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Abstract: The role of knowledge and intellectual abilities is crucial in the
creation of tangible and intangible values. Knowledge management has the
aim to use the individual knowledge in order to create the value and
transform it into a collective knowledge. In fiercely competitive match on the
extremely variable global market, the intangible resources, such as corporate
reputation, brand, image, business networks etc., become superior factorsin
creating competitive advantages. Achieving of long-term success assumes the
constant encouraging the innovation and creation, sharing and developing
the new knowledge. Effective management of intellectual capital means
adequate treatment of all its constituent parts, as well as establishing a
measurement and reporting system. There is no universal form of intellectual
capital management. There are generally accepted guidelines and models
that are applied depending on the individual characteristics of each
company, starting from their own strategies, organizational cultures, human
resources, technological development, reputation, market opportunities, and
more. A particular challenge for managers is to identify measure and
evaluate the intangible asset of the company and show it in the financial
reports. In that way it could be effectively managed, and relevant
stakeholders should get precise information about the value of intangible
assets, as the most important resource in modern companies.

Keywords: intellectual capital, intangible assets, management, goodwill,
market value.

1. Introduction

In the beginning of the XXI century, rapid technological development and
expansion of knowledge caused a dramatic change with the increase in competition and a
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relatively different way of companies’ functioningntellectual resources are becoming
increasingly important in the total resources ofderm companies. In modern era of
economy value of the company is largely determibgdthe value of its intangible.
Analyses show that the share of intangible assstishes up to 80% of the total assets.
Therefore, in modern economic practices there sigaificant departure between market
and book value. This phenomenon requires the niégcegsmeasuring and disclosing the
intellectual capital that an organization has, tfar internal needs of managers, as well as
for stakeholders, and mainly, future investors.

A highlight is the weakness of the traditional ficé@l reporting system, especially
when it comes to "new" resources, such as relatiotisstakeholders, internally generated
assets and knowledge in the broadest sense ofdite(Wrstic, 2004, 17-26). Measuring of
intellectual capital has another very important eligion: it allows better management of
the business only if we know what the core valdesompanies consist. In such conditions
companies will know how to manage them in a way thaximizes the growth of these
values, bearing in mind that most of businessesegatlo not must always be visible in the
accounting statements (Dmitrovic-Saponja, Sija©32029-139).

In industries such as manufacturing software, npioessors, the pharmaceutical
industry and others, the value of intellectual phighly exceeds value of the tangible
assets, which implied the necessity of developingthods and techniques of its
identification, measurement of its use efficiengyd aeal value-based expression. That
shows a realistic picture of the market value o ttompany, which provides precise
information about the source of the difference leetvmarket and book values.

The value of intellectual capital can be calculatmsihg the Tobin’s coefficient,
which represents the relation between the marke¢ mf the company and its price of real
assets (buildings, equipment, supplies, etc.). &iZkobin’s coefficient significantly depends
on the level of intellectual capital (which deteneé the competitiveness of companies) and
on the level of use of modern methods of managentechnology, knowledge and
application of information and communication tedogy (Draskovic, 2010, 88).

Strategic business decisions, important for thth&urgrowth and development are
often made on the basis of the measurement antbslise of intellectual capital. To come
into possession of lacking intellectual capitak tompany entered into various alliances
and come up with the resources that are requinethéoket expansion. It refers, primarily,
to the decisions about making the joint venturesoaiations, mergers and acquisitions
(usually, it is a purchase of smaller company viithovative, distinctive and promising
business). Data of intellectual capital are alspdrtant for investors, because they reflect
the market power of companies, so they are thesbfasi investors’ decision-making
whether to invest in company, or not.

2. Current Measurement Techniques for IntellectualCapital

Most reliable methods for measuring and calculating value of intellectual
capital today:

1) Balances Scorecard;
2) The Intangible Asset Monitor, and
3) Navigator.

234



Managerial Decisions and the Necessity of Measuring Intellectual Capital
in Order to Strengthen the Competitiveness

In the next section all of them will be explained:

1) Balanced ScorecardKaplan, Norton, 1996, 21-28) It serves not only to measure
intellectual capital, but also to measure the pernce of all organizations, enabling
access to company’'s efficiency indicators. A Scarécfollows four related and
mutually conditioned processes: the developmentcge® the internal process,
marketing process and financial process. Each psotms a single focus in the
strategic objectives whose performance is measargtl thus provides insight into
productivity and growth. Each one has its own ejat objectives for measuring
performance goals:

* Development processnotivated and skilled workforce;

* Internal process:innovation processes, quality management, promatfamrders,
the percentage of sales of new products;

e Marketing process:.customer satisfaction and loyalty, retention af ahd attract
new ones, increase of market share;

* Financial process:return on equity - ROE (increase in percentagafitability,
percentage of cash reduction, percentage of amgnoath and more.

2) The Intangible Asset Monitor(Sveiby) — The author of this method for the
measurement of intellectual capitalkarl Erik Sveiby who singled out a set of three
standard measures of intellectual capital, such as:

*  Growth standard;
e Stability/Risk standard;
* Efficiency standard.

Sveby includes all three standards in the struatfiiatellectual capital, i.e. in its
three segments (which are, according to him, thermal and external structure and
competences), separating them to scale, as follows:

1) Measurements of Growth standard are:

» External structure: volume growth, market share growth, satisfied cusis,
quality index;

* Internal structure: investments in IT, time devoted to D&R, indicatof o
employees' attitudes towards managers, culturesuroers;

« Competitiveness: growth of average professional experience, competen
portability, share sales among consumers that eeheompetence.

II) Measurements of Stability/Risk are:

» External structure: index of consumer satisfaction, frequency of ordéhe
relations with big business customers;

* Internal structure: pleasant workplace, culture of organization, the afj the
organization, the percentage of new workers frogntdial;

» Competitiveness:average age, duration of employment in the compteyratio
of salaries to those of other organizations inss@e industry.

IIl) Measurements of Efficiency standard are:
» External structure: profitability, sales in relation to the consumers;
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» Internal structure: ratio of support staff to the number of employees;
» Competitiveness:number of professional staff in relation to theatatumber of
employees, value added per professional employee.

3) Navigator — It is believed that the study of the role of inteliual capital has gone
furthest in the Swedish insurance company namedndi&a where, under the
leadership of Leif Edvinsson, they developed a rhaafethe intellectual capital
monitoring calledSkandia NavigatoBased on the scheme of Skandia’s market value,
which is shown in Figure 1, it is possible to ameljthe role of each element of
intellectual capital (Kolakovic, 2010, 925-924).

Figure 1. Model of intellectual capital of insurane@ company Skandia
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Source: Edvinsson, Malone, M. (1997) Intelectughi@d: Realizing Your Company’s
True Value by Finding its Hidden Brainpower, Harpesiness, New York, pp.14

The presented model of measuring intellectual ehgibnsists of five factors -
focus: focus on customers, focus on people, focuprocesses, financial focus and focus
on research and development. Each has its own fachenchmarks that provide insight
into the performance of growth and developmenthef tompany, which is penetrated by
the following table.
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Table 1. Navigator — model for measuring intellectal capital

FOCUS MEASUREMENT

* Time spent for visiting customers;
Consumer focus * Ratio of contacts and sales;
* Ratio of obtained and realized sales.

* Managers with high education;

ML T2 * Annual turnover of employees.

* Consumer satisfaction index;
Development focus * Training costs / Administrative costs;
* The average age of patents.

* Revenue per employee;
Financial focus * Revenue of new customers / sales;
* Revenue of new business activities.

* Number of computers per employee;
* Time of processing.

Process focus

Source:Bontis, N. (2001)Assessing Knowledge Assets: A Review of the Mbodels to
Measure IntellectuaCapital, International Journal of Management Review, pp. 6

This model does not imply a strict adherence togikien indicators, but it is only
a framework and guidelines for companies, so thegdnto assess which measures are
critical to their business and what will be theiiopities in measurement.

It is important to note the coefficient VAIC (Vahfedded Intellectual
Coefficient). This coefficient measures and repthts contribution of intangible assets to
efficient business operations. Coefficient VAIC tridyuted to the development of
measurement systems knowledge economy (Andriessen).

3. Methods of Valuation of Intellectual Capital Asgts

Despite the many registered and used methods andepts for measuring
intellectual capital and efficiency of its use,cén be said that there is still no universal,
general methods, which is understandable givem#tere of knowledge that is essentially
intangible and difficult to financially evaluate.ddsurement methods are mainly based on
non-monetary criteria as a percentage of employesover or percentage of customer
satisfaction, the age of the organization, the remdd new customers, the percentage of
repeat orders. They are of course very importadtthay give managers insight into the
intangible resources owned by the company. Howetrex, problem of their overall
applicability is incomparable. Therefore, it is assary to add the valuation methods which
express the value of intangible assets in a firzneay.

The value contained in the intellectual resouraes iés categories are often not
given by measurement, but using market estimateshwdre based on observed data and
qualitative impressions of investors and finanaialysts, or with management projections.
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When it comes to screening values for some segnwéntise intellectual capital it finds
useful the application of the income, cost and mapkinciples (Krstic, 2009, 59-72).

In practice, investments in the development of rigthle assets are treated
differently. Its treatment as a cost (cost appraacthe writing off) led to the situation that
managers are more reluctant to invest, in ordeetluce costs, so they can show higher
profits on short-term basis in their balance she®@its the other hand, by treating these
investments as assets on the balance sheet, cwsistdngible assets development are
capitalized. Also, the treatment of intangible &ssis different depending on their
useful periods and assets with indefinite duratiom treated as income, while the rest of
them are objects to depreciable cost approachshsed on an assessment of the costs of
replacing assets.

3.1. Method of Net Assets

This method is used to estimate intangible asseasdordance with the following
criteria:

» Ifintangible assets increase the value of tangikkets,

* Intangible assets are existing if there is an iasee return on employed assets,

» Ifthey are separable from tangible assets,

» Ifthere is substantive evidence that they exist,

e If it is possible to carry identification (contracttrademarks, computer software
franchise in publishing rights, patents, licensesned personnel, etc.).

3.2. Goodwill

Goodwill arises when the value of the "businesgleexis the value of net assets,
so it is the difference between, usually higheugaharket and smaller book value of the
company. Goodwill relates only to the company aghale, not to individual parts of the
assets of the company. Goodwill represents an gittenasset in balance sheet. It makes
the difference between the book value and the mselprice (the paid price). If the paid
value is higher than the book value, the differerscgositive goodwill (PRF Magazine,
2011, 14). Otherwise, if the book value is greaten its paid value it is a negative
goodwill.

Due to its specificity, two very important issuemcerning goodwill are as follows:

1) How much cost goodwill?
2) When we should record goodwill in the financiatetaents?

The value of goodwill is performed as a free estingaability of investors to
perceive the earning ability of the company in thiire, and therefore goodwill will be
recorded in the accounting only when the entire gamy is bought at a price that is greater
than the fair market value. In other situationdgsivery difficult to estimate the internally
acquired goodwill, which is caused by the influemafemany factors, such as business
reputation, brand, expected profitability and sa @oodwill acquired in a business
combination represents a payment made by the argwho anticipates future economic
benefits from assets that are not individually tifesd and separately recognized. There
can be different reasons that acquirer is payihggher price than the fair value of the net
assets is. This may be a synergistic effect thaekpgected to result from the combination of
two or more companies (Rankovic, 1998, 301).
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3.3. Property Value Brand

Internationally known and recognized brand is d#éd in a large number of loyal
customers who represent a barrier to competitiohas the earning ability of an intangible
nature. Property value brand is a concept thathhegoa long-term marketing investment in
the construction of stable, high-quality relatiopshbetween consumers and companies. It
reflects the difference between market and booleraf products, services and companies.
Positive consumer experience results by long-teust,t and that is extremely important
intangible value of the company.

The definition of property value brand (brand eguibat is commonly cited in the
literature is the one that gave Aaker (1996), drréads: "Property value is a set of brand
attributes in the form of assets and liabilitieskéd to a brand, its name and logo, which
provide added value to the company and / or itsoooers.” In fact, this is a differential
effect between the two potential market scenanaos: in which the product or service will
not identify the elements of the market are memtibas generic products, and others, in
which there are components of the identity of thoselucts or services that act as a driver
of consumer behavior. (Rakita, Mitrovic, 2007, 23).

4. Reporting on Intellectual Capital of the Organiation

In the new economy, traditional financial reportidges not provide all the
necessary data and information on the intelleatagital of the organization. Using only
traditional financial statements managers and #oveswould be deprived of the
knowledge of what is the role and contribution eftain forms of intellectual capital in the
total value of the organization and its competitpasition. Also, the traditional financial
statements are treating past period, so they areséal on the past, while in today's highly
changing business and social environment, thiskmarwery risky, especially for future
investors who, based on those statements, do meténheealistic picture of the potential and
capabilities of the organization and earning apilitthe future.

The introduction of the intellectual capital repoiternally gets very important
tool for management. Information about the intéliat capital growth, stagnation or
decline is in a function for managing intellectgapital, and also it is externally important
for the proper use and improvement of the critelaments, in order to maximize the total
value of the company. Great importance is to comoate with external stakeholders,
especially investors. Effective management and ldeweent of intellectual resources is of
the utmost importance to the prosperity of moddobal enterprise.

Disclosure of information about these resourcdikédy to contribute to lowering
the cost of equity capital, because it reduces mmiogy about the future prospects of
enterprises’ development. This facilitates the eatbn (assessment) of capital or
companies’ resources. On the other hand, this indifease the demand for companies’
securities (Mouritsen, Bukh, Marr, 2004, 46-54).

Economic phenomenon of growing the market deviatiom the book value of
the company has produced natural need of serious aammprehensive study and
explanation of this phenomenon. In that contexgliectual capital reporting is intended to
coverage of intellectual resources, whether theyoatained externally, i.e. purchased from
others, whether they are internally generated.
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4.1. Indicators of Business Success

Traditional indicators of business performance,hsas the increase in total
revenue, growth in investment, increase marketeslzand so on, are not sufficient to
provide information to stakeholders on the compmmiegpability to create value over the
long term. The emphasis is on creating value measemt systems as new criteria of
business success.

Value creation efficiency for intangible indicatass achieved by mobilizing all
available intellectual capital of the company idlerto create maximum value. A modern
value creation emphasis intangible value creatienegated by the complex relations
between labor supply and demand, where supply dscdemand. Mental work does not
produce things but the values (ads value by thdivities). Intellectual capital is a key
factor in value creation.

Table 2. Quantitative and qualitative benefits ofmtellectual capital management

Quantitative Qualitative
Cost reduction Better ideas’ management
Sales growth Decrease of employees out
Increase of margins Greater customer loyalty
Increase of company’s value Greater cooperation with customers
Improvement of loyal customer’s behavior Increase of customers’ satisfaction
Increase of repeated purchases Improvement of innovation
Increase of market share Improvement of trained employees
Increase of retained customers Increase of productivity
Increase of share price Increase of employees’ satisfaction
Reduction of sales’ costs Strengthening the market leadership

Improvement of organization stability
Improvement of stakeholders’ satisfaction
Better understanding of customers’ needs
Positive cultural change

Source:Bergeron B(2003)Essentials of Knowledge Managemdotin Wiley
and Sons. New Jerse3003, pp. 55

Intellectual capital is a key creator of value amcludes the company's ability to
be flexible, i.e. to change the way of doing preessand procedures if they are no longer
supporting process of value creation, as well agréate an innovative range of new
products and services, relations with customersdyng a higher level.

4.2. International Accounting Practice of Intelleatl Capital Reporting

The issue of intellectual capital and its coverage presentation of the report deals
with the U.S. Financial Accounting Standards (FAR and FAS 142) and the International
Accounting Standard IAS 38. Solutions offered bgoamting professionals and organizations
are in area that is promoting, enhancing and furtleeloping. In any case, the current
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regulation requires a modern organization thaduiteon to regular financial and accounting
reports are compiled, disclose and present a reparttellectual capital.

American financial standards 141 and 142 differeendlly acquired intangible
assets with the one created internally. Furtherpgiesmdards emphasis different part of the
intangible assets which can be identified, suclpagnts, contracts, etc., and intangible
piece of property that cannot be identified as gathdhat represents the revenue in the
future. Standards also treat the assets with ldvated unlimited duration, so limited assets
are amortized over the duration of their life attémately its value is zero.

By these standards investments in research andogenent are treated as costs of
current period, because of uncertainty of theirtedipation. There are exceptions when it
comes to software program, so the capitalizatiomweésted costs is required during its’
use. They are written off over time, dependinglanvolume of products that are produced.

4.3. International Accounting Standards 38 (IAS 38)Intangible Assets

According IAS 38 each intangible asset, whetherclpased or internally
generated, are recognized only if it can be idextjf controlled and measured by the
criteria of the purchase price. Otherwise, accardims standard, the use of the intangible
asset will be shown as a cost, i.e. as an expamgggdhe period. Thus, investment in staff
training, internally-generated goodwill and adv&rig costs are treated as expenses in the
period, and therefore, they are not capitalized.

The following is a brief explanation of each of tiheee criteria for recognition of
intangible assets, according IAS 38:

Identification criteria - An intangible asset is identifiable if it is tigguished
from goodwill. The goodwill created in the mergertsaction, represents a payment made
by the party who purchased asset (property) aneéaed future economic benefits. That
benefit may be synergistic or individual. Addititigathe intangible asset can be clearly
distinguished from goodwill if it can be leasedlds@xchanged, or if as long as possible it
distributes future economic benefits attributabléhie asset (Krstic, 2004, 21).

Control criteria - Very important but not exclusive control criteria liegally
protected property, such as copyrights, where cpatger control of future benefits is. In
the case of intangible assets that are not sutgjdegal protection, the control criteria are
difficult, but not impossible to meet. However,ist anticipated that these assets must be
balanced and based on the legal requirementssrataa.

Purchase price criteria- The value of intangible assets and measurenmants
economic effects in future is presented by pridethe time of acquisition, i.e. the amount
of money that the company paid for the asset. Assatd be acquired in other ways,
through the transfer of rights to use, as gifts aadn. In this case the fair market value
will be applied.

4.2.2. Report on Intellectual Capital as Part ofdlFinancial Statements

The recent practice of financial reporting antitguhthe obligations of preparation
and presentation an intellectual capital reporarasdditional part to financial statements.
In this way, management and stakeholders are gettinch-needed information about the
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values of all segments of the company’s assetswels as about the origin of the
differences between the book and market value wipamies. Disclosure of the key success
factors is important for the management, from tlénipof strategizing and managing
intellectual capital. Report on intellectual capisaconsisting from four parts, as follows:

1) Description of intellectual resources, i.e. ded@ip of all the knowledge in the
organization;

2) Removal of the critical elements of the developmamid management of
intellectual capital, as well as analyzing if theuation should improve, which
resources should externally obtained, etc.;

3) Activities and strategies for the achievement of nagement objectives:
application of new technologies, buying licensdanping and implementation of
various forms of training;

4) Indicators for the control of the implementationtbé actions and the monitoring
of problem solving.

The inclusion of all these elements in the repogtrecommendations, proposals
and guidelines that companies report about theternd@l value creation and potentials
for managing intellectual resources’ strategy (klemge, in the broadest sense) (Krstic,
2004, 21).

5. Conclusion

Knowledge and the related intellectual capital &vday the main source of
competitive advantage, and therefore effective mameent of intellectual capital is
imperative to achieve long-term success. It is irf@u to implement permanent training
and development of employees, and fostering busind#slosophy that investing in
employees is not an expense but an investmeneifuthre.

Intellectual property is a very important part betintellectual resources which
creates value and impacts competitiveness by difftecompetition’s protection strategies
or through commercialization which draws maximurofipr

Identifying all segments of intellectual capital @ great importance for the
company, as well as its quantitative and qualitatimeasurement of the expression.
Intangible assets are very difficult to measure amatle, so the major challenge for
economists and managers are to express the intangio tangible assets, since it is
known that only what we can measure, and thus weffactively manage. Managers must
necessarily be familiar with the methods, tools #exhniques of measuring intellectual
capital and they need to try to adapt the inforamatiystem measurement methods.
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MENADZERSKE ODLUKE | NEOPHODNOST
MJERENJA INTELEKTUALNOG KAPITALA
U FUNKCIJI JA CANJA KONKURENTNOSTI

Abstract: Uloga znanja i intelektualnih sposobnosti je dandjucna u
stvaranju materijalnih i nematerijalnih vrijednodtipravljanje njime upravo
ima za cilj da individualno znanje iskoristi u swuristvaranja vrijednosti i
preobrazi ga u kolektivnho znanje. U oStroj konkts&nj utakmici, na
izuzetno promjenljivom globalnom trziStu, nematrj resursi, poput
korporativne reputacije, brenda, imidza, poslovmireZza i sl. postaju
superiorni faktori u stvaranju konkurentskih prestnostvarivanje dugokme
uspjeSnosti pretpostavlja neprestano podsticanj@ativnosti i stvaranja,
razmjene i razvoja novih znanja. Efikasno upray§anntelektualnim
kapitalom podrazumijeva adekvatan tretman svihay#gsastavnih djelova,
kao i uspostavljanje sistema mjerenja i izvjeStgaaNe postoji univerzalan
obrazac upravljanja intelektualnim kapitalom. PyestoopSteprihvéeni
modeli i smjernice koje se primjenjuju u zavisnostl individualnih
karakteristika svake kompanije, polézed njene strategije, organizacione
kulture, ljudskog potencijala, tefdkio-tehnoloSkog razvoja, reputacije,
trziSnih prilika, i drugo. Poseban izazov za memaézje identifikovati,
izmjeriti i procijeniti nematerijalnu imovinu kompéae i prikazati je u
finansijskim izvjeStajima. Na taj ten bi se njome moglo efikasno upravljati,
a relevantni stejkholderi bi dobili precizne infaolje o vrijednosti
neopipljive imovine, kao najvaznijem resursu saweaiin kompanija.

Keywords: intelektualni kapital, nematerijalna imovina, mehment,
gudvil, trziSna vrijednost.
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