landscape changed forever. Whereas companies in

industries requiring heavy capital investment had been the mainstay of Australia’s

corporate top fifty, new companies in the financial services, media and

telecommunications, consulting, and tourism sectors now challenged their dominance.

By the end of 1998 only two of Australia’s largest 10 companies were resource based

and the remaining 8 companies were characterised by a preponderance of intellectual

capital. This level of change, concentrated in such a short space of time, makes studying

the Australian experience particularly interesting. Table 1 illustrates the shift that has

occurred over the last 18 years in terms of the composition of the top 20 Australian

companies (by market capitalisation).
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Table 1. Illustration of changing industry structure of Australian top 20 companies over

an 18 year period.

31/12/80 SECTOR 30/10/87 SECTOR 18/12/98 SECTOR
1 BHP Resources BHP Resources News Corp Ltd Media
2 CRA Resources Western

Mining
Mining NAB Banking

3 MIM Mining Elders IXL Primary
Industry

Telstra Tele

4 CSR Resources/
Mining

ANZ Banking BHP Resources

5 Western
Mining

Mining News
Limited

Media AMP Insurance

6 Woodside Petroleum CRA Resources CBA Banking
7 Santos Mining Westpac Banking Westpac Banking
8 ANZ Banking Fairfax Media ANZ Banking
9 Bank of

NSW
Banking Coles Meyer Retail Rio Tinto Resources

10 North
Broken
Hill

Resources NAB Banking Lend Lease Financial

11 Peko Mining Boral Resources BTR Manf
12 Southern

Pacific
Petroleum

Petroleum Pacific
Dunlop

Manfang C&W Optus Telecom

13
.

ICI Chemicals CSR Resources Coles Myer Retail

14 Howard
Smith

Manfang Pioneer Resources Brambles Transport

15 Central
Pacific
Minerals

Resources Goodman
Fielder

Food Foster’s Beverage

16 NAB Banking MIM Mining Woolworths Retail
17 EZI

Industries
Resources ACI Chemical CC Amatil Beverage

18
.

Pioneer Resources Industrial
Equity

Financial WMC (Western
Mining)

Resources

19
.

Coles Retail TNT Transport Placer Dome Resources

20 Bougain-
ville

Resources Lend Lease Financial Colonial Banking

(Source: AFR, December 31, 1998, p.20)

Clearly there has been a shift of some significance. In 1980 eight of the top ten

companies were in mining or resource based industries. By 1987 only four of the top ten

were in these traditional industries and by 1998 this number had fallen to two. The

general trend away from fixed asset and capital intensive industries towards those that

are more service based is also evident for the remaining companies in the top 20.
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1.5 What do we mean by ‘Intellectual Capital’?

Roos et al. (1997) argue that the conceptual roots of intellectual capital can be linked to

the development of corporate strategy and the production of measurement tools that

offer an insight of organisational performance. Within the strategic stream intellectual

capital is used as the foundation for the creation and use of knowledge with the intent of

enhancing firm value. In contrast, the measurement angle focuses on how new reporting

mechanisms can be constructed that enable non-financial, qualitative, items of

intellectual capital to be measured alongside traditional, quantifiable, financial data. The

model developed by Roos et al. (1997, p.15) appears as Figure 1 below.

Figure 1. Conceptual roots of Intellectual Capital

Our investigation focuses partly on evaluating the extent to which intellectual capital is

implicated in the process of leveraging and developing organisational knowledge.

However, our main focus is on assessing the legitimacy conferred upon intellectual

capital as an organisational element through rendering it visible by including explicit

measures and statements related to intellectual capital in the company annual report and

for internal management purposes.

Intellectual

Capital

Strategy

Measurement

Knowledge

Development

Knowledge

Leverage

Human

Resource

Scorecard
Financial

Balanced

Conversation

Management

Learning

Organisation

Innovation

Knowledge

Management

Core

Competencies

Invisible Assets
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Traditionally, intangibles have been classified in terms of research and development,

software, marketing, and training. However, contemporary classification schemes are

now oriented towards dividing intangibles into the more distinct categories of external

(customer-related) capital, internal (structural) capital, and human capital (e.g., Sveiby,

1997; Roos  et al, 1997; Stewart, 1997; Skandia, 1998; Edvinson and Malone, 1997).

Compared with traditional financial statements, the more recent reports incorporating

intangible asset measures look different and are employed differently in support of

decision making by parties internal and external to the organisation (Guthrie and Petty,

1999b; Sveiby, 1998).

A hurdle associated with this increased complexity of classification is that traditional

accounting practice does not provide for the identification and measurement of ‘new’

intangibles in organisations, especially knowledge-based organisations. ‘New’

intangibles such as staff competencies, customer relationships, models, and computer

and administrative systems receive no recognition in the traditional financial reporting

model. Interestingly, even traditional intangibles like brand equity, patents, and

goodwill are reported in the financial statements only when they meet certain

recognition criteria; otherwise they have, until recently, also been omitted from the

financial statements.

In recognition of the limitations of the existing financial reporting system a ‘new

dialogue’ on the significance of finding new ways to report on a company’s intellectual

capital has emerged.  The product of this dialogue is a myriad of new measurement

approaches and reporting philosophies that all have the aim, to a greater or lesser extent,

of synthesising the financial and non-financial value generating aspects of the company

into one report. Principal among these new tools are the reporting models mentioned

earlier, namely the invisible balance sheet, intangible asset monitor balanced scorecard

and the intellectual capital accounts.

In conducting the empirical aspects of this project we have chosen to use one of the

more popular frameworks for understanding Intellectual Capital – that developed by

Karl Erik Sveiby (1997:8-11). Sveiby classifies intangibles into three parts; internal

structure, external structure, and employee competence. Internal Structure includes the

organisational structure, legal parameters, manual systems, research and development,
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and software. External Structure includes brands, and customer and supplier

relationships. Employee Competence includes education and training of the professional

staff who are the principal generators of revenue. The non-revenue generators are called

support staff.

The three parts are explained here in greater detail:

(a). Internal structure

This consists of such items as patents, concepts, models and computer and

administrative systems. These are usually created by the employees or are brought in.

Decisions can be made to invest in or replace these intangibles. Organisational culture

and spirit is also considered part of the internal structure.

(b). External structures

This consists of relationships with customers and suppliers, brand names, trademarks

and reputation. Some of these can be considered to be proprietary, but only in a

temporal sense and, even then, not with any degree of confidence. For instance, a

company has some influence over the value of its customer relationships but, reputation

and relationships can change over time and company cannot control the behaviour of

customers or suppliers if they are not compliant. The tenuous nature of the supplier-

firm-customer nexus complicates the measurement process. Hence, the economic value

of this relationship is at present not determined by any generally accepted definition and

measurement system.

(c). Employee competence

This refers to the individual’s education, skills, values, experiences, and so forth. As is

the case for customers and suppliers, these cannot be owned by an organisation.

However, from a value-based perspective they should be measured and placed on the

balance sheet, as one cannot envisage an organisation without employees. Employee

competence requires the capacity to create both tangible and intangible assets in a wide

variety of situations. In knowledge organisations there is little ’machinery’ other than the

employees.
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It is important to note at this point that the objective can not and should not be to

develop absolute financial measures for these intangible elements. To do so would be

seen as using an old tool from the industrial paradigm and applying it in the new

knowledge based paradigm. An example of this would be to think that the recruitment

of highly trained staff in the knowledge based company paradigm should be treated in

the same way as investment in a new machine in the industrial paradigm since both

could be argued to be revenue generators. Not only is management and financial

accounting being redefined to include accounting for intellectual capital, but also

management thinking is changing. Sveiby’s (1997:43) framework exemplifies this

change and demands a rethinking of the meaning of some basic concepts such as

information, knowledge and competence. Sveiby’s view leads to the following

construction of these concepts:

Information should be viewed as a raw material, as a series of numbers, symbols,

pictures and words displayed on paper or a screen. These raw materials are not in

themselves useful. In fact they are considered to be meaningless and low in value.

Information is made useful by relating it to some decision context that enables the

application of knowledge.

Knowledge is the capacity to act on information thereby making it valuable. Knowledge

itself is not information. Knowledge is tacit and inherently difficult to express. To

acquire such tacit knowledge an individual requires extensive support, perhaps best

described as “experience”, from sources such as formal education (to acquire

professional tradition), learning from a mentor or master, and training and practical

experience (to acquire organisational tradition).

Competence describes the specific knowledge or skills required by a particular

company. Personal competence consists of five elements; explicit knowledge, technical

skills, experiences, and values judgment and social network (that is, access to additional

information or resources outside of company).
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1.6  The aims of the Australian investigation

Several aims for the empirical investigation were set. Primarily we wanted to assess the

extent to which large7 organisations are publicly reporting their intellectual capital. We

were interested in both the amount and type of information being reported. Also, we

wanted to investigate how some Australian enterprises record, measure and manage

internally with three elements of IC.  Our specific objectives were:

• To use content analysis to provide an overview of intellectual capital reporting

practices among Australia’s nineteen largest listed companies and one other

company that holds itself out as being an example of best practice in the field of

intellectual capital reporting.

• To examine the extent to which the various categories of intellectual capital are

represented in the annual reports of the twenty sample companies.

• To investigate the role that type of industry plays in driving the reporting of

intellectual capital.

• To supplement the findings of the content analysis with a more probing account of

how seven Australian organisations are approaching the issue of intellectual capital

management and its measurement. Also to focus specifically on how these

organisations are handling human competence.

• Finally, to provide some guidance as to the type of financial and non-financial

measures that could be used for reporting intellectual capital both internally and

externally within both private and public sector organisations.

                                                
7 The decision to focus on large companies was driven by our belief that large companies are more likely

to demonstrate leadership in the area of financial reporting. This is chiefly because due to their size they

are more visible and generally have more resources at their disposal which can be employed in

sponsoring new initiatives (reporting and other).  Further, large companies are better positioned to be

industry leaders and assume the role of being a ‘significant other’ that other organisations look to for

guidance. This phenomenon is well documented in the institutional theory literature, which explores why

a population of organisations becomes more homogenous, that is, experiences isomorphic change (Meyer

and Rowan, 1977; DiMaggio and Powell, 1983; Tolber and Zucker, 1983). A final, and perhaps more

pragmatic, reason for focusing on large companies is that in aggregate terms they are likely to posess

more intellectual capital.
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It is not our intent to provide a definitive and completely accurate taxonomy of

intellectual capital reporting practices in a purely objective sense. To do so in an

exploratory situation like this, particularly with the tools/techniques currently available,

would be to set an impossible task. In most instances, we are not dealing with hard and

objective (quantifiable) data. The classification scheme (see Table 3) used in the study

incorporates the flexibility needed to permit substance rather than form to prevail while

remaining focused enough to ensure meaningful results.

Part of the difficulty in performing the analysis is that there are no national or

international reporting standards for intellectual capital and, in a heterogeneous

reporting context, some malleability is required in order to construct an analytical model

that facilitates a cogent starting point for discussion.8

In summary, we are in agreement with others (Bukh, Larsen, and Mouritsen, 1999;

Guthrie, 1999b; Johansson, Mårtensson, and Skoog, 1999; Working Life 2000, 1998a;

b; c; The Swedish Coalition of Service Industries, 1995; SMAC, 1998; ICAEW, 1998-

99; IASC, 1998; OECD, 1999) who feel that there is both the scope and need for the

further development of the frameworks that are available to support theoretical

developments and data collection, particularly as they relate to the measurement and

reporting of Intellectual Capital. This position is wholly understandable given the

embryonic nature of empirical forays into the field.

                                                
8 Nevertheless, we believe that we achieved a high level of inter-rater reliability through the research

design and that the results we present are as commensurate with an objective reality as current

investigative frameworks permit.
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2. THE METHODOLOGY FOR IDENTIFICATION AND

MEASUREMENT OF IC INFORMATION

2.1 Methods employed to collect evidence of practice

Two methods were employed in the collection of data. First, a content analysis of the

annual reports of 20 Australian listed companies for the financial year ending June 30

19989 was performed. Second, a number of case studies intended to explore

organisational  posturing towards the broad issue of  intellectual capital, and the specific

issue of human capital were undertaken.

The first method, content analysis, was performed on the annual reports of Australia’s

nineteen largest companies (in terms of market capitalisation), and one other company,

Morgan and Banks Ltd, that claims to be active in its attempts to measure and report

intellectual capital. This investigation was done with the aim of forming an overall view

of the status quo for intellectual capital reporting by large Australian companies. The

exploratory nature of the study favoured the application of content analysis in

conducting the empirical investigation.

As a technique for gathering data, content analysis involves codifying qualitative and

quantified information into pre-defined categories in order to derive patterns in the

presentation and reporting of information. This methodology seeks to determine the

manifest content of written or other published communications by ‘systematic’,

‘objective’ and ‘reliable’ analysis (Krippendorf, 1980; Guthrie, 1983). Content analysis

(see, for example, Holsti, 1969: Krippendorf, 1980) of annual reports has been used in

the corporate social, ethical and environmental reporting field of accounting research.

An alternative to this approach might have been to conduct interviews with corporate

finance officers. However, questions such as “to what extent do you report externally

intellectual capital issues?” usually resulted in the officer referring to the annual report
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and relaying the information. It was therefore simpler and more productive to extract the

information from the annual report first-hand and to use interview time to pursue other

avenues of questioning.

Annual reports are a highly useful source of data, because managers of companies

commonly signal what is important through the reporting mechanism. Important issues

are featured, reported and discussed and less important items are absent or relegated to

low profile sections of the report (eg. Gibson and Guthrie, 1997). Furthermore, what

companies include in (omit from) their annual reports is a conscious decision that

communicates a significant message to external constituencies. As an example of this,

since the early 1970s a management and accounting topic has been ‘corporate social

responsibility’ (CSR) which was concerned with how organisations interact with society

at large via annual reports and other mechanisms for reporting (Guthrie and Mathews,

1985). This interest in corporate social responsibility included ethical, employer and

environmental issues as a specific focus for the actions of the business organisation as a

whole. There is today a large and complete literature on corporate social, ethical and

environmental reporting (CSEER) (see Gibson and Guthrie, 1997, Mathews, 1998;

Gray, Kouhy and Lavers, 1995 a; Gray et al, 1996) and specifically content analysis

methodology dealing with corporate social disclosure in annual reports (e.g., Guthrie

and Mathews, 1985; Guthrie and Parker, 1989; 1990; Andrew et al, 1989) and

university annual reporting (Guthrie and Cameron, 1993).

In this literature, the corporate annual report10 is viewed as a means by which

corporations seek to establish an image in the public sphere. Previous research on

annual reports has taken a similar perspective, emphasising the role of the annual report

in constructing and presenting a ‘reality’ of corporate life (Hines, 1988) and in seeking

to promote the news and interests of the organisation by providing a ‘snapshot’ of the

mindset of corporate management (Neimark, 1983). The standpoint adopted in the

                                                                                                                                              
9 Colonial State and Rio Tinto had December ends to their financial year. The reports for 31 December

1997 were used for these two companies.
10 The corporate annual report encompasses all information including the audited annual financial

statements.
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current research is to view annual reports as a means by which a corporation locates and

identifies itself with various external and internal stakeholders.11

The second method involved conducting a number of case studies that investigated at a

more granular level how select companies account for and manage their intellectual

capital. Of particular interest was the issue of how these companies assess employee

competencies and what measures they have in place to foster the development of such

competencies. Seven organisations were visited and interviewed at length about specific

intellectual capital management, internal reporting and human resource reporting

practices. The interview process delivered a more detailed impression of each

organisation’s intent regarding the development and measurement of intellectual capital

and permitted an insider view of the corporate philosophy on intellectual capital

management to be elicited. Combining the two methods provided a more holistic

account of how the Australian Intellectual Capital reporting landscape is evolving than

could have been gleaned using one method alone.

2.2 Conducting the content analysis

The 20 companies chosen for the Australian study are shown in Table 2. Australian Top

20.

                                                
11 This view is supported by several theoretical perspecives; legitimacy theory and classical political

economy theory (see, Guthrie and Parker, 1989; 1990; 1999) and stakeholder theory (Gray et al, 1995)
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Table 2: Australian Top 20.

18/12/98 SECTOR
1 News Corp Ltd Media
2 National

Australia Bank
(NAB)

Banking

3 Telstra Telco
4 BHP Resources
5 AMP Insurance
6 Commonwealth

Bank Aust.
(CBA)

Banking

7 Westpac Banking
8 ANZ Banking
9 Rio Tinto Resources
10 Lend Lease Prop/Financial
11 BTR Manufacturing
12 C&W Optus Telco
13 Coles Myer Retail
14 Brambles Transport
15 Foster’s Beverage
16 Woolworths Retail
17 CC Amatil Beverage
18 WMC (Western

Mining)
Resources

19 Placer Dome Resources
20 Colonial Banking
(Source: AFR, December 31, 1998, p.20)

The companies are all big both in terms of financial results and in terms of their human

assets and other types of intellectual capital. For example, News Corporation states that

its major concern is with “the human relationships inside our company, and the

creativity that they continuously inspire.” (p.1). Presumably, News Corporation values

the human relationships because they translate into a better overall performance and

deliver a better financial result that would otherwise be obtained. In terms of financial

size, sales reached $18,949m, and total assets were $54,484m. On the human side

employee numbers exceed 50,000. This corporation was rated number 1 in terms of

market capitalisation (AFR, 1998).

Similarly, the Commonwealth Bank of Australia (CBA) states its objectives as being:

satisfied customers, satisfied employees and satisfied shareholders (p.3). The bank
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elucidates its concern on page 1 of the annual report:  ‘The Commonwealth Bank is

dedicated to helping customers manage and build wealth…the bank's success in

building the business, and generating profits and positioning for the future allows us to

make the lifetime financial needs of customers; provide fair, safe, challenging and

rewarding employment for staff; and reward all shareholders through dividends and

capital growth.” In terms of size, operating income $15,282m; total assets $130,544m,

employee numbers 30,743 (Equivalent Full Time)) As was the case with News

Corporation, the Commonwealth Bank aims to position itself as a company with a large

investment in its intellectual capital.

The content analysis involved reading the annual report of each company and coding

the information contained therein in accordance with a selected framework of

intellectual capital indicators. The intellectual capital framework used was as

comprehensive as any currently available and contained over thirty indicators across the

three intellectual capital categories (internal, external, and human capital). The original

intellectual capital framework was derived from several professional pronouncements

on intellectual capital (see, IFAC, 1998; SMAC, 1998). The content categories and

material used for the content analysis followed the contemporary classification scheme

for intangibles involving Sveiby’s intellectual capital framework with the three

component parts:

• Internal structures (organisational capital)

• External structures (customer/relational capital)

• Employee competence (human capital)

For the purposes of our analysis we modified the professional intellectual capital

framework to achieve a better convergence with items likely to be reported by

Australian companies. For instance, in the internal capital category we reduced the

number of variables by recording measures of ‘design rights’, ‘trade secrets’, and

‘service marks’ with ‘patents’, ‘copyrights’, and ‘trademarks’.

We also eliminated the ‘backing orders’, ‘occupational assessment’ and ‘psychometric

assessment’ variables, as information relating to these variables is likely only to be

obtained from internal management reports in the Australian reporting environment.

Following these changes, 24 variables remained (9 relating to internal capital, 9 external
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capital, and 6 human capital). These variables are shown in Table 3, Selected Elements

of our Intellectual Capital framework.

Table 3: Selected Elements of our Intellectual Capital framework.

1.         Internal Capital: Organisational (Structural)
1.1. Intellectual Property
• Patents
• Copyrights
• Trademarks

1.2. Infrastructure Assets
• Management philosophy
• Corporate culture
• Management processes
• Information systems
• Networking systems
• Financial relations

2.         External Capital: Customer (Relational)
• Brands
• Customers
• Customer loyalty
• Company names
• Distribution channels
• Business collaborations
• Licensing agreements
• Favourable contracts
• Franchising agreements

3.         Human Capital Employee competence:
• Know-how
• Education
• Vocational qualification
• Work-related knowledge
• Work-related competencies
• Entrepreneurial spirit, innovativeness, proactive and reactive abilities, changeability

The method employed was for one researcher to read the annual reports and record

information related to each variable (location, quantity, and nature of the information)

onto a coding sheet. A second researcher independently confirmed the coding of each

item and constructed a spreadsheet on the basis of the information reported on the
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coding sheets. A numerical coding scheme was employed for each variable. For each

company, a value of zero was used to indicate that the variable did not appear in the

annual report. A value of one denoted that the variable appeared in a discursive form. A

value of two was assigned if the variable was expressed in numerical terms, and a value

of three was assigned if the variable was quantified in dollar (currency) terms. A

separate record was kept of information relating to intellectual capital that was reported

only because accounting standards required disclosure of the item in the annual report.

We excluded this information from our primary analysis and discussion of intellectual

capital reporting on the grounds that disclosure made simply in response to accounting

rules does not indicate what level of commitment management holds towards reporting

intellectual capital. To include such information in the main analysis would detract from

the quality of our assessment of the extent to which voluntary reporting initiatives are in

evidence.

The need to report figures in the financial statements for brands, licences, patents, and

trademarks that have been purchased at arm’s length is well established. Documenting

such practice tells us little about how actively companies have embraced the notion that

reporting intellectual capital (beyond what is mandatory required) is a worthwhile thing

to do. Reporting of Intellectual Capital that is required by accounting pronouncements is

discussed separately in this report12.

Therefore the results of our content analysis only focus on voluntary information not

required by an accounting standard or under Corporations law. The results represents a

matrix of information identifying the incidence of intellectual capital reporting across

24 separate intellectual capital attributes, divided into 3 categories, for 20 companies.

The matrix was used to facilitate an overall assessment of the extent of intellectual

capital reporting by large Australian companies.

                                                
12 In Australia, SAC4 defines assets as ‘service potential or future economic benefits controlled by the

entity as a result of past transactions or other past events’.  Such definitions are strained when dealing

with traditional intangible assets such as goodwill, brands and research and development costs. By way of

illustration, whether or not brand names should be capitalised, and if so at historical costs, and whether

amortisation of brands is necessary has proved controversial in Australia (Nobes and Parker, 1998)
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2.3 Size and industry factors

When performing content analysis in corporate social, ethical and environmental

reporting, the impact of two independent variables, size and industry, is commonly

assessed (see, Gray et al., 1995; Mathews, 1998). In this study, size effects were largely

controlled by selecting 19 of the 20 companies in the information set from the top end

of the market capitalisation scale (only Morgan & Banks is outside top 20). Granted,

size differences exist among the chosen companies, but considering that we are

interested in evaluating general reporting trends, and that each company we examine

unquestionably has the financial resources enabling a move in the direction of

intellectual capital reporting, we judged these differences immaterial. We further

concluded, therefore, that size disparities were unlikely to explain differences in the

incidence of reporting of intellectual capital items in this study. Were it the case that the

information set used consisted of both large and small companies, size differences

would likely have been a driver of the extent to which intellectual capital is reported.

Examining such effects may be something we investigate in future research. As noted

earlier, it is our general expectation that, due to resource and visibility effects, larger

companies are more likely to be active in the area of intellectual capital reporting.

There are a number of reasons to examine industry effects. It is likely, for instance, that

trends in the evolution of intellectual capital reporting will be patterned, initially at

least, along industry lines with those firms that are in intangible rich industries showing

evidence of first-mover behaviour towards recording and measuring the value of

intangibles. Firms in less intangible rich industry clusters are likely to mimic this move

towards a broader concept of reporting and accountability over time, but it seems fair to

suggest that companies heavy in fixed assets have less of an incentive to adopt new

reporting standards. After all, there is a cost attached to the process of change and there

are certain advantages to ‘sitting on the sidelines until the game has been played’ and

then going home with the winning team. A further reason to investigate the impact of

industry on intellectual capital reporting is that little is known of industry effects as they

relate to this field of research, and some preliminary evidence may be useful in forming

research hypotheses that can be examined more rigorously in a later study. In the final

analysis, there is scant evidence on the role industry plays in determining intellectual
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capital reporting practices, and content analysis is a technique that enables some general

impressions to be formed on the importance of industry.

The Australian Stock Exchange (ASX) 2-digit industry classification code was used to

classify all companies by industry. The large number of ASX industry codes and the

small number of firms in the sample meant that for meaningful comparisons to be made

some of the codes needed combining. This resulted in 6 main industry classifications:

Beverages, Financial services, Media and Telecommunications, Resources, Other

Services, Retail, and. Table 4, Sample Australian companies grouped by industry,

classifies the firms according to industry cluster.

Table 4. Sample Australian companies grouped by industry.

Industry Company
1. Beverages Coca-Cola Amatil

Fosters

2. Financial Services AMP
ANZ
Colonial State Bank
Commonwealth Bank
Lend Lease Corporation
National Australia Bank
Westpac

3. Media and Telecommunications Cable & Wireless Optus
News Corporation
Telstra

4. Other Services Brambles
Morgan and Banks

5. Resources BHP
Placer Dome
Rio Tinto
Western Mining Corporation

6. Retail Coles Myer
Woolworths
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2.4 Limitations of the content methods

The limitations of the empirical part of the study derive from the choice of research

methods used. Content analysis involves the application of judgement in deciding

whether an item belongs in a content category. Though every effort was made to ensure

the reliability of the coding process and to minimise error, there remains the possibility

that errors have been made. Further, content analysis is a static tool that tells us what is

happening at a particular point in time. It is not adept at casting light on underlying

processes nor does it reveal much about strategy over the longer term. Content analysis

provides an overview of what is happening, and may be used to identify trends, but it

lacks the potential to make qualitative assessments regarding levels of motivation and

commitment to a specific strategy or corporate philosophy. Though we have, based on

the location of disclosure in the annual report, formed our own views about the quality

and significance of the information provided, our conclusions and analysis should be

viewed as simply a starting point for further investigation.  An additional limitation of

the content analysis is the small sample size. We decided that timing issues, the use of

case studies, and the need for an explanatory and discursive element of this report

indicated the selection of a few large companies that were most likely to be among

those pioneering intellectual capital reporting initiatives. 13

2.5 The interview case study process

This section provides an overview of the methods used in conducting the case studies.

Section 4 of the report provides a summary analysis of the six site interviews and

documents the manner in which the sample companies deal with organisational level

indicators non-financial performance and intellectual capital more detailed case studies

are provided in Appendix 4. More in-depth results of the interviews into the use and

reporting of human resources are also reported in Appendix 3.

                                                
13 In hindsight, the scarcity of evidence in support of the contention that intellectual capital is being

reported among companies in the information set suggests that it may have been wiser to take a larger

sample across a broader range of industries and sizes. It may be that our logic regarding large and better-

resourced firms being likely leaders of intellectual capital reporting is flawed. Perhaps smaller companies

have a size and structure that affords them more flexibility and allows a more rapid response to shifts in

annual reporting trends.
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Internationally a number of firms, practitioners and consultants have begun

experimenting with various ways of identifying, measuring and reporting intangible

assets within organisations (see Bukh, Larsen, and Mouritsen, 1999; Johansson,

Mårtensson, and Skoog, 1999). As part of this trend, a new breed of accounting

statements within organisations have emerged. These include the “Intangible Asset

Monitor” (IAM), “Balanced Score Card”, and so forth.

The main aim of the case studies is to provide a more empirically grounded perspective

on how and why Australian organisations are developing internal intellectual capital

statements and management practices. The case studies also seek to; examine

perceptions of the relevance of these reports, add an internal context and dimension to

our understanding of intellectual capital, explore in-depth the  treatment of employee

competence, and anchor the intellectual capital statements in the organisation.

2.5.1 Structure of  the  interviews investigating intellectual capital generally

The  parts of the interviews intended to assess intellectual capital generally within

organisations were organised around the following five themes:

• What constitutes intellectual capital in this firm?

• Why does the firm want to measure its intellectual capital?

• Who is involved in the project?

• How does the firm work with its intellectual capital?

• What potential effects is the reporting of intellectual capital expected to have?

The wording used by the writers on intellectual capital differs. However, they share a

concern with trying to outline an area for reporting and for management that is beyond

the realm of traditional financial and management accounting.

At the moment there is very little research literature on how organisations might work

with the development of intellectual capital statements and what might be important.

The theoretical issues that could be relevant span a variety of theoretical positions. With
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this in mind, and given the exploratory nature of our investigation, we did not choose or

develop a specific framework a priori to guide the collection of data.

This part of the project will examine the motivations of a sample of ‘best practice’

organisations with respect to their treatment of the intellectual capital residing within

their firm. This project involved interviewing managers responsible for producing

reports for internal and external purposes. The interviews were semi-structured in nature

to permit some flexibility in exploring avenues of optimal interest. The human resources

angle examining the topic of ‘employee competence’, was an area of specific

investigative focus. The goal of the interviews and site documentation analysis was to

provide a more in-depth and intensive look at how organisations (public and private

sectors) invent, create, display and use, intangible asset measurements and reporting

within the organisation.

2.5.2 The reporting of human resources interviews

The resources that enterprises allocate to human resources have traditionally been

reported in their accounts as a cost, rather than as an investment (Johanson and Nilson,

1996; Roselander, 1997; Johanson, 1997; Guerrero, 1999). This has been the case even

where firms and organisations have relied heavily on the knowledge and skills

(intellectual capital) of their staff to generate earnings and growth and to improve

efficiency and productivity.

Substantial benefits might be gained from better information about human resources.

This information might allow human resources to be allocated more effectively within

organisations and may further enable gaps in skills and abilities to be more easily

identified. It might also facilitate the provision of more comprehensive information to

investors or potential investors (Gul, 1984; Sackman et al, 1989).

In addition there may be public policy benefits. An important consequence of traditional

managing and reporting practices is that, because human resource development appears

as a cost, rather than an investment, enterprises may be inclined to under-invest in

training. This can contribute to recruitment and retention difficulties within the
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enterprise but, more broadly, can lead to an over-reliance on the public sector to support

the required levels of training. Better ways of measuring and reporting of human

resources might therefore encourage greater private investment in education and

training (Johanson, 1998; Bourdreau and Ramstad, 1997).

The case studies were undertaken for several Australian enterprises and organisations

that were identified as exemplars of ‘best practice’ in relation to the measuring and

reporting of human resources.

Two main activities were then identified for this part of the project.  First, to identify the

impact and potential impact on decision-making of these practices, including decisions

on training investments.  Research has indicated that the measuring and reporting of

human capital can impact on decision-making. For instance, Gul (1984) found that

information about human resources was useful for decision-making because it was

relevant, improved the quality of the information available overall and reduced

uncertainty. More recent research by Johanson and Nilson (1996) has found that this

information can change decisions by making more obvious connections between human

resources and financial results.

The second main activity was to provide information useful in drafting an information

kit for Australian enterprises and organisations.  This kit is being developed to assist

enterprises in gaining a deeper understanding of the practice and benefits of measuring

and reporting human resources in order to assist decision-making on investments in

education and training (see, Appendix 5). The case studies might provide guidance on

the sorts of information that would usefully be included.

2.5.3 Conduct of the human resource case studies

Information was gathered using semi-structured interviews encompassing the following

main themes:

• How is human capital viewed and recorded? (eg. know-how; education and training;

work-related knowledge and competencies; occupational assessments; psychometric



35

assessments; and qualities and characteristics such as entrepreneurial spirit,

innovativeness, adaptability, and keenness to learn.)

• For what reasons and purposes is human capital information gathered?

• What kind of reporting framework is used to communicate information on human

resources?

• What are the effects/potential effects of measuring and/or reporting this

information?

2.6 Organisational sample and interviews in organisational Case Study questions

Six enterprises/organisations were selected in Australasia on the grounds that they

indicated an innovative approach to the measuring and reporting of IC (including human

resources). In selecting these six companies, consideration was given to including

examples representing diverse sectors of the economy. The organisations studied were:

• AMP (Australian Mutual Provident Society): one of the world’s leading financial

services organisations

• Fletcher Challenge: a large New Zealand based enterprise with interests in building,

energy, forest and paper

• Hitachi Data Systems: an international company offering information technology

services

• Lend Lease: a large international property and financial service organisation

• Morgan and Banks: an international  human resource consulting firm

• South Gippsland Shire Council: a local government authority in rural Victoria

The interviews were conducted with a range of people including CEO’s,  knowledge

management directors and human resource managers. All interviewees were senior

officers of the organisations examined.  To protect confidentiality we only provide title

of the position

Table 5  Organisational positions of Interviewees.

Organisation Interview 1 Interview 2
1. Manager, Community Services KM Consultant
2. VP, Knowledge Centre
3. Chairman General Manager People
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4. Manager,
Intellectual Capital Project

5. Information Systems Manager
Member,
Knowledge Advisory Network

6. Training Manager Training Manager

The specific questions posed in each case study varied to reflect issues deemed

important through an examination of background information about each organisation.

This examination included, for instance, considering the structure and focus of the

enterprise, the sector within which it operates. Also its values and goals, the nature and

extent of its reliance on human resources to generate income, the commitment at various

levels of the organisation to the reporting of human resources, and the integration of

human resource reporting into management processes.

Each case was written up separately (see Appendix 4 for detailed results) with attention

to the specific and particular factors that determined the measuring and recording

methods and systems being used and their purpose and impact. However, the separate

reports were later integrated to frame an overarching view of interrelated practice, draw

out common elements and experiences, and contrast diverse approaches, uses and

outcomes.
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3. THE FINDINGS RE ENTERPRISE-LEVEL INDICATORS FOR

EXTERNAL USE

3.1 Introduction

The findings from the content analysis are presented in this section. The role that the

independent variables of size and industry play in influencing the annual report

disclosures are considered. Overall, the results indicate that few companies appear to

have taken a conceptual approach to reporting their Intellectual Capital. It became

evident early in the data collection process that this would be the likely outcome. The

oft-stated claim in the managing directors’ report that intangible assets [Intellectual

Capital] represent the most important resource of the firm is not supported in terms of

intellectual capital elements reported and measured in the remaining sections of the

annual report.

There appears to be a lot of empty rhetoric surrounding the notion of measuring, valuing

and reporting intellectual capital. For instance, apart from Morgan and Banks, none of

the companies had instituted systematised intellectual capital reporting frameworks. In

mentioning this, it is worth noting that despite including an Intangible Assets Monitor

(adapted from Sveiby’s model), Morgan and Banks report fewer intellectual capital

attributes than the average number reported for all companies in the sample.

Perhaps the most significant finding is that nearly every instance of reporting involved

the intellectual capital attribute being expressed in discursive rather than numerical

terms. For instance, the following selective quotes from the best reporting company’s

(the Commonwealth Bank) annual report proves an indication of this point.  In the

message to shareholders from the Managing Director and the Chairman, the following

statement was made concerning customers and employees: “It should be noted that

customers and our people were key stakeholders”. Concerning customers, the annual

report points out they had more than 7.5 million customers That is, more than 40% of

the Australian adult population had some form of financial relationship with the
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Commonwealth Bank. The bank's staff stated that “the bank needs to ensure employees

achieve their personal best, by recognising and developing their talents to meet the

challenges faced by the bank.” (p.9)

In concluding the message to Shareholders it is stated that: "The progress achieved by

the bank is a reflection of the continued actions of all the people who make up our

results and work together to provide service to customers, their effort is very much

appreciated by the board.”

In the next section of the report (p.12/22) the bank discusses some key themes under a

number of headings that indicate the role of intellectual capital. For instance, with

reference to management philosophy (p.20):

“The onset of the new century presents many challenges. Rapidly involving

technologies, globalisation, a new regulatory system, new competitors and a changing

customer needs mean the bank must continually reposition itself to retain its leadership

position.”

Concerning employees the bank states that: “As one of Australia's largest employees,

the bank will continue to educate, encourage and develop our employees.”

In the next section of the report, the five-year statistical summary, (p.34/35), the

financial management, performance ratio, and other statistical information does include

some non-traditional financial analysis. This includes full time staff numbers, full time

equivalent branches agencies and some productivity figures such as total operating

income over employee, staff expense over total operating income and total operating

expenses over total operating income.

The last section of the annual report containing the detailed financial statements

(p.36/46) does not contain any intangible asset information except for the traditional

goodwill (p.88).

 As can be seen the intellectual capital  attribute is written about, but is hardly expressed

in either number or dollar terms. What is lacking is a clear attempt to translate the
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rhetoric into benchmark measures that enable performance in managing the human and

relational attributes of the firm to be assessed, and therefore improved, in a systematic

fashion.  Given the difficulty involved in trying to quantify what is, in many instances,

essentially a qualitative item the finding was not unexpected. The absence of a

quantitative expression of intellectual capital items seems to confirm the widely held

view that companies are, at this juncture, more interested in simply understanding where

the real value of the firm lies rather than assigning dollar values to such items. The only

other instance where an attribute was expressed in numerical terms involved BHP

reporting on the number of management processes that were introduced or re-

engineered during the year14.

The descriptive statistical evidence presented in Table 6 begins to construct a picture of

the reporting practices of the companies in the sample.

Table 6. Descriptive Statistics for the Sample.

Number of sample companies 20
Number of industry groups 6
Number of intellectual capital attributes in model 24
Average number of attributes reported per company 8.9
Minimum number of attributes reported for any one
company

2

Maximum number of attributes reported for any one
company

17

The figures indicate that while all the companies reported on some aspect of their

intellectual capital, the extent of reporting varied greatly. The type of attribute reported

for each individual company appears fairly randomly distributed and there is no obvious

pattern or trend in the data set. The average number of attributes reported for each

company is high enough to suggest that there is an awareness of the importance of

                                                
14 We recorded, but did not include in the main analysis, items appearing in the financial statements that

were disclosed by virtue of a requirement under an accounting standard that such items be reported. For

instance, five companies (Telstra, Fosters, Coca Cola Amatil, BHP, and Woolworths) disclosed dollar

values for intangibles of various types including brands names, trademarks, patents and copyrights.

However, this disclosure says little about managements position regarding its intellectual capital other

than that management dutifully complied with accounting and legislative edicts. These edicts generally

apply only to require/permit intangibles that have been traded in an arms-length deal to be disclosed and

therefore take no account of the vast store of intellectual capital that is internal to the firm and was

developed from scratch.
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intellectual capital variables. While the incidence of reporting is not great enough to be

considered systematic it is significant enough to support the contention that firms have a

loose commitment to the notion of communicating information about their intellectual

capital to an external audience. It would be interesting perhaps to conduct a time-series

analysis and investigate the development of intellectual reporting practices on a

longitudinal basis. This might enable further comment on the manner in which such

practices are disseminating across firms in general and also within specific industries.

3.2 Individual Attribute Level Findings

We further examined the incidence of reporting at an individual attribute level. The

histogram presented in Table 7 Frequency of reporting specific attributes illustrates the

relative popularity of reporting specific intellectual capital variables.

Table 7 Frequency of reporting specific attributes

1. Internal (Structural) Capital
Intellectual Property 0
Patents 3
Copyrights 1
Trademarks 2
Infrastructure Assets 0
Management Philosophy 12
Corporate Culture 6
Management Processes 15
Information Systems 10
Networking Systems 3
Financial Relations 1

2. External (Customer/Relational) Capital -
Brands 9
Customers 16
Customer Loyalty 7
Company Names 5
Distribution Channels 10
Business Collaborations 13
Licensing Agreements 8
Favourable  Contracts 1
Franchising Agreements 1

3. Employee Competence (Human Capital) -
Know-how 6
Education 6
Vocational Qualification 1
Work-related knowledge 12
Work-related competencies 9
Entrepreneurial Spirit * 19
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Entrepreneurial spirit was the most frequently reported attribute. Only the

Commonwealth Bank did not make specific mention of a commitment to

entrepreneurialism in its annual report. This is surprising given that the Commonwealth

Bank (with 17 attributes reported) is the most active organisation in terms of reporting

intellectual capital attributes. Information reported least often, with one hit in each

category, related to copyrights, financial relations, favourable contracts, franchising

agreements, and vocational qualification. Again, there is no discernible pattern to the

reporting as the least popular attributes are spread across the three classes of capital.

However, the Commonwealth Bank accounts for the reporting of three of the five least

frequently reported items. There is little depth to the reporting of intellectual capital in

the Commonwealth Bank report but the coverage of reporting is wide (see above

examples from the annual report). This creates the perception that the Commonwealth

Bank recognises the pervasiveness of intellectual capital within its organisation, but is

not ready to commit to report a strategy of wholeheartedly endorsing and presenting its

intellectual capital as being the cornerstone of the organisation in its key accountability

document to various stakeholders. It is not alone in this regard. Only Morgan and Banks

succeeds in convincingly persuading the reader of its annual report that intellectual

assets are the bedrock of its success, but even it falls short of delivering a report which

communicates this in substantive terms (7 items of intellectual capital reported).

3.3 Reporting Categories Findings

The incidence of reporting by category of intellectual capital (internal, external, and

human capital) was also examined to determine whether there was a particular focus on

one particular category of capital. Figure 2, Relative emphasis of intellectual capital

attributes in terms of intellectual capital category, shows the breakdown of reporting in

terms of intellectual capital category.
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Figure 3. Relative emphasis of intellectual capital attributes in terms of intellectual

capital category.

Figure 3 - Relative Emphasis in terms of 
Intellectual Capital Categories

30%

40%

30%

Internal Capital

External Capital

Human Capital

The internal capital and human capital categories are quite evenly matched with internal

capital scoring 54 hits (30%) and human capital 53 hits (30%). Reporting external

capital appears to be more in favour with companies with 71 reported attributes across

the 20 companies belonging to this category of capital (40%). This skewing towards

reporting external (customer and relational) capital items is unsurprising in light of the

emphasis in recent years on rationalising distribution channels, reconfiguring firm value

chains, and re-assessing customer value (customer profitability analysis etc). It is also

consistent with increased competition globally, particularly in the financial services and

retail sectors, where markets are being further segmented and fractured and vying for

market share is once more a priority.

A review of industry clusters suggests that no individual industry is significantly ahead

of any other in its intellectual capital reporting practices. The beverages industry

performs best with 12 attributes reported on average for each company. The retail and

resources sectors are the most consistent performers with firms from these industries all

reporting intellectual capital indicators at a level commensurate with other firms in their

respective industry. The poorest performing industry appears to be other services with

an average of 4.5 attributes reported per firm. This is surprising given that we expected

service oriented companies to place more emphasis on intellectual capital items than

companies in industries requiring higher levels of capital investment and we therefore
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assumed a priori that this emphasis would be reflected in their annual reports. The

industry yielding the most interesting results is financial services. The incidence of

disclosure for the 7 companies in the financial services cluster ranges from 3 to 17

attributes. The average number of attributes reported per firm in this industry is 9.6. It is

noteworthy that the Commonwealth Bank (17 reported items in total) reports more on

internal and external capital than all other firms in the industry, but reports fewer human

capital items than all firms bar one in the industry cluster. Its reporting strategy would

appear misaligned with other companies in the industry group. This is not necessarily a

bad thing as most other companies in the financial services industry appear disinterested

in reporting items of internal and external capital. The finding is surprising particularly

in light of the fact that information systems, networking systems, and financial relations

are all attributes belonging to the internal structure category. The Commonwealth Bank

is an industry leader in terms of reporting these attributes.

3.4 Conclusion

It may be that the reason for this (dearth of Australian intellectual capital reporting) is

the lack of an established, and generally accepted, framework for reporting. It may also

be the case that companies are genuinely committed to the idea of managing and

developing their intellectual capital but do not have, or are not aware of, mechanisms

for assessing the change in their intellectual capital stocks. Some companies may view

the development of intellectual capital as being something that is an internal

management issue and therefore outside the scope of the annual report.
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4. THE FINDINGS RE ENTERPRISE-LEVEL INDICATORS FOR

INTERNAL USE

This part of the report provides a brief analysis of the six site interviews associated with

organisational level indicators and intellectual capital. Also reported are the results of

the more in-depth interviews into the use and reporting of human resources.

4.1 Generally

The degree to which the indicators evaluated in the content analysis are reported is the

most powerful indication of managements’ acceptance that intellectual capital is as

significant a factor in organisational success as the other tangible items discussed in the

annual report. As the public embodiment of the company the annual report also makes a

strong statement about enterprise strategy and long-term direction. Not finding a clear

manifest indicating commitment to the growth, nurturing and development of

intellectual capital should / can, therefore, be quite disturbing to those promulgating the

view that ‘intangibles are everything’.

However, the absence of external reporting of intellectual capital does not necessarily

mean that management is ignorant of the role that intellectual capital plays in driving

company performance. There is a multitude of reasons as to why companies may not, at

this time, want to focus external parties on their intellectual capital base. For instance,

perhaps management view their current level of intellectual capital as an area of relative

weakness and do not want to draw undue attention to it. Further, management may feel

that it is a source of competitive advantage they don’t wish to highlight in the public

domain. Both of these are plausible reasons for not having reporting systems in place

that adequately cater to intellectual capital items. It may be the case therefore that

management are highly cognisant of their intellectual capital, are managing it actively,

and have mapped out a plan as to how it will lead the organisation to greater success but

are being quiet about their efforts.
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It is mainly because of these possibilities that we augment our content analysis with a

series of interviews which target activity aimed at developing enterprise level indicators

for use internally.

4.2 Analysis of the Case findings

The main aim of the case studies was to provide a more grounded perspective on how

and why Australian organisations (including one New Zealand-based organisation

operating also in Australia) are developing internal intellectual capital management and

measurement practices.

The case studies are drawn from a variety of industries, and vary in size and type of

organisation (listed, non-listed, profit, not for profit, etc). Each has been included in the

sample because it has been identified by the Research team as among organisations in

Australia at present experimenting with intellectual capital management and in some

cases with associated measurement metrics.

In relation to intangible assets in general, five  issues  were broached in the interviews

(see section 2.5.1 above) and issues specifically relate to human capital (see section

2.5.2 above).

Table 8 briefly summarises current activities with respect to  intellectual capital

management and measurement within each of the organisations that were studied15.

Current analysis does not permit a thorough documentation of all the points in the

stories, therefore Table 8 should be viewed as a starting point in understanding the

complexity of human capital structures within these organisations. The table is an

attempt to capture the current intellectual capital activities of the organisations within

our three-part framework by using management’s own stories of development. At this

stage we only have a partial view. However, we would expect over time to be able to

investigate and record for the organisations a more detailed account of intellectual

                                                
15 It is expected that at a later date a more comprehensive analysis of the interviews will be produced for publication.
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capital experiments and more complex explanations as to possible developments in their

human capital.

The table 8 is a descriptive summary of the findings of the interviews conducted.

Similar to other research projects we have asked all organisations studied to verify these

accounts. All agreed that the summary does not contradict their version of the story and

presents a reasonable depiction of their approach to their construction and measurement

of IC.

As indicated above in the content analysis for Australia the summaries confirm that

intellectual capital management is in its infancy and is clearly still at the experimental

stage when considering  measurement and reporting issues. Therefore, its impact (and

potential impact) on internal decision-making is still not clear.
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Table 8: Internal intellectual capital  activities in the six case study organisations:

Organisational characteristics, organisation of the project, management and

measurement of external, internal and human resource capital.

AMP
1

Fletcher Challenge
2

Hitachi Data Systems
3

Organisational
characteristics

An Australian listed financial
institution with $AUD177
billion under management.
During the last year AMP
distributed $AUD20 billion in
shares through demutalisation
and listing. Now thought of as
an international financial
institution (included in our
annual report content survey).

A New Zealand listed company
with asset base over $NZ8.2
billion. Operations in building,
energy, forestry and paper. A
major manufacturer of
communications papers and
specialist pulp.

A private sales and distribution
company of computer products
for Hitachi Japan. HDS is an
$AUD 2billion organisation.
Australian revenue is $AUD
200million. Hitachi has nearly
200 employees.

1: The
organisations
own assertions
about intellectual
capital
management and
intangible capital
developments
within the firm.

Intellectual Capital
management is embryonic,
however a project group has
been set up. AMP openly states
that both their human resources
and relationships with
customers are important.

Shown interest in intellectual
capital since 1997, driven by an
information systems
perspective. A knowledge
advisory director has been
appointed to steer significant
knowledge capabilities within
the company.

The organisation has
investigated the
implementation of the
Intangible Asset Monitor, and
promoted this internationally
within other Hitachi
companies. The project has
recently been postponed due to
major restructuring within
Hitachi.

2. What External
capital
measurement
developments?

Traditional intangible assets
recognised, however, now
starting to identify other forms
of intellectual capital within the
organisation. Still very early
days.

No experimentation in this
area.

Traditionally acquired
customers via direct sales
force, now focusing on
achieving this through non
direct channels. Discussions
about new IA measurements,
but put on hold because of
major reorganisation within
HDS.

3. What internal
capital
measurement
developments?

Developed a number of KM
tools such as intra and internet,
also developing communities
of practice surrounding new
systems. However, little
measurement undertaken as to
value of these initiatives.

Several initiatives including
identifying ways of
establishing best practices
systems etc. In a pilot project
of mapping knowledge centres
at the Tasman paper plant a
number of measures
introduced. Development of
intranet and internet.

Developed a number of tools
and has invested heavily in
improving its technology
infrastructure. In 1999 set up
Knowledge centres based
around web based activities.
However, no formal
measurement or evaluation
tools put in place to cover these
developments.

4. What human
capital
management
developments?

Development of several new
tools including the use of
performance agreements,
balanced score card, peoplesoft
and new training initiatives.
The organisation aims to
become the ‘employer of
choice’ and attract and retain
the best people.

Developed a number of tools
around intellectual capital
including informal knowledge
sharing, mentoring, internet
café, etc

Development of a number of
new tools including a skills
databases, mentoring system,
employee satisfaction, etc.
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AMP
1

Fletcher Challenge
2

Hitachi Data Systems
3

5. What
measures are
part of the
internal human
capital
developments?

At present limited intellectual
capital focus within AMP.
Therefore little measurement.

No formal measurement
systems as yet.

No formal measurement of
training, employment and other
human capital matters.

Lend Lease
4

Morgan and Banks
5

South Gippsland - community
services 6

Organisational
characteristics

A large listed Australian
property and finance
organisation with over $A70
billion funds under
management. Operations
throughout the world with over
7000 employees (Also included
in our annual report content
survey).

A publicly listed global human
resource services firm. Approx.
$A330 million in revenue and
1200 full time global
employees. Many more work
as contractors to MB. In
January 1999, TMP world-
wide (5000 employees and one
of the worlds largest
recruitment agencies) acquired
MB(Also included in our
annual report content survey).

A division of a large local
government shire in the state of
Victoria. Community service is
a new division set up after the
competitive contracting
activities of the government.
SGCS has a total per annum
revenue of 21m (1998-99) and
assets totalling 129 million.
SGCS employs 260 people.

1: The
organisations
own assertions
about intellectual
capital
management and
intangible capital
developments
within the firm.

A major theme in 1998 was
“think more, create more and
see more”. Lend Lease has
embarked on several
experimental initiatives to
embrace the intellectual capital
movement, especially in human
capital. However, even though
there is significant
management disclosure about
intellectual capital  there
appear to be no formal
measurement tools in use at
present. Human resource
emphasis important for LL.

Before the public float in 1994
senior management adopted the
Scandinavian approach to
intellectual capital and
structured their 1998 annual
report around this framework.
In part the interest in
intellectual capital was driven
by the need to impress capital
markets.

Senior management are
committed to moving the
organisation towards an
intellectual capital strategy and
measurement system. CS is
preparing to implement an
intangible asset monitor type
reporting and information
system by 30 June 1999. It is
being driven by the need to be
innovative and respond to
competitive pressures.

2. What External
capital
measurement
developments?

Lend Lease has an extensive
network and portfolio of
customers, major institutions
and contractors. At present
they do not use any indicators
to classify their external
intellectual capital.

MB has expanded recently
internationally and built on the
strong relationships it
maintains with customers and
potential search candidates,
mainly via new partnerships
and now the take-over. No
formal measurement system as
to the value of intellectual
capital, however in stated
management terms they value
this activity highly.

Had to develop new
relationships with the
community and other
stakeholders. With the IAM
they are proposing to
communicate growth
associated with new business,
renewal, as well as satisfaction
index.

3. What internal
capital
measurement
developments?

Major developments in
systematising the competencies
in terms of product suites,
including the management of
projects. Including the MLC
campus concept. Some

Have recently invested heavily
in the infrastructure and
expansion of services offered.
Heavy investment in internet
and intranet activities, also
emphasis on developing a skills

As a new start up organisation
of only a few years they have
invested heavily in
infrastructure such as a
skills/competency database;
personnel directory; accrual



49

Lend Lease
4

Morgan and Banks
5

South Gippsland - community
services 6

experimentation with metrics,
but no formal management
reporting systems.

database and resume databases. financial management systems;
time recording and
management systems;
Internet/Intranet
communication vehicle; and
the standardised and
documented policies and
procedures. The main focus on
intellectual capital has been on
the value of intellectual capital
and how to leverage value of
this in the future.

4. What human
capital
managment
developments?

This focus of this organisation
has for many years  been “our
people and our investment in
intellectual capital" This
management philosophy is
reflected in its human resource
strategy and the measurement,
reward and reporting system
that underpins this. Also of
note is the innovative Lend
Lease Foundation for
employees, the establishment
of a virtual university and other
projects.

Major management philosophy
is attracting and retaining the
right staff. Tools such as team
based work, shadow learning,
performance management are
used extensively within MB.
Only performance is measured.

With the new thinking has
come a focus on managing ,
valuing, measuring and
reporting a number of activities
including training,
competencies, professional
appraisals.

5. What
measures are
part of the
internal human
capital
developments?

Some measurement and
reporting of these
developments in human capital
are in place.

The measurement and internal
reporting of graduates, training,
workplace activities, training
and developments days, etc are
part of the internal
management information
system.

A number of key human capital
measures are being introduced
including measures of average
years experience, professional
development days, turnover,
attitude surveys, etc.

4.3 Summary of key findings related to intellectual capital

The process of visiting companies and interviewing senior management confirmed the

conclusions we derived from performing the content analysis – precious little is being

done to identify, manage, measure and report intellectual capital. Most firms admit that

their vision and understanding of intellectual capital is hazy at best and managers of

those firms that are investing in measurement systems, self-rate their progress as being

at the ‘embryonic’ stage. All the executives communicated that they believed

intellectual capital management to be a topic of increasing importance and relevance to

their organisations. Despite this, few could identify any initiatives designed to improve

their understanding and management of the company’s intellectual capital base. It is still

a topic that appears to be main stream in terms of levels of interest, corporate posturing,
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and rhetoric, but peripheral when hard issues of management and accountability are

evaluated.

From an external measurement and reporting perspective the outlook is poor. None of

the companies used formal systems and only South Gippsland Community Services

seemed to be taking active steps forward in implementing a formal measurement

system. It is revealing to note that this is the one public sector organisation included in

our case study sample. Perhaps it is appropriate that a non-profit organisation be leading

the way in establishing reporting benchmarks in Australia that are non-financial in

nature. However, we were not able to definitively identify the non-profit status of the

organisation as being the primary driver of the move towards intellectual capital

reporting. It is quite likely though that this was a significant factor in causing executives

in this organisation to look beyond traditional financial reporting measures for

meaningful performance measurement alternatives.

What was quite clear is the idea that organisational context plays an important role in

raising the level of consciousness as to the desirability of measuring and reporting

intellectual capital items. Enterprises with constituencies that would logically look

beyond traditional financial indicators (i.e. South Gippsland Community Services,

Morgan and Banks), because those constituencies had a readily identifiable stake in the

non-financial aspects of the business, seemed most enthusiastic and committed to the

notion of managing their intellectual capital in the short-term. At the other end of the

scale was Hitachi Data Systems, a company that was smaller than the rest (in terms of

revenue) and Hitachi is privately held. Hitachi seemed to hold the view that intellectual

capital was something that was mainly of internal importance and could be developed

and managed in-house, hence diminishing the priority given to the goal of formalising a

system of providing external measures.  

From an internal intellectual capital measurement and management perspective the story

improves, but not substantially. Most of the companies claimed to be implementing

some type of measurement system, either formally or informally, to assist with the

ongoing evaluation of their intellectual resources. There was, however, still a general

lack of focus and clarity by the companies regarding how they should engage in the

management process. Specific stumbling blocks appeared to be confusion over whether
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qualitative measures should be translated into quantitative metrics and where to begin

when assessing intellectual capital. Most of the companies that had advanced to

implementing intellectual capital related metrics and tracking methods seemed to have

started the journey by mapping knowledge interactions within the organisation (e.g.

Lend Lease).

However, when compared with international ‘best practice’, none of the organisations

we examined had achieved all that much.  The overlap between the external and internal

elements of management and reporting is vague and not readily observable. This was

somewhat surprising, as it seems logical to expect that economies of scale and strategic

advantages could be obtained by coordinating the external and internal measurement

projects. This is an obvious area for immediate improvement.

4.4 Summary of key findings related to human resource reporting

4.4.1 The Extent and Nature of Reporting

Overall, the reporting of human resources as an asset is also still at a very preliminary

stage. All of the organisations studied made positive and supportive statements in their

annual reports, other published documents, and in case study interviews, about the

importance and value of the skills and knowledge of their staff to their success.

Nevertheless, there was no clear evidence that this is an area of focus for reporting.

Disclosure appears incidental to the use of  other tools for more formal internal

reporting purposes such as the Intangible Assets Monitor (IAM) or the Balanced

Scorecard. Where organisations reported using  systems to measure and manage human

resources these were  often little more in fact than record-keeping systems for the

maintenance and reporting of financial information such as pay and superannuation.

However, there are signs to indicate that the reporting will become more formal,

detailed and widespread in the near future. The case studies revealed that most

organisations are thinking about  setting up new systems to improve their recording and

measuring of human resources. Some already have plans to do this.  Preliminary work

toward the set-up of these systems is being conducted, such as initial mapping exercises

identifying skills and/or knowledge-sharing relationships and the collection of

information for presentation in the IAM form.
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Underpinning these developments is recognition of the uses, or potential uses, of more

formal reporting. In line with our findings regarding intellectual capital generally, these

uses were primarily internal to the organisation and included:

• demonstrating to senior Management and Board members the links between

financial results and human resources;

• justifying decisions about human resources including recruitment, employment

conditions and training/development;

• guiding allocation of human resources;

• guiding training/development investments;

• indicating the return on investment in training and other development activities;

• clarifying roles; and

• identifying people acting as a key knowledge resource within the organisation.

External uses were mentioned in connection with the imperative to demonstrate to

shareholders (and potential shareholders) that the true value of the organisation is not

represented by the financial value of its tangible assets.

4.4.1 Impact and Implications

The failure of most of the organisations studied to have implemented reporting

processes and systems except those recording personnel details and required for the

preparation of financial statements was a major impediment to the study of the impact

of human resource reporting on decision-making.

Broadly it was apparent that all the organisations shared positive attitudes both to

recognising the value of intellectual capital and to the provision of training and

development opportunities for their staff. However, the precise nature of the

relationship between these two phenomena was not revealed. It cannot be concluded

with any certainty that one leads to, or causes, the other, although intuitively this might

be expected.
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Nevertheless, within the small number of organisations that had already begun to report

human resources, some impact on decision-making within the organisations was

indicated and a strong link was apparent between the reporting and

training/development activities. In two cases in particular it was reported that human

resource information had been useful in helping to convince more senior Managers

and/or the Board of the need to increase investment in the human resources area,

including in training. This had largely been the case because the links between financial

resources and human resources had become more strongly represented. In these cases,

the information had been most effective when its presentation was combined with

‘story-telling’ to illustrate these links. In addition, in one case, it was noted that the

information had assisted in improving the allocation of human resources to the extent

that productivity increases and cost reductions had been achieved.

In a third case, improved information about human resources that identified staff as key

knowledge resources to the organisation, had led to changes in plans for staff

separations. Previous decisions to offer redundancy or early retirement to several staff

members were altered when their value to the organisation was made clear and

strategies were implemented to enable more effective communication and use of the

knowledge of these staff.

In another case, the reporting of human capital was indicated as having contributed

significantly to the success of a public float of the company. It had assisted in creating a

public view of the company that recognised the significance of its substantial

intellectual capital and therefore had contributed to an increase in the value of its shares.

In all of the organisations studied, recognition and acknowledgment of the value of

human resources underpinned the development of strategies to address two concerns: to

attract and retain the ‘best’ staff; and to ensure that the knowledge and skills of an

individual employee were not lost when she or he left the organisation. Without

exception, these were problems for all organisations, though in each case, depending on

the industry within which the organisation operated, its structure, location and specific

human resource needs, the elements of the problem varied slightly. (There were

differences, for instance between the difficulties of organisations operating in rural and

urban environments.)
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Recognition of the need to attract and retain the best staff provided the foundation for

strategies to become the ‘employer of choice’. Most of the organisations studied had

adopted such strategies and within them had incorporated more than financial rewards

to staff. For instance, considerable attention was given to the importance of job

satisfaction, such as through providing staff with a supportive and comfortable working

environment. Some organisations offered shares to staff - helping to strengthen their

links to the company;   All offered opportunities to staff to develop both personally and

professionally through a variety of training and development options including formal

and informal education and training and community involvement.

The need to retain knowledge and skills was coupled with the importance of increasing

these assets through further development. Strategies to achieve these ends implemented

or in preparation included the re-designing of workplaces to improve staff interaction;

team-based organisation of work; mentoring and coaching schemes; and intranet

systems. A process of learning was evident, with organisations changing or refining

strategies as some things were found to work/not work and a need for effort in particular

directions became apparent.

Managers and investors are seeking better tools to evaluate the effectiveness of both

tangible and intangible assets. However, in the information age it is the knowledge-

based organisation that has become the focus of attention. Critical to the knowledge-

based organisation is the notion that Intellectual Capital can be leveraged to generate a

viable return in the absence of large capital investment. Perhaps of paramount

importance to such entities is the range of skills and competencies of their human

resources. From an accounting perspective expenditure on human competencies, such as

training, were traditionally viewed as “costs”. Recently, several authors have developed

“intangible asset” methodologies, which measure these intangible assets and ascribe

financial values to them (Guthrie and Petty, 1999b).
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5. CONCLUSIONS AND SUMMARY

In summary form the main findings of this exploratory study are as follows:

(a) The key components of intellectual capital are poorly understood, inadequately

identified, managed inefficiently , and are not reported within a consistent

framework when reported at all.

(b) The main areas of intellectual capital reporting focus on human resources;

technology and intellectual property rights; and organisational and workplace

structure.

(c) Even in Australian enterprise thought of as ‘best practice’ in these regards, a

comprehensive management framework for intellectual capital is yet to be

developed, especially for collecting and reporting intellectual capital formation.

(d) Australian companies do not compare favourably with their overseas counterparts

when assessing their ability to manage, develop, support, measure, and report their

intellectual capital.

Considering the above points in a more detailed fashion, the major finding of this study

is that there is no established and mutually agreed framework for reporting intellectual

capital by large Australian companies. Further, despite a general consciousness about

the importance of intellectual capital and the role it assumes in ensuring long-term

organisational success, few enterprises  have adopted a pro-active stance in attempting

to locate, measure and manage it within their own organisational structures.

Nor do senior company officers appear to be espousing a coherent philosophy or

articulating a workable strategy towards the future management and development of the

intellectual capital within their organisation. Without evidence of this type of

commitment it is unlikely that a consistent reporting framework will be developed in the

short-term. And, marketplace experience suggests that, in the absence of consistent

reporting standards the decision usefulness of the information provided is suspect at

best.
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On a positive note, awareness of the significance of intellectual capital is high. Firms

are not ignoring the issue of measuring and reporting their intangibles, they simply do

not seem to be investing as much time and money as they could in implementing

systems for tracking changes to their intellectual capital. This will eventually happen

when the market for such information (i.e. users of external annual reports; senior

management for internal reports) sends an unequivocal message that the advantages to a

firm in supplying such information outweigh the costs of providing it. Pioneering efforts

by leading firms in specific industries will likely lead to the adoption of ad-hoc

intellectual capital reporting mechanisms in the near future. The results of our study

suggest that in Australia the financial services sector looks poised to be the first to

embrace the idea of reporting intellectual capital items in a widespread fashion.

Controls on the type of information reported and the manner in which it is reported

seem destined to be developed/implemented after the practice of reporting intellectual

capital attributes has already taken hold.

In effect, intellectual capital is being reported on a voluntary basis and is in this way

typical of other recent reporting initiatives (e.g. reporting of environmental concerns

related to the firm and reporting on charitable projects the firm is involved with)

undertaken by Australian companies. A major distinction between the reporting of

intellectual capital and the reporting of these other items is the inseparability of

intellectual capital and firm value. For many firms it is almost impossible to make a

distinction between firm value without intellectual capital and firm value with it. The

two items are so intertwined.16 The role of intellectual capital in determining company

value suggests that policy statements, and perhaps, standards (mandatory or self-

imposed), will not be long in development. Predictions as to how this process will

develop are difficult to make but it is likely that, on an industry basis, large role-model

firms will implement technologies for measuring intellectual capital and report the

status of such capital in the form of an addendum to their existing annual report. Other

firms will ‘follow the leader’ and mimic the efforts of these best practice organisations.

They will do this for a variety of reasons that are well documented in the diffusion of

                                                
16 Indeed, were it possible to make the distinction then valuing intellectual capital would be easy.

Unfortunately, as many other authors and we have noted, it is not a simple task to value intellectual

capital.
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innovations literature (eg, Davis, 1991; Galaskiewicz and Wasserman, 1989;

Haunschild, 1994, Palmer et al, 1993). First, they may seek to legitimise their status as

serious players within the business community. Second, reporting what other firms’

report is the most plausible defence against possible accusations that they ignore their

intellectual capital. Third, most of these firms are probably aware already of the

desirability of including intellectual capital indicators in their annual reports but see

value in waiting until another organisation incurs the costs associated with establishing

how such information should be reported. Finally, they may envisage that efficiency

gains and productivity improvements will flow from communicating information about

their intellectual capital to an outside audience17. Eventually, a critical mass of reporting

organisations will be reached and this will increase the number and clarity of calls for

some structure to be imposed on the reporting process. It is at this juncture that

regulators and policymakers in Australia will probably become active in working

towards establishing a common reporting standard.

The biggest challenge by far is establishing a consensus about the need to report, what

to report, and how to report it. Should we extend the systems companies like Skandia

and Celemi currently use or start from scratch in constructing an entirely new set of

metrics and a different methodology? (see Annexure 1). The findings suggest that at the

present time Australian enterprises who wish to adopt systems that are in use elsewhere,

may be the best option to fast-track the development of intellectual capital reporting.

Though these systems are not ideal, they represent a step in the right direction and are

open to refinement once instituted. It is certainly true that if Australian companies’

management benchmark their reporting of intellectual capital and their understanding of

fundamental management issues in the intellectual capital domain against companies

and their management from many other nations they are poor performers. This needs to

change.

Much of what has been done in the field to date has intuitive appeal, but is this enough

to attract and convince the critical mass of supporters, within the accounting profession,

that is needed for change? Where and how should information regarding the value of the

                                                
17 This proposition is compatible with the finding of Mouritsen et al (1999) that many companies use

intellectual capital reports to motivate staff, inform investors and creditors, and as a recruitment tool.
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knowledge be reported? – In the annual report, in the accounting statements themselves,

as an addendum to the financial report?

Without a consensus as to the need to report and so on, there is little hope that the

reporting of intellectual capital will become standardised without intervention by

regulators. The trend in reporting, exemplified by the IAS harmonisation project, is

towards global standards of disclosure. In line with this, it makes sense that approaches

towards accounting for knowledge be developed that are agreeable across international

borders – uniformity is needed.

If consensus is reached then the next major step is to either refine the reporting models

in use or to develop new models. This process will, more than likely, be informed and

influenced by the nature of the agreement relating to the first challenge outlined above.

Those who maintain that objectivity is everything and who have a penchant for

steadfastly refusing to accept that anything other than ‘hard’ quantifiable data should

appear in accounting reports, will once again raise the question of ‘how do we know

that the value imputed to these new intangibles is correct? How can we have faith in the

output of such a subjective reporting system?

By way of response, consider whether the figures reported for the other firm assets are

‘correct’. Is the current Australian financial reporting system providing information that

is truly objective regarding the firm’s position in the marketplace? – No. Are the asset

values disclosed under a system of historical cost representative of an objective reality?

– Again, the answer is no. At least by reporting something for knowledge-based (and

other) intangibles we acknowledge existence. This broadens the scope for decision

making by those relying upon the financial statements and it also means that we can

invest in improving what is already in practice (by developing better models for valuing

know-how etc).

5.1 Avenues for further investigation

This report even though it used extensive data on Australian enterprises is still only

exploratory in nature. There is scope to extend the work we conducted in several ways.
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First, the most obvious extension would involve expanding the information set/sample

size to convey a more comprehensive understanding of what smaller and less accessible

Australian enterprises are doing. Enlarging the information set would enable the

commentary to move from examining the data in purely descriptive terms and facilitate

statistical inferences to be made about reporting practices. Similarly, ensuring a more

representative sample in terms of industry grouping will increase the robustness and

external validity of research findings.

Secondly, even though we speculate as to why firms are predisposed to voluntarily

report intellectual capital items, we are unable to provide definite answers about what is

driving the reporting process. An improved understanding of the process drivers is the

key to managing the reporting process and predicting the information that users of such

reports might find useful. Further work needs to be done in the area of understanding

what information is actually sought by decision-makers. Thirdly, there is, after all, a

cost to reporting and simply reporting information that is not relevant to particular

decision context serves no purpose. Investigation into this issue may well involve some

experimental work that applies the reporting frameworks in existence to problem based

models in an effort to determine which framework operates most successfully and why.

Doubtless there is scope also to develop new metrics to supplement or replace those that

are found to be deficient.

Fourthly, future research could add sophistication to the model presented in this study

by attempting to assess the quality of the disclosure in the annual reports. In particular,

the location of the disclosure is potentially quite revealing in terms of formulating a

view of the company’s commitment to the development of its intellectual capital. For

instance, comments made in the managing director’s report tend to carry more authority

and credibility than comments made elsewhere.

Finally, fieldwork is essential to enriching our understanding of the status quo by

mapping the organisational interactions that ultimately decide what is reported and the

manner in which the information is presented. This will be instrumental in furthering

our vision of the complex human dynamics that surround the reporting framework.
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Appendix 1 Paths for Change

Paths for change (establishing new metrics) – Skandia and Celemi: examples of current
practice

There are already firms taking initiatives in attempting to construct new metrics and
definitions of corporate value that encompass a firm’s intangible assets. Two Swedish
companies, Celemi and Skandia, are leading the field in efforts to incorporate a
recognition of knowledge (and systems of knowledge management) into their annual
reports. Though knowledge is only one type of intangible, both firms’ treatment of
knowledge and intellectual capital is illustrative of how changes to traditional financial
reporting practices can be successfully engineered.

Celemi

Celemi was an early convert to the wisdom of measuring and monitoring the value of its
intangibles and, specifically, its knowledge capital. In 1995 Celemi published the
world’s first audit of its intangible assets as part of the company annual report. This
situated the issue of valuing intangibles at the heart of financial reporting and within the
traditional domain of accountants.

Celemi classifies its intangibles into the three groupings (individual competence,
external structure, and internal structure) commonly used by firms currently attempting
to value their ‘new intangibles’. Celemi acknowledges there is difficulty in measuring
the value of these items with one hundred percent accuracy. However, the point made is
that what the stakeholders are interested in is, primarily:

How large is the balance sheet – what type of assets does Celemi have? (the ‘invisible’
balance sheet containing knowledge capital is certainly larger and more valuable than
the one visible when traditional accounting methods are used); and
are the intangible assets increasing or decreasing in value - are they being utilised
efficiently?

A review of the techniques used by Celemi to value some of its ‘new intangibles’
provides a focal point for discussion about how accounting systems may be modified to
accommodate the reporting of such items.

For illustrative purposes, let us consider Celemi’s approach to monitoring the
‘individual competency’ class of intangible assets. Celemi views its employees and their
competencies (i.e. its knowledge base) as its most important strength in business.
Celemi uses non-financial metrics to assess the value represented by its employees. The
idea is to report the same metrics each year to facilitate benchmarking over time. This
conveys an understanding about whether the base of knowledge capital is progressively
improving or declining.

The measures of competence are grouped into the categories of: growth/renewal,
efficiency, and stability. The growth/renewal factors include measures of: employee
education level and average years of professional experience. Efficiency measures
include: value added per expert (professional), and value added per firm employee.
Measures of stability include: expert seniority expressed in years and the median age of
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all employees. The measures of competence are presented in an excerpt from Celemi’s
1996 Intangible Assets Monitor shown in the table below:

Celemi Intangible Assets Monitor 1996 (excerpt)
Knowledge Capital
Our People (Competence)

1996
figure

Increase/(decrease)
over 1995

1995
figure

Increase/(decrease)
over 1994

Growth/Renewal
factors
Average
professional
experience (years)

8.0 2% 7.8 (25%)

Average education
level all employees
(relevant years)

2.3 0% 2.3 0%

Efficiency Factors
Value added per
expert (in SEK)

816 (8%) 867 (13%)

Value added per
employee (in SEK)

643 (3%) 665 (13%)

Stability Factors
Expert seniority
(years)

3.4 47% 2.3 79%

Median age of all
employees (years)

34 0% 34 0%

A review of the table suggests a marginal improvement in the growth and renewal of
knowledge capital. Celemi appears to be using its knowledge capital less efficiently
during 1996 - factors such as the turnover of staff may explain this. In terms of the
stability of the knowledge base there has been a marked improvement in expert
seniority. This indicates that the trend is for experts within the organisation (those with
the most knowledge) to stay with Celemi.

Similar measures are used to assess the growth/renewal, efficiency, and stability of the
external structure and internal structure classes of intangible asset.

The combination of these measures across the three categories of intangibles creates a
picture of the state of Celemi’s intangible assets and provides a means for assessing
their contribution to the value of the firm as a whole. Although most of the measures are
not financial, it is certainly the case that reporting them places stakeholders in an
improved decision making position with respect to their financial interest in the firm.

At this stage the reporting framework may be rudimentary but the point is that Celemi is
at least trying to measure what really creates value. This is a significant departure from
traditional reporting systems with a focus on only those intangibles that are purchased,
tangible assets, and historical costs. It seems eminently more sensible to make an effort
to measure and report that information which is most likely to be useful for decision
making purposes. To this end, Celemi’s intangibles assets monitor is a step in the right
direction.
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Skandia

Skandia started work on developing a system for reporting the value of its knowledge
capital in 1991. Early reports by Skandia adopted much the same format as that used by
Celemi. While Skandia still reports these items it has more recently attempted to
develop further the measurement framework by creating a balance between past
(financial focus) present (customer focus, process and human focus) and future (renewal
and development focus). The product of this work is a management and reporting model
called the Skandia Navigator.

The impetus for Skandia to begin developing the Navigator system came from the
realisation that the [service sector has few visible assets…accordingly…auditors,
analysts and accounting people have long lacked instruments and generally accepted
norms for accurately valuing service companies and their knowledge capital]. Skandia
believes that its knowledge base is at least as important as its financial capital in
providing truly sustainable earnings.

Within the Navigator system, measurements of past (financial focus) include key
performance ratios and the balance sheet and profit and loss account. The customer
focus is assessed in terms of market penetration. The human focus hinges on levels of
employee training, leader development, and teaming. The process focus looks at
operational methods used and levels of information technology support. Finally, the
renewal and development focus measures the extent to which resources are being
directed towards the work forms and methods of the future.

A unique aspect of Skandia’s Navigator is the measure of the extent to which human
capital is converted into structural capital. The idea is to input the knowledge of each
employee into a database that can be accessed by others in the organisation. Skandia
understands that it is important to pursue this objective so that the ‘assets’ remain in the
business even after an employee leaves the company. This conversion process expands
Skandia’s knowledge base and helps satisfy Skandia’s goal of being a learning
organisation.

Skandia promotes the view that “intellectual capital is a value creating process based on
the interaction of human and structural capital, where continuous renewal – innovations
– transform and refine the individuals’ knowledge into enduring value for the
organisation”. It is this understanding that drives the effort within Skandia to show a
value for the new intangibles like knowledge. Quite simply, to not report the value of
the new intangibles would be to understate the value of the company.

The edge that Skandia’s Navigator system has over Celemi’s intangible assets monitor
is that it attempts to integrate the traditional financial measures with measures of
intangible assets. Celemi’s monitor keeps the two items quite separate. This feature will
likely make Skandia’s model more acceptable to conservative elements of the
accounting profession and has already helped it get mainstream support for the
development of its ideas.

Much work remains to be done. There are problems and limitations with the models
being used by Celemi, Skandia and others but with time and continued research many of
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these will be overcome. Ideally, it will be the case that a robust financial measure of
knowledge based intangibles will be developed. A method of separately identifying the
value of each individual intangible would solve most of our problems. The development
and widespread acceptance of such a method in the near future does not seem likely. In
the meantime we shall have to continue efforts to synthesise the non-financial reporting
models with commonly used financial measures in order to impute a value for each
intangible item.

The Scandia Navigator

Skandia Navigator

Human
Focus

Financial Focus

Customer Focus Process Focus

Renewal and Development Focus

Operating Environment
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DIAL
Dial is Europe’s second-largest telemarketing insurance company and offers primarily motor,
householders, homeowners, vacation homeowners, boat and personal lines of insurance.

1996 1995 1994
FINANCIAL FOCUS
Gross premiums written (MSEK) 935 880 667
Gross premiums written/employee (SEK 000s) 3,832 3,592 3,586
CUSTOMER FOCUS
Telephone accessibility (%) 95.8 92.5 90.0
Number of individual policies 320,13

9
275,23
1

234,74
1

Satisfied customer index (max. value = 5) 4.36 4.32 4.15
Sweden’s Customer Barometer (max. value = 100) 65 69 n.a
HUMAN FOCUS
Average age 40 40 37
Number of employees 244 245 186
Time in training (days/year) 7 6 3.5
PROCESS FOCUS
IT-employees/total number of employees (%) 7.4 31.9 8.1
RENEWAL & DEVELOPMENT FOCUS
Increase in gross premiums written (%) 6.3 31.9 28.5
Share of values in claims assessment system (%) 20.5 9 n.a
Number of ideas filed with Idea Group 175 n.a n.a

SKANDIABANKENSkandiaBanken is Sweden’s leading distance bank, offering
customers a range of banking services with a high degree of self-service and
accessibility.

1996 1995 1994
FINANCIAL FOCUS
Operating income (MSEK) 86 85 75
Total operating income 1 (MSEK) 373 351 226
Income/expense ratio after loan losses 1.30 1.32 1.49
Capital ratio (%) 15 24 25
CUSTOMER FOCUS
Number of depositors 97,000 76,000 16,000
HUMAN FOCUS
Average number of employees 200 163 130
Of whom, women (%) 49 45 42
PROCESS FOCUS
Payroll costs/administrative expenses (%) 46 42 38
RENEWAL & DEVELOPMENT FOCUS
Total assets (MSEK) 8,100 5,600 3,600
Share of new deposit accounts, 12 mos. (%) 28 375 n.a
Deposits and borrowing, general public (MSEK) 6,200 4,300 1,300
Lending and leasing (MSEK) 7,600 3,700 3,200
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Net asset value of funds (MSEK) 9,100 6,300 4,700
1 Leasing revenues reported net.

SKANDIALINK
SkandiaLink is the leading unit linked assurance company in the Swedish life market.
* Accounting-based indicators for 1994 and earlier have not been recalculated in
accordance with the new Swedish Insurance Annual Accounts Act, which took effect
on 1 January 1996.

1996 1995 1994
FINANCIAL FOCUS
Gross premiums written (MSEK) 2,413 2,087 1,874

Operating result (MSEK) 179 176 132
Assets under management (MSEK) 9,202 5,699 3,670
CUSTOMER FOCUS
Number of contracts 182,900 153,100 115,000
Surrender rate (%) 1.7 1.5 1.0
HUMAN FOCUS
Number of employees 45 48 51
Human capital index (max. value = 1,000) 426 493 534
Share of employees with secondary education or
higher (%)

73 73 74

Share of employees with 3 or more years of service
(%)

92 88 62

PROCESS FOCUS
Administrative expense/gross premiums written (%) 4.1 5.0 4.5
IT expense/administrative expense (%) 26.3 27.1 28.0
RENEWAL & DEVELOPMENT FOCUS
Number of contracts/employee 4,064 3,180 2,253
Fund switches via Telelink (%) 50 40 22

AMERICAN SKANDIA
American Skandia provides variable annuities (unit linked assurance) in the American
market.

1996 1995 1994
FINANCIAL FOCUS
Return on capital employed (%) 31.3 28.7 12.2
Operating result (MSEK 579 355 115
Value added/employee (SEK 000s 2,206 1,904 1,666
CUSTOMER FOCUS
Number of contracts 133,641 87,836 59,089
Savings/contract (SEK 000s) 396 360 333
Surrender ratio (%) 4.4 4.1 4.2
Points of sale 33,287 18,012 11,573
HUMAN FOCUS
Number of employees, full-time 418 300 220
Number of managers 86 81 62



71

Of whom, women 27 28 13
Training expense/employee (SEK 000s 15.4 2.5 9.8
Change in company’s IT literacy (%) n.a1 +2 +7
PROCESS FOCUS
Number of contracts/employee 320 293 269
Adm. Exp./gross premiums written (%) 2.9 3.3 2.9
IT expense/admin. expense (%) 12.5 13.1 8.8
RENEWAL & DEVELOPMENT FOCUS
Share of gross premiums written from new launches
(%)

23.7 49.2 11.1

Increase in net premiums written (%) 113.7 29.9 17.8
Development expense/adm. exp. (%) 9.9 10.1 11.6
Share of staff under 40 years (%) 78 81 72
1 New measurement method under development

SKANDIA LIFE UK GROUP
Skandia Life UK Group provides a range of life and unit linked assurance products,
primarily through Independent Financial Advisers.

1996 1995 1994
FINANCIAL FOCUS
Return on capital employed (%) 29.6 25.5 33.2
Operating result (MSEK) 619 518 483
Assets under management (MSEK) 52,400 37,859 34,274
CUSTOMER FOCUS
Number of contracts 304,425 250,807 228,397
Savings/contract (SEK 000s) 171 159 149
Service Awards (max. value = 5) 5 5 5
HUMAN FOCUS
Number of employees, full-time 993 814 741
PROCESS FOCUS
Number of contracts/employee 307 308 308
RENEWAL & DEVELOPMENT FOCUS
Increase in net premium, new sales (%) 51 -35 95

Pension products, share of new sales (%) 28 23 13
Increase in assets under management (%) 24 25 31

SKANDIA REAL ESTATE
Skandia Real Estate is one of Sweden’s largest property owners, with about 300
holdings.

1996 1995 1994
FINANCIAL FOCUS
Direct yield (%) 6.15 6.00 6.64
Net operating income (MSEK) 1,215 1,258 1.399
Market value (MSEK) 20,092 20.702 21,504
Total yield (%) -0.62 5.06 4.44
CUSTOMER FOCUS
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Satisfied customer index (max. value = 100) 58 56 n.a
Average lease (years) 8.6 8.5 n.a
Average rent (SEK/sq. m.) 960 970 1,041
Telephone accessibility (%) 71 60 n.a
HUMAN FOCUS
Human capital index (max. value = 1,000) 615 617 n.a
Employee turnover (%) 10.1 7.9 7.7
Average years of service with company 10.0 10.1 10.2
College grads./total number of office staff (%) 32 31 31
PROCESS FOCUS
Occupancy rate measured by area (%) 91.8 89.7 89.3
Financial occupancy rate (%) 94.9 93.0 91.2
Net operating income per sq. m. (SEK) 569 590 657
Costs per sq. m., Sweden (SEK) 274 276 272
RENEWAL & DEVELOPMENT FOCUS
Property turnover: purchases (%) 3.1 3.2 0.8
Property turnover: sales (%) 1.1 6.1 0.4
Change and development of existing holdings
(MSEK)

311 333 313

Training expense/administrative expense (%) 1.0 1.5 1.0
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Appendix 2 Possible Measures for Intellectual Capital

The following provides some of the types of measures that could be reported for
Intellectual Capital. (see, IFAC, 1998, SMAC, 1998).

1. Internal Structures: (Organisational Capital Indicators)
1 Number of patents
2 Income per R&D expense
3 Cost of patent maintenance
4 Project life-cycle cost per dollar of sales
5 The number of individual computer links to the data base
6 The number f times the data base has been consulted
7 Contributions to the data base
8 Upgrades of the data base
9 Volume of IS use and connections
10 Cost of IS per sales dollar
11 Income per dollar of IS expense
12 Satisfaction with IS service
13 The ratio of new ideas generated to new ideas implemented
14 The number of new product introductions
15 New product introductions per employee
16 Number of multi-functional project teams
17 Proportion of income from new product introductions
18 Five year trend of product life cycle
19 Average length of time for product design and development
20 Value of new ideas (money saved, money earned)

2. External Structures: (Customer and Relational Capital Indicators)
1 Growth in business volume
2 Proportion of sales by repeat customers
3 Brand loyalty
4 Customer satisfaction
5 Customer complaints
6 Product returns as a proportion of sales
7 Number of supplier/customer alliances and their value
8 Proportion of customer’s (supplier’s) business that your product (service) represents
(in dollars terms)

3. Employee Competence: (Human Capital Indicators):
1 Reputation of company employees with head hunters
2 Years of experience in profession
3 Rookie ratio (percent of employees with less than two years experience)
4 Employee satisfaction
5 Proportion of employees making new idea suggestions (proportion implemented)
6 Value added per employee
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 Appendix 3  Human resource reporting - some exploratory case studies in

australian enterprises∗

Introduction

This is a report of the findings of six case studies aimed to investigate in more detail the

approach of some Australian organisations and enterprises to the recording and

reporting of the three elements of Intellectual Capital (IC): Internal Capital; External

Capital; and Human Capital. An objective was to provide a more empirically grounded

perspective on the reasons Australian organisations are developing internal IC

statements and management practices, to examine perceptions of the relevance of these

reports; and to add an internal context and dimension to the understanding of

Intellectual Capital.

Each of the individual case study reports includes observations about all of these three

elements. However, this report focuses primarily on Human Capital, which was

emphasised in the case studies in order to investigate the relationship between the

recording and reporting of Human Capital and human resource management and

development.

The case studies were largely exploratory in nature. In the absence of evidence of

similar previous work in Australia they were much ‘a first go’ at examining, and

advancing understanding of, some reporting practices and of the issues, concerns,

objectives and people shaping them. In addition, they were limited by time factors, the

availability of appropriate interview subjects and difficulties in identifying enterprises

and organisations engaged in innovative, or ‘best’ practice in relation to IC. Given these

limitations in scope and number the case studies cannot be taken as generally indicative

of the state of the reporting of Intellectual Capital and the use of these reports more

generally in Australia. Rather, they provide a ‘snapshot’ of some reporting practices and

the use of reports in decision-making by some organisations at the time the case studies

were undertaken (April-May 1999).

                                                
∗ This research has been supported by the Australian National Training Authority
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Nevertheless the case studies provide some interesting material and form a foundation

on which further research can build. In particular, each relates a different ‘story’ about

the journey enterprises and organisations take in coming to value and record their

intellectual capital. These stories demonstrate that while many of the factors that drive

practice are similar, enterprises take different paths depending on their history and

culture, the sector and industry in which they are located and the people within them.

The case studies also underline the importance of the initiative and enthusiasm of

individuals in advancing awareness and understanding of Intellectual Capital and

promoting the establishment of recording and reporting mechanisms.

This document comprises six sections. The first considers the drivers at the macro and

micro levels which are placing pressure on enterprises and organisations to record and

report a broader range of data in relation to their human resources and which are

contributing to the acceleration of practice in this regard. The second looks at the extent

of reporting by and within the seven case study organisations. The third considers the

impact and implications of reporting on, in and for, the organisations. The fourth briefly

discusses some stakeholder issues, particularly for governments, trade unions and

individuals. A fifth section summarises the findings and indicates potential directions

for further action and research and a sixth comprises summary reports of each

individual case study.

The individual case study reports are not included here, but some are obtainable from

the authors.

In both its structure and in its approach to analysing the case study material, this report

draws heavily on a discussion paper, Human Resource Accounting: Interests and

Conflicts, prepared for CEDEFOP (Jens Frederiksen and Sven-Age Westphalen, 1998).

2. Methodology and approach

The six enterprises and organisations that are the subject of these case studies were

chosen because each was identified as indicating, in some way, an innovative (‘best

practice’) approach to recognition of its Intellectual Capital. In addition, consideration
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was also given in choosing appropriate subjects to the inclusion of some that have links

with the Vocational Education and Training (VET) sector.

The selected enterprises/organisations were:

• AMP (Australian Mutual Provident Society): a large, worldwide financial

services organisation.

• Fletcher Challenge: a large New Zealand based enterprise with interests in

building, energy, forestry and paper.

• Hitachi Data Systems: an international company offering information

technology services.

• Lend Lease: a large international property and financial service organisation.

• Morgan and Banks: on international  human resource consulting firm.

• Community Services, South Gippsland Shire Council: a local government

authority in rural Victoria.

Of these six, four are public companies (AMP, Fletcher Challenge, Lend Lease and

Morgan and Banks). Two (AMP and Lend Lease) are among Australia’s top 20

companies based on market capitalisation. Only one is in the public sector.  Most are

also large, with many employees. Only one (Community Services, South Gippsland

Shire Council) has less than 100 employees. The sample therefore did not include a

representative number of small-medium enterprises and public sector organisations.

Interviews were conducted with at least one person in each organisation, depending on

contacts established and the examination of organisational material. Included were a

chief executive officer, knowledge management directors and human resource or

training managers. All interviewees were senior officers of the organisations.

The interviews reflected the exploratory nature of the case studies, asking about:

• The factors that had led to the recognition of IC.

• IC measures/indicators being considered or implemented and the systems to

support them.

• The factors assisting or hindering recognition, recording and reporting of IC.
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• The use of IC reports internally and externally.

• Anticipated future developments.

More detailed information was sought about Human Capital:

• Human resource measurement and reporting practices:

 The elements of human capital measured.

 The ways in which they are assessed, evaluated and reported.

 The ends and purposes for which this work is performed.

 

• The impact and potential impact on decision-making of these practices,

particularly in relation to investments in human resource development

through training and other initiatives.

 

 Interviews varied to reflect issues revealed as important  in examinations of background

information about each organisation that considered its structure and focus, the sector

within which it operates, its values and goals. Further information about each case was

collected from documents provided by the interviewees, from Annual Reports and from

the organisations’ web-sites.

 

 A total of six face-to-face interviews were conducted in five organisations, and a further

one interview were conducted by telephone and/or email. An important limitation of the

case studies is that during the course of some interviews it became clear that the

particular interviewees were not necessarily those best placed in the organisation to

answer the questions posed, although all were able to supply some useful information.

In addition, interviewees often indicated others in the organisation who could provide

insights, if approached. However, due to time limitations it was not possible to follow-

up these difficulties and recommendations and as a consequence there are some gaps in

understanding about several organisations. These gaps mark fertile ground for further

research.
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 3. Section One: Macro and Micro drivers

 Frederiksen and Westphalen (1998) note that the development of human resource

reporting can be seen as both part of and a response to changes at the macro (societal)

level and the micro (enterprise/organisation) level. They indicate that the increased

importance of intangible assets in contributing to the creation of global wealth poses

‘theoretical and practical problems’ that are being partly addressed through an increased

emphasis on the reporting of human resources18.

 

 Two main changes are identified at the macro level  that have influenced the ‘revival

and further development’ of human resource reporting: changes in production and

employment patterns and work organisation; and changing roles of governments

enterprises and individuals. At the micro level they note perspectives linked to the

development of human resource reporting for internal and external use.

 

 Frederiksen and Westphalen (1998:6-8) Highlight the changes at the Macro level.

These are summarised in Table 1.

 

 Macro level changes are summarised below:

 

 Table 1 Changes in production patterns, work organisation and employment patterns

 

• The rapid advance of technology, transforming production patterns, work

organisation and employment practices.

 

• A shift from traditional industrial manufacturing to the production of

intangible knowledge.

 

• A shift from traditional production factors to knowledge as a primary input

in production processes and thus, in output.

                                                

 18Frederiksen and Westphalen use the term ‘Human Resource Accounting’. However, the term ‘human

resource reporting’ is used to denote a more flexible and broader approach to HR measurement than

might be implied by the term 'accounting'.
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• New forms of work organisation, such as self-organising groups and quality

circles, reflecting new demands on the competences and skills of workers,

who take on a broader range of responsibilities.

 

• A change from stable, permanent employment to individualised, flexible

employment.

 

 Changing roles of governments, enterprises and individuals

 

• A stronger emphasis on minimising public spending while providing a broad range

of public services.

 

• The use of public sector debt as an indicator of the limitations of the public sector’s

ability to provide social security and other public goods.

 

• The formation of local partnerships, aimed at combating unemployment, poverty

and social exclusion, such as among national, regional and local governments, social

partners, non-government organisations, local communities and excluded groups.

 

• The development of the ‘political consumer’.

 

• Increased competition in the labour market for skilled workers, reinforced by the

demographic ageing of the population.

 

• Changing distribution of responsibilities among individuals, enterprises and the

public sector.

 

 Source: Frederiksen and Westphalen, 1998, pp 7-8

 

 Many of these changes are apparent within the case study organisations. Almost all

indicate that their applications of technology have increased, including the automation

of some production processes that formerly relied on manual work.  Morgan and Banks,
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for instance, reports the ongoing movement of more of its business to the internet.

Associated with technologisation is a need for workers with higher order, or different,

skills.  Several organisations (eg Lend Lease, AMP) have active graduate recruitment

programs, enticing new staff to ‘real jobs’ with opportunities for further education,

training and development. All organisations report internal systems and processes for

supporting staff development linked to the strategic plans for the business as a whole,

and for each unit within it.

 

 The problem of replacing an ageing workforce is of importance to many of the

organisations which have a median staff age higher than desirable. All organisations

indicate a re-organisation of work (over the past decade or so) with an increased

emphasis on the use of  teams to promote the sharing of skills and knowledge as well as

to increase both quality and flexibility. Lend Lease (MLC) for instance, is currently

experimenting with a dramatic re-fit of one of its buildings to  create a work

environment that is productive, improves opportunities for knowledge-sharing, but in its

design incorporates the facilities of a home as much as an office, bringing together

‘their personal and the professional’. A number of organisations indicate that former

hierarchical divisions have been reduced in importance as a team-based organisation of

work  has been adopted.

 

 Several organisations indicate in words (eg annual reports) and/or action (eg Lend

Lease’s strong community involvement) that the images they project are an important

consideration in relation to customers, clients, staff and investors. While none

specifically mention the emergence of  the ‘political consumer’, this may be implicit.

Further research is required to understand how enterprises and organisations understand

this term and the impact is has on their organisational plans and practices.

 

 The case studies confirm that the drive to retain highly skilled staff is an important

influence on organisational practices. Drawing on the work of Carnoy et al (1997),

Frederiksen and Westphalen (1998) note that in the shift to a more flexible workforce

middle and lower level workers may seek more job security than firms want to give,

while highly-skilled workers may want less than is optimal for the firms. Consequently,

firms will make attempts to retain highly-skilled workers, for instance through

compensation and training schemes. For most of the case study organisations, becoming
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‘the employer of choice’ in the industry is an important objective, associated with the

recruitment and retention of staff. They report the implementation of a variety of

measures to assist in the achievement of this goal including, but do not emphasise,

remuneration. Many organisations acknowledge a growing importance to workers of

other considerations, such as opportunities for professional and personal development,

for leisure and for involvement in the broader community outside work.

 

 Table 2 below indicates some examples of the many initiatives being implemented by

the case study organisations toward becoming ‘employer of choice’ in the industry.

 

 Table 2: Initiatives in support of the objective to become ‘employer of choice’:

some examples* from the case studies

 

 Organisation  Initiatives

 AMP  Postgraduate education opportunities in

conjunction with a university.

 Lend Lease  Workplace re-oganisation to bring

together the ‘personal’ and the

professional. Opportunities for community

involvement. Personal and professional

development.

 Morgan and Banks  Professional development opportunities. A

non-hierarchical organisation of work.

 *Selected at random for reporting the results.

 

 Frederiksen and Westphalen (1998) note that at the micro level the development of

human resource reporting is linked to perspectives on its potential use. For internal use

it can be considered a management tool and for external use, a tool for ‘profiling the

organisation’ - for projecting a particular image. Table 3 indicates some of the reasons

often given by organisations for developing human resource reporting some are for

internal use only, some for only external use, but several which are for both internal and

external purposes:
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 Table 3: Reasons for developing human resource reporting
 

 Internal only  External and internal  External only

• To improve human

resource management.

 

• To overcome problems

arising from the

valuation of intangible

assets.

• To overcome the

difficulties in providing

sufficient information

to investors in

traditional balance

sheets.

• To focus on employees

as assets

• To redistribute social

responsibilities between

the public and the

private sectors.

• To profile the enterprise

and improve its image.

• To retain qualified

labour force.

• To attract future

employees.

 source: Frederiksen and Westphalen 1998, p 8.

 

 Broadly, the evidence of the case studies, though limited, indicates that the same types

of reasons may be influencing Australian enterprises and organisations toward a

stronger focus on Intellectual Capital. However, because reporting is still only at a

preliminary or developmental stage, these reasons have not yet been fully validated in

practice. Rather, they can be described as ‘objectives’, marking the potential outcomes

and benefits that enterprises and organisations aim to achieve from the implementation

of reporting measures.

 

 Drawing on the case study material, and utilising the framework adopted by Frederiksen

and Westphalen (1998) of internal, external and both internal and external, Table 4

indicates the range of these objectives. Internal objectives are connected with issues of

human resource management. They encompass the identification of skills and skill gaps

and the appropriate allocation and use of these skills by and within the organisation.

External objectives reflect the aim of the organisation to project a particular image in

order to attract new business, investors (and investment), customers and clients. Internal

and External objectives are more of a mixed bag. Some reflect the existence of

disagreements in relation to the value of human resources and investments in human
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resource development.  In this regard, human resource reports are seen as a political tool

for use by those who recognise the value and role of Intellectual Capital to convince

others, both within and outside the organisation, of the links between human resources

and financial success. Other objectives indicate that the image the organisation projects

is important for internal as well as external purposes, such as in retaining existing staff

as well as attracting new staff.

 

 Table 4: Objectives of  human resource reporting. Some indications from
Australian case studies
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 Internal  Internal and External  External

• To improve human resource

management:

á Identifying the range of

skills, competencies and

expertise available

within  the organisation.

á Identifying the most

appropriate person/s for

particular tasks.

á Assisting in putting

together teams of staff

for particular projects.

á Revealing gaps in skills

and competence in the

organisation.

á Clarifying roles in the

organisation,

including roles as

‘knowledge brokers’.

á Assisting in planning

for career progression,

succession, training or

development and

knowledge

management.

• To indicate human resources

as an asset in order:

á To attract and support

investment in the

organisation.

á To convince investors

and other staff of the

value of human

resources.

• To provide information

indicating:

á the links between

human resource

interventions and

financial results.

á the returns on

investments in training

and development.

To present an image of the

company that will attract new

staff and increase the retention of

existing staff.

• To provide information to

investors and potential

investors about the

capabilities of the

organisation.

• To present an image of the

company as capable and

competent:

á To attract targeted and new

customers and clients.

á To attract new business.

• To keep up with

competitors.

Comparing this classification with Table 3 exposes differences which may reflect the

ways in which organisations describe and present their reasons and objectives for

human resource reporting.  In Table 4, objectives relating to the presentation of human

resources as an asset are indicated in the ‘external and internal’ column. This contrasts

with Table 3, in which similar reasons are listed as ‘internal’, but is consistent with an

indication by Australian case study organisations that a focus on employees as an asset

is important for both the internal purposes of resource and investment allocation and for

the external purposes of supporting investment. A shift in the objective relating to

retention of staff has a similar rationale,  reflecting that Australian organisations view an

emphasis on staff retention as an image-enhancing initiative for external purposes, such
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as attracting new staff, as well as an internal objective related to maintaining the level of

skills and capabilities.

An important consideration emerging from the Australian case studies is that depending

on the local context of the organisation, the nature of its business, its history and culture

and its strategic goals and plans, the number and mix of objectives, and the emphasis

given to particular objectives, may vary.  A more important external use of Intellectual

Capital reports is to present an image of the organisation that will support employee

recruitment, particularly the recruitment of young people to its rural plants. Similarly, as

an organisation in the public sector, Community Services, South Gippsland is also not

concerned about investment, but indicates that statements of its Intellectual Capital will

help in projecting an image of the organisation as capable and competent that will assist

in winning further business. Given the small number of case studies, however, it is not

possible to draw any firm conclusions about the relationship between objectives and

organisational characteristics. This would require much further research.

Where Frederiksen and Westphalen (1998) indicate that the development of human

resource reporting is related to its role in the re-distribution of responsibilities from the

public to the private sector, no similar indications emerge from the case studies. This

does not mean that this objective does not exist, but merely that it is not considered by

the case study organisations. Research which included governments, government bodies

and some other social groups might yield a different result.

Within the European Union local and international industrial networks and union

leaders argue that enterprises and organisations should be seen as an integral part of

society and thus accept their share of responsibility (Frederiksen and Westphalen 1998).

They also indicate that this has contributed to pressure on the private sector to ‘monitor,

measure and report on’ their human resources. The case studies indicate that some

enterprises and organisations already have a commitment to the personal as well as to

the professional welfare and development of their staff,  which suggests an acceptance

of some social responsibility, particularly where it supports the work of staff members,

If you get their life right, they’ll work better
- Manager
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...a balanced approach to the management of our business, ensuring our people
are happy and ...we have the right skills...

- HR Manager

Section Two: reporting human resources

Although each case study organisation was chosen because it indicated an innovative

approach to Human Capital, overall few have yet implemented systems and processes

for measuring and reporting human resources beyond record-keeping systems for

financial information such as pay and superannuation.

All organisations made very positive and supportive statements in their annual reports,

other published documents, and in case study interviews, about the value of the skills

and knowledge of their staff to their success and several indicated the importance of

providing a more formal and systematic indication of this:

...there must be some other way of telling everyone how great our people are
and how wonderful our training is and how indispensible we are...

- Manager

 we’ve got to demonstrate that these HR inteventions have a direct link to this
level of profitability...

                - HR Manager

Nevertheless, none of the case study organisations have fully implemented the use of

tools for more formal reporting, although some partial implementation is indicated and

several report progress toward a more comprehensive application. Tools in use or being

investigated include:

Table 5: Reporting Intellectual Capital

Reporting Tool Users

• Balanced Scorecard • AMP (internal use)

• Intangible Asset Monitor • Community Services, South Gippsland
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Shire Council (for internal and external

use)

Hitachi Data Systems (investigating)

• Other:

• Netmapping

• revised mgt/personnel systems

• staff surveys

• skills databases

 

 

 Fletcher Challenge

 Food processing company

 AMP,

 Community Services South Gippsland,

Hitachi Data Systems.

 

 The construction of skills databases reflects the importance to the organisations of

internal objectives in relation to human resource management and development:

matching skills to tasks, bringing people with different skills together to undertake

particular projects, identifying skill gaps to guide staff recruitment and training and

development. Several organisations indicated that the collection of information for the

databases had brought to light skills that they did not know existed among their

employees, such as language skills:

 
 ...these kinds of skills, we just don’t know we have...
 - HR Manager.

 In constructing skills databases, information had been sought not only about

qualifications and work skills, but also in relation to aptitudes and behaviours, utilising

psychometric testing.

 

 Why is human resource reporting still at such a preliminary level? Three main reasons

emerge from the case studies:

 a) Knowledge dissemination

 The stories case study organisations tell about how and why they become aware of the

value of their Intellectual Capital and begin to consider how (and for what purposes) it

might be recorded and reported reveal the important role of an individual, or group of

individuals, within the organisation. Some of these individuals experience an ‘a ha’

reaction when exposed to the idea for the first time,  but this exposure often occurs only
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by chance such as through a magazine article, a conference paper, or a discussion with

someone from another organisation.

 

 These individuals or groups may try to drive development of the idea within the

organisation, attempting to gather support by indicating the potential to explain what is

and to guide decisions about what could be. However, there is no certainty that they will

reach those who would be most effective in disseminating ideas and information, or

those who would be likely to implement or use the reports. The lines of communication

between those ‘who know’ and those ‘who don’t’ may be weak or long, so that

information moves from one point to another only very slowly - or only in part.

 b) Internal priorities

 Enterprises and organisations facing many challenges may choose to direct their efforts

in another direction and thus accord human resource reporting a lower priority than

some other initiatives, including other Intellectual Capital initiatives. Hitachi Data

Systems, for instance, began an investigation of the implementation of an Intangible

Asset Monitor but has since postponed this work to concentrate on other areas of

development.

 

 c) Promotion and implementation difficulties

 Case study interviews reveal that some difficulties are encountered by those seeking to

promote or implement new approaches to Intellectual Capital.  These difficulties arise

from:

 

• entrenched cultures and practices which support the domination of financial matters

and counter the inclusion of other types of measures

• attitudes that see the measurement of Intellectual Capital as ‘fadism’, or ‘overly-

scientific’

• territorialism in organisations structured into divisions that limit cross-divisional

initiatives

• problems in identifying appropriate systems and tools and

• a lack of skills in using systems and tools.

However, some factors that assist promotion and implementation are also identified:
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• changes in organisational leadership that mark a break in cultures and practices and

enable the spread of new ideas, values and ways of doing things

• leadership - ie support from senior levels within the organisation

• simulation activities that enable the development of ideas and skills in an artificial

environment

...Suddenly they could see that what they’d always been saying - that their people were
important - suddenly they could see why they were important and how that was having
an impact on what they were doing and on their results...

-Manager

• outside expertise assisting in identifying problems and needs and designing solutions.

 

 In spite of these difficulties, there are signs to indicate that future research may reveal a

different picture of practice, for reporting appears likely to become more formal,

detailed and widespread in the future. Several of the case study organisations are

considering, or are setting up, new systems to improve their recording, measuring and

reporting of Intellectual Capital. This is occurring largely on a project basis. At Fletcher

Challenge, a netmapping project, indicating the knowledge relationships between

different staff and groups has been undertaken withiin one mill site and initially has

concentrated on senior staff. The success of this project is now feeding into Intellectual

Capital initiatives in other parts of the organisation.

 

 5. Impact and Implications

 Previous research has indicated that the measuring and reporting of human resources

can have an impact on decision-making. Gul (1984) found that information about

human resources can be useful for decision-making where it is relevant, improves the

quality of the information available overall and reduces uncertainty. More recent

research by Johanson and Nilson (1996) has found that this information can change

decisions by making more obvious connections between human resources and financial

results. The objectives of the case study organisations  for human resource reporting

(listed in Table 4) in moving toward more formal reporting of their Intellectual Capital

show that an impact on decision-making is expected and sought both within the
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organisation (eg in relation to human resource management) and outside the

organisation (among investors, clients/ customers and potential employees).

 

 In spite of the preliminary level of reporting of Intellectual Capital by the case study

organisations, some impact on decision-making has already occurred, notably with

positive outcomes:

 

• In two cases improved information about Intellectual Capital has been

influential in convincing senior Managers and/or the Board of the need for

new initiatives and further investments in the human resources area.

 

• Benefits were reported from better matches of people, skills and tasks

including rises in quality, in productivity and efficiency, in satisfaction

among customers/clients and staff.

 

• In one organisation, improved information about human resources

identifying staff who fulfil a role as key knowledge brokers has led to

changes in plans for staff separations. Previous decisions to offer redundancy

or early retirement to several staff members were altered when their value to

the organisation was made clear. Strategies were subsequently implemented

to enable more effective communication and use of the knowledge of these

staff.

 

 These instances indicate the potential of improved human resource reporting to affect

decisions and to produce benefits within and outside the organisation implementing it.

As implementation strengthens further impacts may become evident.

 

 In Australia, investments in training and development have traditionally been reported

as a cost, rather than as an investment, even where firms and organisations rely heavily

on the their staff to generate earnings and growth. Thus there is a tendency for

enterprises to under-invest in this area and to rely instead on the public sector to support

the required levels of education and training. The potential for human resource reporting

to change these practices and attitudes and to offer a new basis for private support for

human resource development is therefore an important consideration.
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 Frederiksen and Westphalen (1998) note that most of the Human Resource Reporting

models being developed in European enterprises focus on human-resource development

rather than on putting figures on Human Capital. While no similar conclusion can be

drawn from the Australian case studies, given the lack of formal reporting to date, it is

clear that the case study organisations, which all recognise and acknowledge the value

and role of their Human Capital, also express strong support for human resource

development and demonstrate support through a variety of initiatives. Their supportive

attitudes and practices are linked primarily to:

 

• a recognition of their growing skill requirements and

• initiatives to ensure they obtain and maintain the required level of skills by

attracting skilled staff, developing the skills of staff, and retaining staff.

The capacity of human resource reporting to demonstrate more clearly the links between

human resources and financial results is seen particularly by interviewees working in

the Human Resources area as offering a means and opportunity to challenge the

thinking that underlies the identification of investments in human resources as a cost.  It

provides a way to demonstrate ‘what they already know’ - the value of people to the

organisation:

...they are looking at our dollar, bottom line...and we had to come up with
another way of proving how valuable we were...

...having the balanced scorecard in place means … an acceptance that at some
level performance in  other areas as well is going to provide for that financial
return...

It thus also supports an increase in investments in training and development:

...now the Board says ‘you haven’t got enough training dollars in the
budget’..they’re pushing us to do more training...

Several of the case study organisations emphasise characteristics and behaviours when

they recruit new staff, rather than skills, on the grounds that skills can be learned while
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attributes that do not already exist cannot be developed. This approach entails a strong

role for human resource development in ensuring that staff acquire the skills they need

to perform the work required of them. It promotes closer links between training and

development and the strategic goals of the organisation and its constituent divisions or

units.

As noted earlier, a majority of the case study organisations provide opportunities for

training and development among a number of  initiatives aimed at increasing retention

of skilled labour. Staff are often able to identify their own training/development needs

and/or choose from a number of alternatives. However, in most cases the level of

support they receive depends on the extent to which the chosen options relate to the

strategic objectives of the organisation, or the unit in which they are working. This

supports the conclusion that even though organisations are concerned to retain staff,

they are also careful about the investments they make in their training and development.

Common to several organisations is an approach to human resource development which

indicates that though support will be provided where the activities contribute to

organisational goals, responsibility for  training and development ultimately rests with

the individual:

you’re responsible for your own career
- HR professional

These case study investigations did not examine the reasons behind this view, which is

open to several different interpretations. It thus remains a subject for further research.

Several organisations were in the course of developing, or had put in place, initiatives

which, through links with education institutions, enable staff to obtain a higher level

qualification through recognition of the skills they use in their work. Contrasting with

these formal arrangements are many informal processes for skill and knowledge

acquisition and development. These include mentoring, the re-organisation of

workplaces, increases in the frequency of staff professional and social meetings and the

construction of ‘teams’ and ‘communities’.  All are aimed at improving staff interaction

and knowledge sharing. In addition, two organisations indicate that they provide
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opportunities for staff to participate in personal development activities such as

community work, counselling, etc.

Together these many initiatives underscore the importance of human resource

development to the case study organisations. Given this demonstrated commitment, it

seems probable that as they implement human resource reporting, training and

development are likely to be among important considerations in their framing of reports.

6. Stakeholder Issues

Frederiksen and Westphalen (1998p34) indicate five groups of stakeholders in human

resource reporting, each with their own set of issues. These are summarised in Table 6

below:

Table 6: major stakeholders and issues in human resource reporting

Governments Trade Unions Investors Enterprises Employees

regulation

social

responsibility

HR

Management

Education and

Training

transferability

work conditions

education and

training

information

HR capacity

future potential

HR

Management

information tool

security

flexibility

influence

training

 (1998) p 34.

An additional number of minor stakeholders are also identified including local

governments, the ‘political consumer’, employers’ associations, sub-contractors,

potential employees and dependants. To these in Australia could be added industry

bodies, non-government organisations, industry training bodies and education and

training institutions and organisations, particularly those providing or shaping work-

related education and training.

The focus of the Australian case studies on enterprises and organisations and the

limitations of the research mean that stakeholder issues have not been investigated or

discussed, except in relation to enterprises and, tangentially, to the individuals they
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employ. Thus only a few comments are offered. Much further research is needed to

uncover the full range of stakeholders and stakeholder issues involved in the

development and implementation of human resource reporting in Australia.

Frederiksen and Westphalen (1998) find that a reason for the development of human

resource reporting is its role in re-distributing social responsibilities from the public to

the private sector. For Australian governments, which continue to provide much of the

funding for education and training, the possibility of shifting some costs to the private

sector presents both an opportunity and a challenge: an opportunity to reduce pressure

on their own funds; and a challenge to find ways to increase the uptake of human

resource reporting.

In considering appropriate action, governments face a number of options, including

regulation and the imposition of additional accountability requirements. However, the

potential for governments themselves to benefit from human resource reporting through

their own role as employers, is substantial and suggests that this may be an appropriate

course of action.  It would give them an opportunity to ‘lead by example’ while

benefiting from outcomes such as improved internal management.

Only one of the organisations selected for the case studies is in the public sector - and at

the level of local, rather than state or federal, government. The decision of this

organisation to implement Intellectual Capital reporting was, to a substantial extent, the

result of changes in the local government sector which forced it to make dramatic

alterations to its attitudes and practices (Compulsory Competitive Tendering of local

government services).  These changes opened up new opportunities, but also forced a

new attention to costing, pricing and the monitoring of performance that has been

assisted by the development of an Intangible Asset Monitor.

Further investigation might uncover if, and why, other governments and government

organisations have been slower to implement human resource reporting. Responses may

also give further clues to the slow take-up by other organisations and enterprises.

In Europe, Frederiksen and Westphalen (1998) indicate that government organisations

are adapting human resource reporting elements to their own reporting practices. Their
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experience in implementing human resource reporting may be able to serve as a

resource for Australian governments, guiding them through some of the issues and

difficulties that are encountered.

Little trade union influence or participation was evident in the case studies. One

organisation indicated union involvement in an Intellectual Capital project, another

commented that negotiations had taken place when working conditions were changed.

The potential for a stronger role is evident in that Frederiksen and Westphalen (1998)

indicate support for human resource reporting from the International Labour

Organisation, based on the view that it attempts ‘to go beyond the economic approach’

(p 27). The ILO has developed information and training materials to assist members in

influencing the development of reporting systems, based on the common interests of

enterprises and employees:

The cornerstone of this strategy is that the employees should be directly involved
in and exert influence on enterprises training and development programmes (p
27).

The emphasis that case study organisations place on attracting and retaining staff

through initiatives combining remuneration, training and development, and pleasant

working environments suggest that human resource reporting provides new

opportunities for trade unions to achieve improved conditions for their members - and a

new role and influence in enterprises.

Decline in the membership and influence of trade unions in Australia has accompanied

decentralisation of industrial relations processes. Noting a similar phenomenon in

Europe, Frederiksen and Westphalen (1998) comment that as a consequence employees

are becoming more directly involved in negotiations and thus

there is a greater need for individual employees to form opinions on new
relations emerging at the enterprise level (p 31).

They note that for individual employees human resource reporting presents both risks

and opportunities. On the one hand, it enables easier identification of staff who do not

meet set performance standards. On the other, it provides employees with ‘an
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instrument’ to improve the ‘work environment, education and training opportunities and

career prospects’ (p 31).

While the Australian case studies provide evidence of the benefits to individuals, such

as improved working conditions and opportunities for training and development, few

‘risks’ are observed. Some organisations report internal difficulties in gaining consensus

about appropriate measures, for instance, resistance to the reporting of salaries. This has

led to negotiations about specific reporting measures.

Failure to observe risks does not mean that they do not exist. Their absence may relate

to the conduct of the research (employees were not interviewed)  any may also reflect

the current low levels of reporting. More risks may emerge as reporting progresses or in

response to further research. However, these risks may be balanced or outweighed by

benefits.

7. Summary and observations

7.1 Objectives of human resource reporting

Case study enterprises and organisations use information about their Human Capital in

two main ways: to project an image that supports a particular view of the organisation;

and to provide information useful in decision-making, particularly in relation to human

resource management.

In using information about Human Capital, three groups of objectives are apparent.

Internal objectives are concerned with improving human resource management and

include the identification of skills and abilities (including skill gaps), the allocation of

people to particular tasks or types of work and training and other forms of development.

Internal and external objectives include demonstrating the links between human

resources and financial results in order to support investment in the organisation and the

allocation of internal investment to the human resource area, attracting and retaining

staff. External objectives include presenting an image of the organisation (eg as capable

and competent) that will attract new or different customers or clients and new or repeat

business.
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The number and mix of objectives, and the emphasis given to particular objectives, may

vary according to organisational characteristics such as history and culture, sector and

industry, strategic goals and plans.

7.2 Extent of reporting

All case study organisations demonstrate recognition and acknowledgment of the value

of their Human Capital to their work and to their financial success in reports or on their

web-sites. However, the number who also measure elements of their Human Capital and

report these measures, either internally or externally, is very small. In addition, where

reporting occurs, it is still at a preliminary stage.

Only one organisation indicate that they use a Balanced Scorecard - for internal

purposes only. One only has an Intangible Asset Monitor (currently in preparation),

while another has investigated but postponed implementation of the IAM, due to other

priorities. A small number are establishing databases of skills or knowledge

relationships or conducting employee or client surveys.

Ongoing work toward the establishment of reporting measures is apparent so that more

extensive reporting is anticipated in the near future.

7.3 Impact and implications of reporting

The range of objectives reported by the case study organisations in relation to human

resource reporting indicate that an impact on decision-making within and outside the

organisations is both sought and expected as improved information about Human

Capital becomes available. Within the organisation, the areas of Human Resource

Management and Development are both expected to benefit substantially as the links

between financial results and human resources become clearer. Outside the organisation

there is expected to be an impact on the decisions of investors, clients/customers and

potential staff as a new image of the organisation is projected.

Even though reporting is currently at a preliminary stage, some impacts are already

reported. These impacts are identified as having produced positive outcomes. Increased

support from senior management for training and development is noted by at least one
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organisation. Several report improved efficiency and productivity through more

informed human resource management, including the identification of people who act as

‘knowledge brokers’ and the better matching of people, skills and tasks.  Skills which

were not formerly known to exist within organisations have come to light and the

identification of skill gaps has enabled improved targeting of training and development.

Surveys have shown increased levels of satisfaction among clients/customers and staff.

7.4 Why so little reporting?

Many reasons account for the comparative lack of human resource reporting observed in

the case study organisations. Lack of skills is an important factor exacerbated by

difficulties in disseminating knowledge about ideas and ways of reporting and using

reports. Conflicting internal priorities are also important. Most of the organisations have

faced many challenges over recent years in responding to the imperatives of changing

markets and staff expectations. Some have chosen to expend effort in other directions.

Those who have attempted to encourage a more systematic approach to the

measurement and reporting of Human Capital have often come up against entrenched

attitudes and practices, particularly the domination of financial matters. They have faced

the cynicism of those who regard human resource reporting as ‘fadism’ and ‘overly-

scientific’.

7.5 Stakeholders and stakeholder issues

Though the case studies did not set out to identify the range of stakeholders, or

stakeholder issues other than those relating to enterprises, it is clear that the progress of

human resource reporting both depends on, and affects, a broad range of such

stakeholders.

Enterprises and organisations implementing human resource reporting are arguably the

primary stakeholders, but others include: individual employees, trade unions and

governments. Employer and industry bodies and industry training bodies also are

affected and could have an influential role in further developments.

European research has shown that human resource reporting is considered as a useful

tool in shifting social responsibilities from the public to the private sector. In Australia
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this potential has not been investigated, but might offer both opportunities and

challenges to governments which seek to reduce pressure on public funds.

For trade unions and for individual employees, human resource reporting may offer a

way to progress the improvement of working conditions, including opportunities for

training and development. However, there may also be risks in exposing new sorts of

information.

7.6 What next?

The case studies point to many unresolved issues and questions in relation to human

resource reporting that provide a foundation for further research. Given the existing low

level of reporting the full range of benefits, and potential benefits, as well as any

disadvantages, is unclear. As implementation of reporting progresses it may become

possible to observe these more clearly – and to use this information to assist other

enterprises and organisations.

The case studies did not address questions about differences in reporting experience by

sector, by industry and size of enterprise or organisation. These may be important –

particularly if implementation of reporting proves to be costly. At what point, and in

what circumstances will the benefits outweigh the costs?

As noted above, further attention is warranted to stakeholder issues. Who are the

stakeholders? What concerns do they have? What is the extent and nature of their

influence and what might be its impact?

The links between human resource reporting and training and development also require

further attention, particularly as reporting develops further. What difference does

reporting make, and how, to decisions about training and development? What sort of

training and development is favoured? Who receives it?

The case studies also demonstrate that there is both a need and a capacity for action in

disseminating knowledge about human resource reporting and in promoting the skills it
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demands. Much also remains to be done to challenge the domination of financial

reporting.
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Section Six: Case study reports

Table 6: summary of case study findings in relations to Human Capital

HR objectives

(general)

HR objectives

(reporting IC)

Reporting

systems/processes

Difficulties Assists HRD Benefits identified

AMP Employer of

choice

Staff recruitment

and retention

Knowledge

management.

Balanced scorecard

Employee surveys

New CEO,

changed business

direction.

Responsibility for

your own career

Targeted training

and development

agreed in annual

performance

agreements.

RPL,

Internal and

external training

Increases in

employee

satisfaction

Community

services

SGSC

Efficient, effective

use of  people and

skills.

To indicate the

value of HR

HR Management

Intangible Asset

Monitor

Attitude/satisfactio

n surveys.

Skills database.

Lack of skills

Culture and

attitudes

Simulations

Change in mgt,

support from

senior mgt.

Targeted to

business strategy

Personal develpmt

Efficiency,

productivity, skills,

confidence.

Informed decisions

Support for HRD

Fletcher Workers to have Identify knowledge Mapping of Change in senior Mentoring/buddy Information for
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Challenge the knowledge

needed to perform

their work.

relationships,

brokers.

knowledge

relationships.

Database of

‘knowledge pool’.

mgt.

Support from

senior mgt.

systems,

knowledge-sharing

groups

decision-making.

Hitachi Data

Systems

Resource

utilisation

Staff retention

Identify skills

Measure employee

satisfaction

Skills database,

Intangible Asset

Monitor (not

implemented)

Integration of

Aus’n and

international

processes

Internal

sponsorship,

simulations

Mentoring, internal

and external

training

HR objectives

(general)

HR objectives

(reporting IC)

Reporting

systems/processes

Difficulties Assists HRD Benefits identified

LendLease Employer of

choice

Staff retention

Knowledge-

sharing

Identify Human

Capital

Investment

HR Management

Support from

senior levels

Openness to

innovation.

‘Manage your own

career’.

Mentoring,

internal and

external training,

knowledge

sharing, personal

development,

community

involvement, non-

Information for

decision-making.
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hierarchical

workplace

organisation,

Morgan and

Banks

Staff recruitment

and retention.

Employer of

choice.

Knowledge sharing

Investment

.

Changed business

focus

Increasing use of

technology

Individual career

responsibility

Mentoring,

shadowing

internal and

external training

non-hierarchical

workplace

organisation, team

meetings.



Appendix 4: Detailed Case Studies

AMP LIMITED

BACKGROUND

AMP (Australian Mutual Provident Society) Limited is one of the world’s leading

financial services businesses providing around seven million customers world-wide

with wealth creation and asset protection products and services.  AMP has been the

largest life insurer in Australia and one of the largest in NZ, for most of the last century

and is a major provider of superannuation, life insurance, insurance, pensions and other

financial services.   AMP has a significant presence in the UK through Pearl, London

Life, Virgin Direct and Henderson.

AMP (Australian Mutual Provident) Society converted to a shareholder owned company

on 1 Jan 1998 and renamed to AMP Life Limited, whose ultimate parent company is

AMP Limited.  In 1998 AMP Limited acquired the British funds management group

Henderson and also obtained a banking licence in Australia.

EXTERNAL CAPITAL

AMP has expanded its operation into additional markets and internationally over the

past couple of years.  Its expansion has grown its customer base as well as significantly

increasing the funds under management to well over $200 billion.  AMP’s main growth

strategy has been acquisition, however the expansion into banking has opened a new set

of customer opportunities.

In the External Capital area, AMP states its main strengths are brand names, customers,

financial strength and its size.  Branding includes such events as the Olympics, Bathurst,

Grand Prix, Cricket, and geographically recognised corporate names such as Virgin

Direct, Pearl, Henderson, and GIO.
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HUMAN CAPITAL

Staffing and Skills

AMP’s view of and approach to Human Resources has changed over the past three

years due to an increasing recognition of the value and importance to the company of

the skills and abilities of its employees. The organisation now aims to become the

‘employer of choice’ in the field and to ‘attract and retain’ the ‘best people’. AMP’s

Annual Report for 1998 notes that ‘people are the key to delivering shareholder value’.

To attract and retain staff, the company offers incentives to employment: rewards for

effort and performance; opportunities for training and development; and ‘family-

friendly’ conditions (for which the company has won a major award). An important

indicator of the relationship of AMP employees to the company is that almost half

(49%) are also shareholders. The company also surveys its employees to determine their

satisfaction levels. These surveys have shown increases in recent years.

Within AMP, a Balanced Scorecards is used for internal management purposes; the

extent of human resource reporting depends on the requirements of the business unit

concerned and does not necessarily have a knowledge management focus. Peoplesoft is

used for maintaining HR records.

In recent years the diversification of AMP’s business has been reflected in a greater

emphasis on diversity in the employee profile. Staffs have been sought from non-

traditional (including non-financial services) backgrounds. ‘Diversity, different

experiences and ideas’ are valued in a work environment that is team-based.

The recruitment of graduates is an important staffing initiative and reflects the

company’s view that graduates ‘bring a wider perspective to operations’ through their

ability ‘to see beyond daily tasks and problems’ and to use their initiative. A ‘Graduate

program’ - recruits recent or near graduates into specific vacancies and offers them (and

existing staff) opportunities to further develop skills and careers through several
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different means. While offering support and opportunities, the company makes it clear

that the development of careers is the responsibility of the staff member.

Annual performance agreements between each staff member and her or his manager

identify existing and required skills and set out training and development to be

undertaken in the following year. These performance agreements are complementary to

the organisation’s strategic plans. Support can be gained for many forms of training and

development that meet the needs of the employee and the company’s strategic goals.

A new training initiative is the development of an ‘Applied Business Program’ in

conjunction with the University of Technology, Sydney. This modular program, which

is linked to AMP’s business strategies through the individual employee’s performance

agreement and the work they perform, allows employees to qualify for awards including

a graduate certificate, diploma and masters degree through recognition of work-based

learning. Some formal coursework may be included in order to complete the

university’s requirements.

INTERNAL CAPITAL

The amalgamation of the internal systems has been a focus of AMP over the past

several years.  As well as developing an Internet and Intranet for improving internal and

external communication, AMP has sought to develop Communities of Practice

surrounding the implementation of various new systems, including a group focused on

the global implementation of the PeopleSoft application.  Each Centre of Excellence

includes a cross section of employees with various experience levels designed to

embrace and develop a knowledge sharing culture.

OBSERVATIONS

AMP’s recognition of Intellectual Capital is embryonic, but gaining significant

momentum.  AMP has openly recognised that people are important and the basis of

their future relationships with customers.  Several Human Capital initiatives have been
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designed to attract and retain key employees and ensure that AMP becomes an

‘employer of choice’.  Regarding Internal Capital, AMP is investing in the

standardisation of many systems and is in the process of defining the required

infrastructure to support the Knowledge Management/Information Management data

requirements.  The development of Centres of Excellence and Communities of Practice

will promote knowledge sharing and address project based activities and resourcing.

(Q4C) COMMUNITY SERVICES: SOUTH GIPPSLAND SHIRE

COUNCIL

BACKGROUND

South Gippsland Shire Council is a local government in a rural area in Victoria.  Since

the mid 1990s, the operations of the Council have been substantially affected by

legislation imposed by the Victorian state government requiring local governments to

put a proportion of all their services to tender, splitting the role of the Council as a

provider of services from its roleas manager of service providers. This propelled former

divisions of the Council to reform in order to be able to bid for the work put to tender .

(Q4C) Community Services was a former department that succeeded in winning three

contracts from Council. Its preparation of .successful bids required learning new

management, accounting and reporting skills to support existing extensive skills in

service delivery.

Initially contracts were awarded for three years on price and capability. These contracts

are now approaching their conclusion and a second round of bids is in preparation.

(Q4C) Community Services hopes to influence the criteria in this round to a greater

focus on intangible assets, particularly image, and competency, in addition to price. Its

business plan includes actions to improve its image ‘and competency beyond that of its

competitors.’ This has a number of elements: more efficient internal management; better

relationships with staff and customers; building the capabilities of staff; innovative

solutions to service delivery..
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Strategy

The strategy adopted by (Q4C) Community Services senior management, based on a

focus associated with Intellectual Capital, was led by the introduction of IC concepts

through a learning exercise, Tango, run shortly after the winning of the competitive

tender to provide services to the shire.  The exercise demonstrated that (Q4C)

Community Services needed to invest in the implementation of various business

systems to strengthen Internal Capital, and support Human Capital requirements.  Over

the course of time and as efficiency improvements were realised (Q4C) Community

Services is looking to broaden their management techniques by the implementation of

an Intangible Asset Monitor.  The use of the monitor will help to prove the value of the

Intellectual Capital to the Board and Council as well as establish business indicators of

best practice.

The implementation of the monitor was approved in 1998 and a project is underway to

gather the information to use by the end of the current fiscal year, June 30, 1999. The

following illustrates some of the items and structure of the IAM being developed:

Local Government (Sth Gippsland) (Q4C) Community Services Monitor.

Indicators for: Intangible Assets

External

Structure

Internal

Structure

Individual

Competence

Growth Growth in hours

of care

$ spent on:

• quality

assurance

• software

development

$ spent/Total

revenues

 Level of

qualification

attained to

perform job.

Renewal Growth in private

work

Hours

New service

hours/Total

hours

Prof

development

days per person

Efficiency Market share

-local

-regional

Hours/total

hours

Admin

hours/total paid

hours

Hours sold/Total

hours paid
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Stability Satisfaction

survey index

# of complaints

Support staff

turnover

Support staff

attitudes

 attitude survey

EXTERNAL CAPITAL

Initially the list of services provided to the client were rigidly based on the requirements

of the tender and the type of services being tendered.  Throughout the initial 3 year term

of the contract, (Q4C) Community Services has placed a great deal of importance on the

‘quality’ delivery of the services it provides.  Combining the focus on quality, delivery

and efficiency improvements in Human Capital, (Q4C) Community Services has

attained a good reputation in the community, so much so that it has been requested to

bid for specific new work, such as school crossing services and an immunisation

program. With the implementation of the Intangible Asset Monitor, (Q4C) Community

Services will be able to communicate growth associated with new business, growth in

the renewal of current offerings, as well as a satisfaction index describing how the

services were received.

These activities are measured and reported through a variety of means.  These include

• Annual customer satisfaction surveys.

• Monthly reporting of financial and non-financial indicators.

• Monthly reporting of Key Performance Indicators including hours of service

delivery.

• Monthly reporting on private works hours of service.

HUMAN CAPITAL

Skills and Staffing

(Q4C) Community Services employs 85 staff. All but seven work in the field, covering

an area of 3280 square km and all the services provided are heavily dependent on

human resources. Consequently, 60 per cent of all costs incurred are labour costs.

(Q4C) Community Services has ‘always regarded people as important’, but the new

emphasis on intangible assets has ‘confirmed this’ and brought ‘a new perspective’.
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Particularly important has been the linking of the ‘fuzzy’ and the ‘financial’, enabling

the financial value of staff to become apparent. This has increased appreciation of the

‘value of training staff’ to the extent that the Board (which oversees the in-house

contractors) is now suggesting Business Units invest in training.

(Q4C) Community Services has adopted a business strategy that incorporates training

and development as a means of creating a ‘bank of competency’, that can be called on

as required to meet any new strategic direction or contracting opportunity. . Through

training (Q4C) Community Services is trying to ‘raise the competency level of staff.’to

improve service delivery, to increase multi-skilling and therefore flexibility in the

allocation of staff to particular tasks, to expand capabilities in order to provide a secure

foundation for existing work and to increase opportunities for new work. A further

consideration is the need to ensure that competencies are retained when staff leave. This

is facilitated by networking, informal gatherings, formal meetings and social interaction.

All new staff complete an in-house induction program. Subsequently staff identify their

own training needs with management and appropriate training courses are offered where

the budget allows and the training fits with the organisational strategy plans. Training is

supported where it can be integrated to the overall business plan and offers internal

benefits in capabilities, image or reputation. All staff receive individual performance

appraisals and are eligible for personal development training and counselling. A

database of skills is maintained together with a spreadsheet of training completed.  This

provides a management tool to enhance service delivery and attract new business.

The development of the (Q4C) Community Services brand (Q4C – Quality,

Comprehensive, Creative Community Care) has promoted a significant cultural change

in the organisation, from Council department to service provider in its own right.

Through induction and training, staff ‘live the brand’ (ie ‘walk the talk’).

With better information such as key performance indicators it has become possible to

manage resources better and to drive down costs ‘without losing the human.element’,

such as by identifying ‘who’s best for the job’ in a particular circumstance. Improved

relationships with staff have been  reflected in annual employee opinion surveys, the
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realisation of a productivity gain of 12 per cent and  (Q4C) Community Services has

become a sought-after employer.

INTERNAL CAPITAL

When (Q4C) Community Services won the Council tender it had limited internal

systems and set about developing systems to meet contract requirements and develop

management tools.. In the first year (Q4C) Community Services invested in the creation

of:

• a skills/competency database

• staff induction program

• financial management systems and reporting

•  key performance indicators

• Internet/Intranet communication vehicle

• Standardised and documented policies and procedures

As a result of the imperative to develop internal systems, (Q4C) Community Services

became aware of the value.of its intangible assets. In setting up measurement systems it

thus incorporated an Intangible Asset Monitor. Using this Intangible Asset Monitor,

(Q4C) Community Services will communicate expenditure, depreciation, and the

efficiency of its infrastructure; monitor efficiency and capability; and have information

relevant and useful in management and strategic planning.

The Intangible Asset Monitor will assist in strategic planning by aligning client targets

with individual competencies and internal structural requirements. By focussing on the

value, rather than the cost of intangible assets it enables staff to see themselves as

‘revenues’, and their contribution as ‘business value’/’market value’.

Observations

(Q4C) Community Services is past the experimental stage of developing Intellectual

Capital awareness and is currently in a phased implementation and ongoing

development of each of the Capital structures.  (Q4C) Community Services is preparing

to implement measurement systems, expected to commence from the 30th of June 1999.
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Within the organisation, Intellectual Capital has become a new management paradigm

that has enabled a focus on key efficiency and effectiveness measures that sustain

corporate viability.  With the implementation of the Intangible Asset Monitor, (Q4C)

Community Services will be able to communicate these measures publicly or privately

and more clearly articulate the value and capability of the organisation.

The focus on Intellectual Capital among management and staff has been a significant

factor in the development of this organisation, which has become more ‘innovative’ and

‘smarter about how to do things’. Community Services is driving further development

and use of Intellectual Capital measures by using the language of Intellectual Capital in

educating the Board, Council and management teams in other business units.

Within Community services, Intellectual Capital measures are increasingly being used

to aid management decisions regarding tendering and new business opportunities.

However, it is important to note that strategic development of  its Intangible Assets and

Intangible Asset Monitor has occurred in conjunction with financial performance.

Financial performance has consistently exceeded the tender assumptions and annual

budget expectations. This demonstrates that financial and non-financial (intangible)

assets can be managed simultaneously to achieve improved business results.

FLETCHER CHALLENGE PAPER

BACKGROUND

Fletcher Challenge Limited is a New Zealand based international company with

operations in Building, Energy, Forests and Paper. Targeted shares representing each

division are listed on the New Zealand, New York and Australian stock exchanges.

These businesses produce goods which are marketed in more than 50 countries, with

sales of NZ$3.6 billion for the year ended 30 June 1998. At that date, the total Group

had an asset base of over NZ$8.2 billion.

Fletcher Challenge Paper is a leading manufacturer of communications papers and

specialty pulps.   Its major operations are in Australia, Brazil, Canada, Chile and New
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Zealand.  Major initiatives in the area of Intellectual Capital improvements were

founded within the Information Services group in New Zealand which are associated

with the Tasman Pulp and Paper Mill, one of three major plants in the region.

STRATEGY

Fletcher Challenge has developed an awareness of and interest in Intellectual Capital

since 1997. Interest and activity has been driven by an Information Systems perspective

that has focused on Knowledge as a key resource and Knowledge Management as a

‘new business science’. Interest in Intellectual Capital and Knowledge was gained

through various external seminars and forums.  At one of these forums a company,

Netmap, demonstrated a tool designed to identify knowledge resources through a the

implementation of a simple survey questionnaire.  An Intellectual Capital project was

undertaken and outcomes were presented to senior management and the board of

directors.  The objective of the original project was to identify knowledge resources that

through improved communications could improve efficiency and productivity.  At the

time the project was initiated, management measurements were derived from the overall

production performance of the plants operations.  Metrics that measured specific outputs

linking plant operations, availability (24-hour operations), and profitability were

accepted practice.

EXTERNAL CAPITAL

The External Capital market for Fletcher Challenge Paper is well defined. Expansion in

the market is difficult as the user community for bulk paper is small.  Efficiency in plant

operations, through streamlining processes and maintaining a just-in-time supply chain

inventory that supports the 24-hour operations of the plant, is the major focus of the

initial Intellectual Capital project.  Any output that reduces fixed costs may produce

competitive advantage, thus supporting an increase in External Capital market potential.

HUMAN CAPITAL

Staffing and Skills

The focus on knowledge adopted by Fletcher Challenge embraces the notion of people

as embodiments of knowledge and therefore impacts directly and indirectly on the

management and development of human resources.
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Within the knowledge-focused strategy, ensuring that all workers have the knowledge

they need to perform their work is an important objective. This means developing

systems, protocols and initiatives to capture the knowledge of workers and promote the

sharing of knowledge among and between them, as well as investing in formal training

and development programs and activities designed to extend knowledge and skills.

Initially the emphasis has been on professional staff - those regarded as ‘knowledge

workers’- but development of the knowledge-strategy has coincided with a shift from a

line to a team-based approach to work requiring new and different skills of staff at all

levels. This has entailed its own set of training imperatives, such as recasting ‘foremen’

as team members and leaders. Teams have taken on responsibility for tasks previously

outside the scope of work undertaken by their individual members, such as hiring new

workers. New knowledge and skill needs flowing from these changes are being taken

into consideration in developing knowledge management and sharing systems and

protocols and training and development activities.

At the mill site, the knowledge-mapping exercise identified staff sought out by others to

assist with problems and questions. In the organisational restructure some of these key

resource people had been identified for redundancy or early retirement. Plans were

changed when the key role of these people was realised. New plans were formulated to

allow the knowledge of these people to be retained within the company.

In addition, the knowledge-mapping project demonstrated knowledge flows and gaps

and some good and some surprisingly poor relationships between sections and

individuals. Based on the results initiatives for sharing and managing knowledge have

been established or are in development, including:

• Providing opportunities for informal knowledge-sharing groups

• Mentoring/buddy systems

• On site internet cafe available to all staff

• Employment of an information resource analyst trained as an internet navigator and

acting as a resource person for staff seeking information

• Development of a site Intranet, incorporating a ‘frequently asked questions’

resource including  ‘Ask an expert’ and ‘How do I?’
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More widely throughout Fletcher Challenge, remuneration schemes are being developed

to incorporate incentives for staff to share their knowledge.

INTERNAL CAPITAL

The aim of the ‘net-mapping’ project was to provide all employees with a logical, user-

friendly, and unified structure for obtaining the knowledge that they need to do their

jobs.  Measures of success of the project were to:

• Identify knowledge centres and knowledge brokers

• Identify patterns of knowledge sharing,

• Put processes in place to capture and share knowledge retained by the knowledge

brokers,

• Assist with the change of individual beliefs that knowledge is power,

• Create a database of the company’s knowledge pool.

The first stage of the project was a survey of management at the mill, based on six

questions covering key value drivers.  Participants were asked to identify key personnel,

either internal or external, whom they went to ‘to improve their knowledge or bounce an

idea’.  Ultimately completed by 295 senior staff or decision makers in the organisation,

the survey focused on:

• Uptime

• Process Efficiency

• Management Capability

• Employee Capability

• Net Mill Return

• Other

Results were entered in database in whichrelationship links were created for each of the

personnel identified.  The new system allowed for business units to visualise their

knowledge relationships with other departments.

The ‘knowledge mapping’ exercise identified a major gap in the general operation of

the plant.  Engineers responsible for the design, operation, and maintenance of the plant
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equipment did not have a knowledge relationship with those responsible for spare parts.

Thus, unavailability of spares (due to consumption and unit-sparing disparities) had

sometimes affected plant operations. The recent creation of cross-functional knowledge

sharing groups has been designed to address this and similar problems.

Fletcher Challenge has appointed a ‘Knowledge Advisory Director’ at the corporate

level who is supported by a ‘Knowledge Advisory Network’. The task of the director is

to develop and manage a significant knowledge capability within the company. This

incorporates:

• identifying knowledge requirements;

• benchmarking  knowledge against international best practice;

• establishing a knowledge management-centred culture;

• codification of knowledge protocols; and

• evaluation of knowledge investments, including investments in human capital.

The major objective is to ‘add value’, including by ensuring that senior management has

access to the best information. Finding new ways to capture and manage knowledge

represents a challenge in an organisational culture that in the past has seen knowledge as

‘power’ and thus to be protected rather than shared.

Observations

The ‘knowledge mapping’ project at the mill initiated a corporate focus on some

benefits associated with Intellectual Capital.  The results captured the attention of senior

management and the Board.  The implementation of the ‘knowledge system’ linked

many attributes of the Internal Capital to the Human Capital structures.  The initial

project has led the organisation to implement a structure and system for all employees,

leading Fletcher Challenge into best practice management of their people and

infrastructure.  By embarking on these knowledge identification and sharing exercises

across their supply chain departments, Fletcher Challenge hopes to improve

significantly its future financial results.

Fletcher Challenge Paper is an excellent example of how a manufacturing environment

can be affected by the implementation of processes surrounding Intellectual Capital

management.  The project is now beyond the experimental stage and progressing with
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further implementation.  New Intellectual Capital measurements are now being

investigated for inclusion in the management decision-making process.
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HITACHI DATA SYSTEMS

Background

Hitachi Data Systems, HDS, is the sales and distribution company of computer products

for Hitachi Limited in Japan.  HDS is a $2 billion company with a wide range of

products and services targeting the IT needs of large enterprises. It’s customer base

consists primarily of large systems users who have standardised their operating

environments on IBM’s System/370 and IBM’s Systems/390® software and extensions,

and are moving to an integrated mainframe and client-server IT architecture.  HDS sells

to all industry segments, especially those with large data processing operations,

including aerospace, banking, energy, government, insurance, manufacturing,

telecommunications, and transportation.

The work associated with developments in Intellectual Capital originated out of the

Australian organisation in attempts to accelerate the shift from a product based business

to a service led customer solution oriented business.  The attention of management was

gained quickly and awareness of the importance of Intellectual Capital received

acceptance in Australasia, Europe, and the Americas.  Several projects were initiated as

a result of an ongoing learning program, Tango, to broaden the awareness and

acceptance.

The company has investigated the implementation of the Intangible Asset Monitor, but

has postponed the project.  The interview contact was selected based on the involvement

in creating the current Knowledge Centre.

Strategy

In 1992 HDS Australia, expanded its operations to include a suite of professional

services that were designed to help clients implement computer solutions including

software, outsourcing, and general operations.  As the business expanded there was a

significant investment in standardising many of the systems, processes, procedures, and

methodologies associated with the implementation of the various services such that the

reusable components could be shared.  In 1996 a level of critical mass was gained
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throughout the services business that practice areas were created thereby strengthening

the resource utilisation and providing a basis for a focus on specific skills as apposed to

general skills.

Intellectual Capital in HDS was initiated through the Training and Organisational

Development group.  In 1997/98, HDS conducted several organisation change seminars,

where a learning tool, Tango, allowed participants to gain an appreciation of the

benefits of managing a company through a focus on Intellectual Capital and Intangible

Assets.  Several projects designed to improve the Internal Capital and External Capital

relationship structures were identified including expansion of External Capital through

the development of a non-direct channel.  Other projects focused on the development of

the Internal Capital surrounding systems that improve timely access to a single source

of information.

EXTERNAL CAPITAL

HDS has acquired most of its current External Capital through a direct sales force.  It

has a customer base that has many of the Fortune 500 companies and has leveraged its

reputation as the list of prestigious client has grown.  It is only recently however,

through the implementation of Oracle worldwide, that it has had a view of who its

customers are and how much renewal business is achieved.

In 1998/99 HDS embarked on expanding its External Capital through non-direct

channels.  Measuring Intellectual Capital would be useful to HDS in evaluating

successful business criteria helping to enable a channel integration strategy by selecting

which customers they wish to solely or jointly maintain, and which channel partners

may bring the most potential in driving new business.

HUMAN CAPITAL

Staffing and Skills

As the business expanded the focus on resource utilisation within the practice areas

strengthened the notion that people were the basis of HDS’ Intellectual Capital and

profitability in the services business.  In order to support the increasing importance on

people and skills acquisition, a HR consultant was retained and linked directly to the

services business in order to implement comprehensive HR practices suitable for a
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potential 400-person organisation.  There were many activities associated with this new

role and a priority list of actions was developed and projects surrounding the creation of

a supporting infrastructure commenced.  This included many projects such as:

• development of a skills database that could capture identified skills and

experience required for future service projects,

• improve staff recruitment practices,

• work to an agreed ratio of employees verses contractors,

• develop experience and ability to have staff work from home,

• develop a staff mentoring program,

• approach clients to share staff to further industry experience,

• measure employee satisfaction,

• develop a communication support structure that supports geographically disperse

personnel.

In 1997 and again in 1998 the Services group experienced immense global growth

doubling its revenues in each year and obtained larger and longer term projects.  Staff

retention and sharing Intellectual Capital became paramount, especially as concentration

on the Y2K millennium bug drained competency resources from the market.  The

reliance on technology to record activity, experiences and communicate with staff again

increased in importance as the Australian based operation competed on a global front.

Many of the systems were developed from local geographies and did not easily

integrate, thus knowledge sharing was initially difficult.

During the growth phase skills were acquired through increases in staff.  Training

played a role in initiating new staff into the organisation through induction programs

and practice specific seminars designed to familiarise staff with project management

requirements, processes, procedures, and methodologies made up much of the

Intellectual Capital of the organisation.

INTERNAL CAPITAL

Systems played an increasingly important role in the capturing, retaining, and

distribution of Intellectual Capital in the organisation, especially as the company

furthered its operations in a people based business.  In 1992, the company had systems

that were designed to support an organisation that was geographically based.  Many

were home grown or extensions of general financial and distribution applications.
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Electronic mail was the prominent communication vehicle around the world, but did not

provide an environment for sharing information other than text messages.  The focus on

systems to improve the global environment required HDS to invest heavily in

improving its technology infrastructure.

• A new financial system that could account in multiple currencies,

• Project management system,

• A consistent worldwide internet based e-mail system,

• A time recording system designed to capture project performance and employee

efficiency,

• A global skills data base,

• Lotus Note database that captured and shared project information that comprised

much of the ongoing services Intellectual Capital,

In 1999 many of the systems were centralised under a corporate group designed to

provide a consistent approach to the capture and distribution of information.  The

infrastructure was coined the Knowledge Centre.  This application allowed global staff

access to a new set of explicit and tacit interchange.  The major web based components

of the systems today include:

• Online customer reference data base,

• Problem reporting and historical search application,

• An electronic forum exchange,

• Virtual meeting application,

• Fully index skills and reference director database.

The key that makes this application more successful than other technologies is that it is

indexed on every word, therefore one can search the entire database and not have to rely

on the document owner to input key descriptions identifying the documents.  In addition

each document has a document owner and the log identifies all documents users.  These

metrics have been useful in the types of information the user community requires to

perform their roles.  The rollout of this application was different from most as it is

intended for use by global staff.  Key personnel were selected and trained in the use of
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the system.  All subsequent information requests identify the source of the information

thereby signalling to the users that information is located in a central source.  At present

the system is regarded as an outstanding success, with clients who have seen the

application, contributing to its validity and importance to a business exchange forum.

OBSERVATIONS

HDS has undergone massive change through restructuring and investment influenced

from many sources.  One of those contributing sources was the recognition that

Intellectual Capital was paramount to the overall success and long term future of the

organisation.  There were significant improvements in the efficiency of staff by

recording and openly communicating the project based activities that embraced the

developing services business.  The integration of systems allowed improved

communication and time to market of information that is required to carry out business

activities in various geographic and global markets.

Awareness of the importance of Intellectual Capital to the organisation was brought

about by organisational change seminars and the learning tool, Tango.  HDS is

investigating the use of Intellectual Capital metrics such as the Intangible Asset

Monitor, and many of the attributes are already collected but not used for decision

making at this point.
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An Enterprise Information and Self-Evaluation Kit:

Introduction

The Symposium has a strong forward-looking perspective. It invites suggestions for

encouraging new attitudes and practices in measuring, reporting and managing

intellectual capital.

One of the key questions to be addressed by the Symposium is: “Can public and private

organisations play a constructive role as catalysts at the national and international level

to encourage and monitor experimentation in measuring and reporting intellectual

capital?” This document outlines a means by which public authorities and private

organisations such as industry associations can play such a role.

A key role for both public authorities and private organisations in modern market

economies is to disseminate important new ideas to enterprises, and to assist them with

the information and tools to implement those ideas in their own settings. In this way the

costs to enterprises are reduced, and ‘best practice’ approaches become quickly and

widely known.

As part of this general strategy, the document outlines the purpose and structure of an

Enterprise Information and Self-Evaluation Kit, and invites feedback on its likely

usefulness and further development.

The need for such a kit became apparent while conducting the enterprise case studies that

form part of Australia’s contribution to the Technical Meeting at the Symposium (There

is no Accounting for Intellectual Capital in Australia by J. Guthrie, R. Petty, F. Ferrier &

R. Wells). During the enterprise visits three things becameevident:

(i) enterprises are generally interested in the ideas behind the better
measuring, reporting and managing of intellectual capital;
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(ii) enterprises often are not aware of what others are doing in this field, or
how their own approaches could be improved; and

(iii) even where enterprises have made progress in managing their intellectual capital,

they lack the tools to evaluate and improve on the steps they have taken.

How might this situation be changed? What steps can be taken to encourage enterprises

and organisations to adopt new attitudes and practices in relation to intellectual capital?

A variety of approaches and activities are possible, each with their own set of merits and

problems. Educational approaches, for instance, could include ‘lighthouse’ organisations

‘leading by example’, demonstrating to others the value and benefits they obtain as a

result. Industry associations could play a major role in disseminating best practice

concerning intellectual capital and providing support services to enterprises in particular

sectors. Expanded provision of formal training in measuring and reporting intellectual

capital is another option. Among regulatory approaches governments could consider

intellectual reporting requirements when setting down accountability measures for use of

public funds.

This document discusses and outlines one educational approach -- an Enterprise

Information and Self-Evaluation Kit designed to promote understanding of the role and

value of intellectual capital in enterprises and organisations, and to increase skills in the

systematic measurement, reporting and managing of intellectual capital.

The Kit outlined in this document is at an early developmental stage. It has drawn heavily

on discussions with enterprises during the Australian case studies. However, before the

Kit is advanced further, there would need to be further consultation with enterprises and

industry bodies to ensure that it would prove useful, and to determine how the material

might be best presented. The Kit must provide realistic solutions to genuine problems

faced by enterprises.
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The document is being provided for the information of Symposium participants, and also

to receive feedback based on international experience.

 (i) Does the attached outline adequately identify the key issues facing enterprises that

wish to extend their involvement in measuring, reporting and managing

intellectual capital?

(ii) How might the draft Enterprise Information and Self-Evaluation Kit be further

developed in terms of both content and the developmental process?

(iii) How would the material be best made available to enterprises e.g. by print, video,

CD ROM, the Internet, and so on?

(iv) What types of support would be necessary for the effective dissemination and

utilisation of an Enterprise Information and Self-Evaluation Kit?

(v) How could the impact of the Kit be monitored and its effectiveness improved?
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Why should we encourage enterprises and organisations to

measure, report and manage their intellectual capital?

Case studies of Australian enterprises and organisations that have a demonstrated

awareness of the value of their intellectual capital found that those who measure and

report their intellectual capital in a systematic form, even only in part, realise some

important benefits. In addition, further benefits are expected to flow from the

strengthening of their efforts.

These benefits and potential benefits include:

• Improvements in information provided to shareholders, supporting investment.

 About the organisation’s full range of assets.

 About the values and culture of the organisation.

 About investments in intangible assets and the returns realised from them.

 

• Increased information to support and guide decision-making.

 About the future - are the knowledge and skills available to support new ventures?

 About organisational structure, eg - is a ‘float’ wise? Will the share price reflect the value

of all assets, tangible and intangible?

 About customer focus - who are ‘the right’ customers?

 About the appropriate image of the organisation to attract the ‘right’ staff and customers

and sufficient investment.

 About employment and working conditions - what skills to seek, how to nurture them,

how to ensure that skills are not ‘lost’ when an employee leaves.

 

• Support and guidance in the management of human resources

 Identifying the skills and capabilities of staff to assist in the allocation of tasks and the

construction of teams for increased efficiency and productivity.
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 Identifying skill gaps and under-utilised skills.

 Investing in training and others forms of human resource development - how much, to

whom, of what kind?

 Identifying people who are a key knowledge resource and guiding the establishment of

processes for knowledge-creation and sharing.

Together these benefits to enterprises and organisations have the potential to contribute to

economic and social well being on a broader scale, particularly if intellectual capital

measurement and reporting is embraced and adopted more widely.

How could an Information and Self-Evaluation Kit help?

Anecdotal evidence about how and why organisations become aware of the value of

intellectual capital and begin to think about how it might be measured, reported and

managed, suggest that at present it happens in an ad-hoc and individualistic manner.

Key individuals in enterprises sometimes experience an ‘a ha’ reaction when exposed to

the idea for the first time. But this exposure often occurs only by chance -- a magazine

article, a conference paper, or a chat with someone from another organisation.

Once ‘converted’ to the ideas underpinning intellectual capital, these individuals or

groups of individuals can drive development of the concept within the organisation,

gathering support as awareness grows of the potential to explain what is and to guide

decisions about what could be. Their influence sometimes also extends beyond the

organisation through networks of contacts and friends, professional associations,

conferences, and so on. The idea is advanced also as competing organisations seek to

emulate or learn from their experience.

While the anecdotal evidence shows that this process can be effective in some cases,

successful take-up and implementation is by no means guaranteed. There is no certainty
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that the people who would be most effective in disseminating ideas and information

about intellectual capital will be exposed to them, nor that those who would be likely to

implement or use intellectual capital information will learn of the systems and techniques

available. It is also a slow process, for the lines of communication between those ‘who

know’ and those ‘who do not’ can be weak and long, so that information moves from one

point to another only very slowly -- or only in part.  High labour mobility can also mean

that the momentum behind intellectual capital measurement, reporting and management

may be lost to the enterprise when key individuals leave.

Thus a more systematic process is called for, targeting those people who would be most

useful and effective in advancing awareness of the value of intellectual capital and the

practice of intellectual capital reporting and management.

Key Tasks for an Information and Self-Evaluation Kit

An information and self-evaluation kit about intellectual capital might make a substantial

contribution to this process. In the short term it could help to formalise and accelerate the

existing slow dissemination process by forming an accessible ‘bank’ of basic, relevant

information that could be drawn on as required and supplemented later as understanding

grows and need requires.

1. The key initial requirement would be to have a range of material that stimulates

enterprises to ask critical questions of themselves:

• How important is intellectual capital to our business?

• Do we have the tools for measuring and managing intellectual capital?

• Do we have the tools for conveying credible information to relevant groups – both

inside and outside the enterprise – on the value of intellectual capital?

2. Once the initial self-evaluation process has identified that the enterprise would benefit

by more systematically measuring, reporting and managing its intellectual capital, the
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next key task would be for the kit to provide a range of options, approaches and

information sources for carrying the ideas forward.

3. The final key task that such a kit would need to perform is to provide enterprises with

the tools to critically evaluate the steps they have taken, and to seek ways to improve

their coverage and effectiveness.

If effectively disseminated and utilised, such a Kit has the potential to:

• increase the likelihood that the ‘right’ people will be exposed to intellectual capital

ideas and practice; and to

• provide additional opportunities for organisations to learn from each other about the

measurement, reporting and use of intellectual capital, and for it to become a standard

part of enterprise activity.

Some Issues to Consider

 

 If it isaccepted that an information and self-evaluation kit could perform a useful role in

disseminating ideas about intellectual capital to and within enterprises, and in helping to

embed best practices within regular enterprise activities there are still a number of issues

that need to be considered.

 

1.  Which organisations and which people to target?

Organisations depend on intellectual capital to varying degrees, according to the ways in

which they are structured, the organisation of their work, and the nature of their business

(eg reference to be added). A question that arises when considering how best to target

placement of the kit is whether, in order to maximise the impact of the information,

dissemination should concentrate initially on those with the least or those with the highest

levels of dependency. Will those with lower levels of dependency be less likely to see the
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value in strengthening their intellectual capital focus? Which organisations would be

most likely to ignore the information? To pass the information on?

Within organisations, the power of individuals to influence change also varies. Is it

possible (or even necessary) to identify who these individuals are when planning

dissemination of the information kit?  Intellectual Capital has strong links to the human

resources area, so that Human Resource and Training Managers may be a good starting

point. However, it may be more effective to ‘place’ the kit at a higher level in the

organisation where its acceptance may lead to stronger and more widespread acceptance

(eg at Board level). It is also necessary to consider the links between intellectual capital

and other divisions such as Sales, or Marketing.

2. Content of the Kit

Organisations operate within different sectors and industries, with different sets of

objectives, concerns and processes. In addition each organisation has its own set of

values and traditions that reflect its history and the individuals who work within it. Thus,

a standardised, generic kit, designed on the basis of ‘one size fits all’ may have only a

limited impact.

Is it possible to design a kit that provides information relevant and useful for all types of

organisations?  Would it be sufficient to ‘tailor’ a generic kit by the addition of

supplementary material with industry-specific content?

3. Presentation

People learn in many different ways: through visual images, reading; sound, through

‘hands on’ activity, or observation.  Consequently, effective teaching uses a variety of

techniques and forms when presenting material. If the objective of the kit is to increase

knowledge and understanding of intellectual capital and skills in using the techniques of

its measurement and reporting as widely as possible, then the form in which the

information is presented is important. Should multiple forms of presentation be used to

ensure that as many people as possible ‘learn’ from the information the kit contains? To
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what extent should textual material be supplemented by tapes, videos, and computer

data? What sort and how many activities should be included?

4. Support

Simple distribution of a kit will not be sufficient to ensure that it is used, or that the

material it contains is learned or understood. Additional support will be necessary if the

information it contains is to lead to real knowledge and understanding that can be put into

effective practice. Support will be necessary to encourage and guide use of the kit; to

answer questions and clarify misunderstandings; to provide information about further

useful resources, etc. This support could be provided in a number if different forms

including tutors or mentors; additional material; web-sites and email; a helpdesk; and

‘critical friends’. It could include some formal or informal training.

As a minimum, consideration could be given to establishment of an information kit web-

site on which generic information could be posted and through which opportunities could

be provided for questions to be asked and answered and for people and organisations to

share their experiences in reporting and using intellectual capital in decision making.

5. Evaluating the Kit

The effectiveness of the kit and its continued usefulness and relevance to the

organisations and people to whom it is targeted will be assisted by an ongoing process of

evaluation and updating. What would be the most effective forms of evaluation? What

elements should be reviewed? How often should a review be undertaken?

As the kit is a new initiative, an initial evaluation of a ‘trial’ example would be

recommended. This could review:

• its content

• the presentation of the information

• the effectiveness of the support provided

• the targeting of its distribution to organisations and individuals.
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The findings of this review could contribute to a restructuring of the kit before a wider

distribution. Ongoing evaluation may also be essential in ensuring that the kit remains

relevant and up-to-date. This could be achieved by including evaluation material in its

content, and or on the supporting web-site.

Draft content for a ‘generic’ Enterprise Information and Self-

Evaluation Kit

1.  What is intellectual capital?

An introduction to the concept, to its various elements and to different ways of thinking about and

classifying these elements.

2.Why is it important?

Changes in the structure of economies

The impact of technology and the demand for new skills and knowledge.

3. Intellectual capital in your organisation

Do all organisations have intellectual capital?

Why should it be identified?

How can intellectual capital be identified?

Why is it important to our organisation?

Do we have adequate tools?

4.Measuring intellectual capital

Why should we record it?

What methods are available?

What information do we need?

What should be excluded?

5.Reporting intellectual capital

Why should we report our intellectual capital?

What are the costs and the benefits?

Reporting for internal purposes - systems and techniques.
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Reporting for external purposes - systems and techniques.

6.Using information about intellectual capital

What can we use the information for?

Why should we use it?

How do we use it?

7. Managing intellectual capital

Setting goals and objectives

Likely issues and risks

Identifying and implementing systems and processes

Evaluating outcomes and re-assessing objectives

8. Useful resources

Readings

Web-sites

People and organisations

8. Evaluating and improving the implementation of intellectual capital reporting

Has this made a difference to our business?

Are the concepts understood and used?

How can our approach be improved?

9. Feedback on the value and improvement of the Kit

                                                


